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ITEM 1-FINANCIAL STATEMENTSFOR QUARTER ENDED AUGUST 31, 2007

CONSCLI DATED BALANCE SHEET (UNAUDI TED)

ASSETS
Current Assets
Cash
Accounts receivable
I nventory
Prepai d expenses

Total current assets

Property and equi pnent, net of accunul ated depreci ati on
of $134, 246

Debt issue cost, net of accumul ated anortization of $112,593
O her assets

TOTAL ASSETS

LI ABI LI TIES AND STOCKHOLDERS' DEFICIT
Current liabilities
Account s payabl e
Accrued expenses
Taxes payabl e
Current portion of |ong-term debt
Oficer's |oans

Total current liabilities

Long-termLiabilities
Not e payabl e
Converti bl e notes payable, net of unanortized di scount of $1,526, 176
Derivative liabilities

Total long-termliabilities

St ockhol ders' deficit

Preferred stock Series A no par value, 40,000, 000
aut hori zed; and 16,078,991 issued and outstandi ng
as of August 31, 2007

Common stock, no par val ue, 100, 000, 000 shares authorized
43,537,110 i ssued and outstanding as of
August 31, 2007

Series A preferred stock subscription receivable

Common stock subscription receivable

Accunul ated deficit

Total stockhol ders' deficit

TOTAL LI ABILITIES AND STOCKHOLDERS' DEFICIT

See notes to interim unaudited consolidated financial statements

2007

96, 817
608, 824
5,799, 375

673, 313

8, 336, 149
(220, 000)
(45, 000)
(14, 938, 807)



I NGEN TECHNOLOG ES, I NC. AND SUBSI DI ARY

CONSCLI DATED STATEMENTS OF OPERATI ONS ((UNAUDI TED)

For the three nonths ended

August 31
2007 2006

Revenue $ 117,471 $ 189, 158
Cost of Sales 67, 413 115, 547
G oss Profit 50, 058 73, 611
Sel ling, General and Administrative Expenses 406, 694 329, 104
Operating Loss (356, 636) (255, 493)
G her (Expenses):

I nterest Expenses (446, 911) (3,540, 915)

Change in Derivative Liabilities (573,779) 1, 031, 094
Net Loss before Taxes (1,377, 326) (2,765, 314)
Provi sion for Income Taxes 10 800

Net Loss $ (1,377, 336)
Basic and diluted net |oss per share $ (0.04)
Wei ght ed average nunmber of common shares 37,766, 443

See notes to interim unaudited consolidated financial statements

I NGEN TECHNOLOG ES, I NC. AND SUBSI DI ARY

CONSOLI DATED STATEMENTS OF CASH FLOWS (UNAUDI TED)

22,207, 208

FOR THE THREE MONTHS ENDED AUGUST 31
2006

CASH FLOW FROM OPERATI NG ACTI VI Tl ES:
Net Loss
$(2, 766, 114)

Adj ustnents to Reconcile Net Loss to Net Cash Used in Operations

Depreciation and anortization
4,576
Anmortization of debt issue cost
16, 400
(I'ncrease) Decrease in
Change in derivative liabilities
(1,031, 094)
Noncash interest expense and financing costs
3,523, 454
Changes in operating assets and liabilities
I ncrease in accounts receivable

(1,377, 336)

14, 470

25,930

385, 343

573,779

(78, 090)



Decrease in inventory
Decrease in accounts payable

I ncrease (decrease) in accrued expenses
(2,138)
Decrease in prepaid expenses

Expenses paid with stock

NET CASH USED | N OPERATI NG ACTI VI TI ES
(254, 916)

CASH FLOW FROM | NVESTI NG ACTI VI TI ES
Addition to fixed assets
(34, 480)

NET CASH USED I N | NVESTI NG ACTI VI TI ES
(34, 480)

CASH FLOW FROM FI NANCI NG ACTI VI Tl ES:
Repaynments of |oan owed to officer
(63, 941)
Proceeds fromloan fromofficer

Repaynments of notes payabl e

Proceeds fromissuance of common stock

Net proceeds from convertible debt
1, 066, 800

NET CASH FLOW PROVI DED BY FI NANCI NG ACTI VI Tl ES

1, 002, 859

NET | NCREASE | N CASH
713, 463

Cash Bal ance at Begi nning of Period
111,112

CASH BALANCE AT END OF PERI GD
824,575

Suppl emental Di scl osures of Cash Flow Infornation

Interest paid

Taxes paid

Noncash Fi nancing Activities:

Val ue of issuance of warrants in connection with convertible debt

1,987, 103
Recorded a beneficial conversion feature
2,903, 777

St ock subscription receivable for preferred stock

220, 000

St ock subscription receivable for comon stock

10, 642
(3, 863)

81, 472
15, 526

80, 000

(3, 000)
11, 486
(3, 635)
74, 800

200, 000

428, 343

45, 000

©*

® v B P



See notes to interimunaudited consolidated financial statenents
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INGEN TECHNOLOGIES, INC. AND SUBSIDIARY

NOTESTO INTERIM UNAUDITED CONSOL IDATED FINANCIAL STATEMENTS

NOTE 1 - NATURE OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Ingen Technologies, Inc., a Georgia corporation (formerly known as Creative Recycling Technologies Inc., the " Company" or "Ingen
Technologies"), is a public company trading under NASDAQ OTC: IGTG. Ingen Technologies is a growth-oriented technology company that
offers diverse and progressive services and products.

Ingen Technologies, Inc. owns 100% of the capital stock of Ingen Technologies, Inc. a Nevada corporation that has been in business since 1999.

The Company's flagship product isits BAFI (TM) line of products. These are the world's first wireless digital low gas warning system for
pressurized gas cylinders. These products include Oxyview(TM), OxyAlert(TM)and GasAlert(TM). On October 24, 2000, the Company received
aU.S. Patent for the BAFI (TM) with Patent No. 6,137,417. BAFI (TM), now in its second generation, is an accurate and cost-effective, real-time
pressurized gas warning system that will alert users when gas levels are approaching empty.

The BAFI (TM) line has multiple applications, inclusive but not limited to, the Medical Industry, Home Consumer, Residential Devel opment
Industry, Safety & Protection (fire and police), Aircraft Industry, and the Recreational Vehicle Industry. BAFI (TM) meets or exceeds regulatory
compliance of thistype of product and is completed and in production.

The Company's Secure Balance (TM) product is a private-label product that includes a vestibular function testing system and balance therapy
system available to physicians throughout the United States.

On November 16, 2006, the Company purchased the intellectual property rights for Oxyview(TM). The Company had co-invented the Oxyview
(TM) product with athird party. The agreement gave the Company sole ownership of the product and intangible pending patents associated with
Oxyview (TM), which is part of the Company's BAFI(TM) line of products. Patents for Oxyview (TM) are pending in the United States, Japan,
People's Republic of China and the European Communities. Oxyview(TM) relates to flow meters which provide a visual signal for gas flow
through a conduit. More particularly it relates to a flow meter which provides a visual cue viewabl e with the human eye, as to the flow of gas
through a cannula which conventionally employs very low pressure and gas volume to a patient using the Oxyview(TM). The Company began
recording sales of Oxyview(TM) in November of 2006.

Presentation of Interim Information: The accompanying consolidated financial statements for the three months ended August 31, 2007 and 2006,
have been prepared by the Company, without audit, pursuant to the rules and regulations of the Securities and Exchange Commission. Certain
information and footnote disclosures normally included in consolidated financial statements prepared in accordance with generally accepted
accounting principles have been condensed or omitted pursuant to such rules and regulations. However, the Company beli eves that the
disclosures are adequate to make the information presented not misleading. These consolidated financial statements should be read in conjunction
with the financial statements and the notes thereto included in the Company's Annual Report on Form 10-KSB for the year ended May 31, 2007.

In the opinion of Management, all adjustments (which include only normal recurring adjustments) necessary to present fairly the financial
position, results of operations and cash flows for the three months ended August 31, 2007 and 2006, have been made. The results of operations
for the three months ended August 31, 2007 are not necessarily indicative of the operating results for the full year.

Principle of Consolidation and Presentation: The accompanying consolidated financial statements include the accounts of Ingen Technologies,
Inc. and its subsidiary after elimination of all intercompany accounts and transactions. Certain prior period balances have been reclassified to
conform to the current period presentation.

INGEN TECHNOLOGIES, INC. AND SUBSIDIARY

NOTESTO INTERIM UNAUDITED CONSOL IDATED FINANCIAL STATEMENTS




NOTE 1 - NATURE OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

Fair Value of Financial Instruments: The Company's financial instruments consist principally of cash, accounts receivable, inventories, accounts
payable and borrowings. The Company believes the financial instruments' recorded values approximate current values because of their nature and
respective durations. The fair value of embedded conversion options and stock warrants are based on a Black-Scholes fair value calculation. The
fair value of convertible notes payable has been discounted to the extent that the fair value of the embedded conversion option feature exceeds the
face value of the note. This discount is being amortized over the term of the convertible note.

Cash Equivalents: For purposes of the statements of cash flows, the Company considers all highly liquid debt i nstruments with an original
maturity of three months or less to be cash equivalents.

Revenue Recognition: The Company generally recognizes product revenue when persuasive evidence of an arrangement exists, delivery has
occurred, the feeis fixed or determinable, and collection is probable. In instances where final acceptance of the product is specified by the
customer, revenue is deferred until all acceptance criteria have been met. No provisions were established for estimated product returns and
alowances based on the Company's historical experience. All orders are customized with substantial down payments. Products are released upon
receipt of the remaining funds.

Use of estimates: The preparation of the accompanying consolidated financial statementsin conformity with accounting principles generally
accepted in the United States requires management to make certain estimates and assumptions that directly affect the results of reported assets,
liahilities, revenue, and expenses. Actual results may differ from these estimates.

Property and Equipment: Property and Equipment are valued at cost. Maintenance and repair costs are charged to expenses as incurred.
Depreciation is computed on the straight-line method based on the following estimated useful lives of the assets: 3 to 5 years for computer,
software and office equipment, and 5 to 7 years for furniture and fixtures.

Convertible Notes Payable and Derivative Liabilities: The Company accounts for convertible notes payable and warrants in accordance with
Statement of Financial Accounting Standards (SFAS) No. 133, "ACCOUNTING FOR DERIVATIVE INSTRUMENTS AND HEDGING
ACTIVITIES." This standard requires the conversion feature of convertible debt be separated from the host contract and presented as a derivative
instrument if certain conditions are met. Emerging Issue Task Force (EITF) 00-19, "ACCOUNTING FOR DERIVATIVE FINANCIAL
INSTRUMENTS INDEXED TO AND POTENTIALLY SETTLED IN A COMPANY'S OWN STOCK" and EITF 05-2, "THE MEANING OF
"CONVENTIONAL CONVERTIBLE DEBT INSTRUMENT" IN ISSUE NO. 00-19" were aso analyzed to determine whether the debt
instrument is to be considered a conventional convertible debt instrument and classified in stockholders' equity. The convertible notes payable
issued on June 6, 2006, July 27, 2006, August 30, 2006, January 24, 2007, March 15, 2007, April 15, 2007, May 15, 2007, June 15, 2007 and July
31, 2007 were evaluated and determined not conventional convertible and, therefore, because of certain terms and provisionsincluding
liquidating damages under the associated registration rights agreement the embedded conversion option was bifurcated and has been accounted
for as aderivative liability instrument. The stock warrants issued in conjunction with the convertible notes payable were al so evaluated and
determined to be a derivative instrument and, therefore, classified as aliability on the balance sheet. The accounting guidance also requires that
the conversion feature and warrants be recorded at fair value for each reporting period with changes in fair value recorded in the consolidated
statements of operations.

A Black-Scholes valuation calculation was applied to both the conversion features and warrants at i ssuance dates and August 31, 2007. The
issuance date valuation was used for the effective debt discount that these instruments represent. The debt discount is amortized over the three-
year life of the debts using the effective interest method. The August 31, 2007 valuation was used to record the fair value of these instruments at
the end of the reporting period with any difference from prior period calculations reflected in the consolidated statement of operations.

Income Taxes: Income tax expense is based on pretax financial accounting income. Deferred tax assets and liabilities are recognized for the
expected tax consequences of temporary differences between the tax bases of assets and liabilities and their reported amounts.

Net Loss Per Share: Basic net loss per share includes no dilution and is computed by dividing net loss available to common stockholders by the
weighted average number of common stock outstanding for the period. Diluted net loss per share does not differ from basic net loss per share
since potential shares of common stock are anti-dilutive for all periods presented. Potential shares consist of Series A preferred stock and
outstanding warrants.

INGEN TECHNOLOGIES, INC. AND SUBSIDIARY
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NOTE 1 - NATURE OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)



In February, 2006, the Financial Accounting Standards Board ("FASB") issued SFAS No. 155, ACCOUNTING FOR CERTAIN HYBRID
FINANCIAL INSTRUMENTS. SFAS No. 155 eliminates the temporary exemption of bifurcation requirements to securitized financial assets,
contained in SFAS No. 133, ACCOUNTING FOR DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES. As aresult, similar
financial instruments are accounted for similarly regardless of the form of the instruments. In addition, in instances where a derivative would
otherwise have to be bifurcated, SFAS No. 155 allows a preparer on an instrument-by-instrument basis to elect fair value measurement at
acquisition, at issuance, or when a previously recognized financial instrument is subject to remeasurement. SFAS No. 155 is effective for our
fiscal year beginning June 1, 2007.

In March, 2006, the FASB issued SFAS No. 156, ACCOUNTING FOR SERVICING OF FINANCIAL ASSETS, an amendment of FASB
Statement No. 140, ACCOUNTING FOR TRANSFERS AND SERVICING OF FINANCIAL ASSETS AND EXTINGUISHMENTS OF
LIABILITIES. The pronouncement establishes standards whereby servicing assets and servicing liabilities are initially measured at fair value,
where applicable. In addition, SFAS No. 156 allows subsequent measurement of servicing assets and liabilities at fair value, and where
applicable, derivative instruments used to mitigate risksinherent with servicing assets and liabilities are likewise measured at fair value. SFAS
No. 156 is effective for our fiscal year beginning June 1, 2007.

In September, 2006, the FASB issued SFAS No. 157, FAIR VALUE MEASUREMENTS. The statement defines fair value, determines
appropriate measurement methods, and expands disclosure requirements about those measurements. SFAS No. 157 is effective for our fiscal year
beginning June 1, 2008.

In February 2007, the FASB issued SFAS No. 159, THE FAIR VALUE OPTION FOR FINANCIAL ASSETS AND FINANCIAL
LIABILITIES, including an amendment of FASB Statement No. 115. This pronouncement permits entities to choose to measure many financial
instruments and certain other items at fair value that are not currently required to be measured at fair value. SFAS 159 is effective as of the
beginning of our fiscal year which begins June 1, 2008.

NOTE 2 - GOING CONCERN

The Company's consolidated financial statements have been prepared on a going concern basis, which contemplates the realizati on of assets and
liabilities and commitmentsin the normal course of business. In the near term, the Company expects operating costs to continue to exceed funds
generated from operations. As aresult, the Company expects to continue to incur operating losses and may not have sufficient funds to grow its
businessin the future. The Company can give no assurance that it will achieve profitability or be capable of sustaining profitable operations. As a
result, operationsin the near future are expected to continue to use working capital.

To successfully grow the individual segments of the business, the Company must decrease its cash burn rate, improve its cash position and the
revenue base of each segment, and succeed in its ability to raise additional capital through a combination of primarily public or private equity
offering or strategic alliances. The Company also depends on certain contractors, and its sole employee, the CEO, and the loss of any of those
contractors or the employee, may harm the Company's business.

In the quarter ended August 31, 2007, the Company received net proceeds from the sale of callable secured convertible notes of $200,000 (the
principal balance of the notes was $220,000). The Company also made equity sales which netted $74,800 in the quarter (an additional $45,000
was booked as a stock subscription receivable and was subsequently received in September of 2007). Management of the Company is actively
increasing marketing efforts to increase revenues. The ability of the Company to continue as a going concern is dependent on its ability to meet
its financing arrangement and the success of its future operations. The consolidated financial statements do not include any adjustments that
might be necessary if the Company is unable to continue as a going concern.

The Company incurred aloss of $1,377,336 for the three months ended August 31, 2007, and as of that date, had an accumulated deficit of
$14,938,807.

INGEN TECHNOLOGIES, INC. AND SUBSIDIARY

NOTESTO INTERIM UNAUDITED CONSOL IDATED FINANCIAL STATEMENTS

NOTE 3 - PROPERTY AND EQUIPMENT

Property and equipment as of August 31, 2007 and 2006 is summarized as follow:

Aut onobi | e $ 9,500 $ 9,500
Mobi | e Denonstration Unit 136, 096 --



Furniture & Fixture 31, 706 27,222

Machi nery & Equi pnent 120, 252 65, 900
Leasehol d | nprovenents 41, 606 32, 047
Mol ds 68, 457 29, 857
407, 617 164, 526

Less accunul ated depreci ation (134, 246) (102, 984)
Property and Equi pnent, net $ 273,371 $ 61,542

NOTE 4 - ACCRUED EXPENSES

Accrued expenses at August 31, 2007 and 2006 consist of:

2007 2006
Accrued officer's conpensation $163, 356 $112, 000
Accrued Professional Fees -- 6, 000
Accrued | nterest Expense 104, 572 33, 844
Accrued taxes -- 25, 811
Royal ty payabl e 1, 814 --
Tot al $269, 742 $177, 655

NOTE 5- CONVERTIBLE NOTESPAYABLE AND DERIVATIVE LIABILITIES
6% $75,000 DEBT

On June 7, 2006, the Company entered into an agreement with an accredited investor for sale of a convertible debenture. The Company received
proceeds of $75,000 from the sale of the convertible debenture on June 7, 2006. The debenture is convertible at any time within athree year
period into 3,750,000 shares of common stock at $0.02 per share. The debenture carries an interest rate of 6% per annum, and payable annually.
In the event that the debenture is not converted to common stock, any unpaid balance, including interest and the principal, becomes due on May
31, 2009.

6/ 7/ 2006
Approximate risk free rate 4.99%
Aver age expected life 3 years
Di vi dend yield 0%
Vol atility 202.01%
Esti mated fair value of conversion feature
on date of note issuance $437, 565
Estimated fair value of conversion feature
as of August 31, 2007 $209, 251

The Company recorded the fair value of the conversion feature of $437,565, as a discount to the convertible debt in the accompanying balance
sheet up to the proceeds received with the excess of $362,565 charged to expense. Amortization expense related to the conversion feature
discount for the quarter ended August 31, 2007 was $6,342. Remaining unamortized discount as of that date was $43,980.

CALLABLE SECURED CONVERTIBLE NOTESAND WARRANTS
July 25, 2006 Securities Purchase Agreement ($1.5 Million Convertible Debt)

On July 25, 2006, we entered into a Securities Purchase Agreement with New Millennium Capital Partners |1, LLC, AJW Qualified Partners,
LLC, AJW Offshoare, Ltd. and AJW Partners, LLC (the "Investors") and agreed to issue and sell (i) callable secured convertible notes up to $2
million, and (ii) warrants to acquire an aggregate of 20 million shares of our common stock. The notes bear interest at 6% per annum (15%
"default interest" per annum), and mature three years from the date of issuance. The notes are convertible into our common stock at the applicable



percentage of the average of the lowest three trading prices for our shares of common stock during the twenty trading day period prior to
conversion. The applicable percentage is 50%; however, the percentage shall be increased to: (i) 55% in the event that a Regi stration Statement is
filed within thirty days from July 25, 2006, and (ii) 60% in the event that the Registration Statement becomes effective within one hundred and
twenty days from July 26, 2006. Since we did not have a Registration Statement become effective within one hundred and twenty days of July 25,
2006, the applicable percentage is 50%. Under the Agreement, the conversion price of the secured convertible notes will be adjusted in the event
we issue securities below the fixed conversion price and may be adjusted in certain circumstances such as merger, consolidation or if we pay a
stock dividend. At May 31, 2007, only $1.5 million of the convertible notes were funded.

INGEN TECHNOLOGIES, INC. AND SUBSIDIARY
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We received the first tranche of $700,000 on July 27, 2006, less issuance costs of $295,200, the second tranche of $600,000, |ess issuance costs
of $13,000 on August 30, 2006, and the third tranche of $200,000 was received on January 24, 2007.

We may prepay the notesin the event that no event of default exists, there are a sufficient number of shares available for conversion, and the
market priceisat or below $0.10 per share. Prepayment of the convertible notesisto be made in cash equal to 140% of the outstanding principal
and accrued interest (for prepayment occurring after the 60th day following theissue date of the notes). In addition, in the event that the reported
average daily price of the common stock for each day of the month ending on any determination date is below $0.10, we may repay a portion of
the outstanding principal amount of the notes equal to 101% of the principal amount divided by thirty-six plus one month's interest and this will
stay al conversions for the month.

Events of default under the notes generally include failure to repay the principal or interest when due, failure to i ssue shares of common stock
upon conversion by the holder, failureto timely file a registration statement or have such registration statement declared effective, breach of
certain covenants or representation or warranty in the Securities Purchase Agreement or related convertible note, the assignment or appointment
of areceiver to control asubstantial part of our property or business, a money judgment, writ or similar process entered or filed against usin
excess of $50,000 which continues for 20 days unless consented to by the holder, the commencement of a bankruptcy, insolvency, reorganization
or liquidation proceeding against us without stay or the delisting of our common stock. Upon the occurrence of an event of default, the note
holders may by written notice demand repayment in an amount equal to the greater of (i) the then outstanding principal amount of the convertible
notes, together with unpaid interest and any outstanding penalties times 140% or

(i) the "parity value" of the default sum, where parity value means (&) the highest number of shares of common stock issuable upon conversion of
the default sum, treating the trading day immediately preceding the prepayment date as the "conversion date" for the purpose of determining the
lowest applicable conversion price (unless the event of default isaresult of abreach in reference to a specific conversion date), multiplied by (b)
the highest closing price for the common stock during the period beginning on the date of first occurrence of the event of default and ending one
day prior to the prepayment date. In addition, we granted the Investors a security interest in substantially all of our assets and intellectual property
pursuant to a Security Agreement and an Intellectual Property Security Agreement.

The warrants have an exercise price of $0.10 per share and expire after seven years. The Investors may exercise the warrants on a cashless basis if
the shares of common stock underlying the warrants are not then registered pursuant to an effective registration statement. In addition, the
exercise price of the warrants will be adjusted in the event we issue common stock at a price below market, with the exception of any securities
issued as of the date of the warrants, certain issuances under our employee stock plans, or shares issued upon exercise of the warrants.

The Investors have contractually agreed to restrict their ability to convert the notes and exercise the warrants and receive shares of our common
stock so that the number of shares of our common stock held by them and their affiliates after such conversion or exercise does not exceed 4.99%
of the then issued and outstanding shares of our common stock.

Without the prior written consent of a majority-in-interest of the Investors, subject to certain exceptions as set forth in the agreement, we may not
negotiate or contract with any party to obtain additional equity financing (including debt financing with an equity component) that involves (A)
the issuance of common stock at a discount to the market price of the common stock on the date of issuance (taking into account the value of any
warrants or options to acquire common stock issued in connection therewith) or (B) the issuance of convertible securitiesthat are convertible into
an indeterminate number of shares of common stock or (C) the issuance of warrants during the lock-up period beginning on July 25, 2006 and
ending on the later of (i) two hundred seventy (270) days from July 25, 2006 and (ii) one hundred eighty (180) days from the date the registration
statement is declared effective. In addition, subject to certain exceptions as set forth in the agreement, we agreed that we would not conduct any
eq uity financing (including debt with an equity component) during the period beginning on July 25, 2006 and ending two (2) years after the end
of the above lock-up period unless we have first provided to each Investor an option to purchase its prorata share (based on the ratio of each
Investor's purchase under the Securities Purchase Agreement) of the securities being offered in any proposed equity financing. We must provide
each Investor written notice describing any proposed equity financing at least 20 business days prior to the closing and the option must be
extended to each Investor for 15 days following delivery of the notice.

We agreed to file aregistration statement for the shares underlying the notes and the warrants within thirty days of closing, to be declared
effective within 120 days of closing. Wefiled an SB-2 registration statement with the Securities and Exchange Commission ("SEC") on August
25, 2006 for the securities underlying the agreement; however, we requested withdrawal of this statement on October 31, 2006. We intend to file



anew SB-2 to register the underlying shares of these convertible notes and 6 million additional shares once we have cured our delinquent filings
with the SEC. Because the required registration statement was not effective by the due date, we may be declared to be in default under the
agreement. Further, per the agreement, we are subject to liquidated damages in the amount of 0.02% of the outstanding principal amount of the
notes per month, payable in cash or common stock, until the registration is effective.

INGEN TECHNOLOGIES, INC. AND SUBSIDIARY
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We also agreed to increase our number of authorized shares of common stock from 100 million to 500 million within thirty days of the
agreement. From this reserved amount, we are required to have a number of common shares reserved for issuance equal to no less than two times
the number issuable upon conversion of the notes and the warrants (based on the conversion price of the notes and the exercise price of the
warrants in effect from time to time). If the amount reserved is below the amount to be reserved for the Investors under the agreement, we are
required to take all corporate action necessary to authorize and reserve a sufficient number of shares. Under the agreement, if wefail to obtain the
shareholder approval necessary to increase the number of authorized shares within thirty days following the date which the number of required
reserve shares exceeds the authorized and reserved shares, we may be noticed of an event of default and required to pay the Investors liquidated
damages of three (3) perce nt of the outstanding amount of the notes per month plus accrued and unpaid interest on the notes, prorated for partial
months, in cash or shares at the Investor's option. We currently do not have enough shares reserved under the agreement.

Theissuance costs incurred in connection with the convertible notes are deferred and being amortized to interest expense over thelife of each
debenture tranche.

The Company is accounting for the conversion option in the debentures and the associated warrants as derivative liabilities in accordance with
SFAS 133, "ACCOUNTING FOR DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES," EITF 00-19, "ACCOUNTING FOR
DERIVATIVE FINANCIAL INSTRUMENTS INDEXED TO AND POTENTIALLY SETTLED IN A COMPANY'S OWN STOCK" and EITF
No. 05-2, "THE MEANING OF "CONVENTIONAL CONVERTIBLE DEBT INSTRUMENT" IN ISSUE NO. 00-19." The Company attributed
beneficial conversion features to the convertible debt using the Black-Scholes Option Pricing Model. The fair value of the conversion feature has
been included as a discount to debt in the accompanying balance sheet up to the proceeds received from each tranche, with any excess charged to
interest and financing expense. The discount is being amortized over the life of each debenture tranche using the interest method.

The following tables describe the valuation of the conversion feature of each tranche of the convertible debenture, using the Black Scholes
pricing model on the date of each note:

7127/ 2006 8/ 30/ 2006 1/ 24/ 2007
Tranche Tranche Tranche
Approximate risk free rate 5.25% 4. 80% 4.65%
Average expected life 3 years 3 years 2.5 years
Di vi dend yield 0% 0% 0%
Vol atility 202. 01% 201. 26% 138.21%

Estimated fair val ue

of conversion feature

on date of notes $ 1,328,118 $ 1,137,064 $ 371,193
Estimated fair val ue

of conversion feature

as of August 31, 2007 $ 1,291,543 $ 1,114, 208 $ 379,472

The Company recorded the fair value of the conversion feature, aggregate of $2,836,375, as a discount to the convertible debt in the
accompanying balance sheet up to the proceeds received from each tranche, with the excess of $1,336,375 charged to expense. Amortization
expense related to the conversion feature discount for the quarter ended August 31, 2007 was $131,041. Remaining unamortized discount as of
that date was $976,479.

The Company also granted warrants to purchase 20,000,000 shares of common stock in connection with the financing. The warrants are
exercisable at $0.10 per share for aperiod of seven years, and were fully vested. The warrants were originally valued at $1,987,103 using the
Black-Scholes Option Pricing Model with the following weighted-average assumptions used.

71 26/ 2006

Approxinmate risk free rate 5.23%



Average expected life 7 years

Di vi dend yield 0%
Vol atility 201. 26%
Nunmber of warrants granted 20, 000, 000
Estimated fair value of total warrants granted $ 1,987,103

The warrants were revalued as of the date of thisreport at a value of $1,192,270 using the Black-Scholes Option Pricing Model. For the quarter
ended August 31, 2007, the Company has reported $396,806 in other expense related to changes in its derivative liability associated with these
warrants.
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March 15, 2007 Secur ities Pur chase Agreement ($450,000 Convertible Debt)

On March 15, 2007, we entered into a Securities Purchase Agreement with New Millennium Capital Partners |1, LLC, AJW Qualified Partners,
LLC, AJW Offshore, Ltd. and AJW Partners, LLC (the "Investors") and agreed to issue and sell (i) callable secured convertible notes up to
$450,000, and (ii) warrants to acquire an aggregate of 9 million shares of our common stock. The callable secured convertible notes (4 notes,
$450,000 total loan principal; 3 year term; 6% annual interest, 15% annual "default interest") are convertible into shares of our common stock at a
variable conversion price based upon the applicable percentage of the average of the lowest three trading prices for the common stock during the
twenty trading day period prior to conversion. The "Applicable Percentage” means 50%; provided, however, that the Applicable Percentage shall
be increased to (i) 55% in the event that a Registration Statement is filed within thirty days of the required filing and (ii) 60% in the event that the
Registration Stat ement becomes effective within ninety days from the required filing. Under the Agreement, the conversion price of the secured
convertible notes will be adjusted in the event we issue securities below the fixed conversion price and may be adjusted in certain circumstances
such as merger, consolidation or if we pay a stock dividend.

We received the first tranche of $120,000 on March 15, 2007, less issuance costs of $20,000, the second tranche of $110,000, less issuance costs
of $10,000 on April 16, 2007, and the third tranche of $110,000 was received on May 15, 2007, lessissuance costs of $10,000 and the final
tranche of $110,000 was received on June 12, 2007.

We may prepay the notes in the event that no event of default exists, there are a sufficient number of shares available for conversion, and the
market priceisat or below $0.10 per share. Prepayment of the convertible notesis to be made in cash equal to either (i) 120% of the outstanding
principal and accrued interest for prepayments occurring within 30 days following the issuance of the notes, (ii) 130% of the outstanding
principal and accrued interest for prepayment occurring between 31 and 60 days following theissue dates of the notes; and (iii) 140% of the
outstanding principal and accrued interest for prepayment occurring after the 60th day following the issue date of the notes. In addition, in the
event that the average daily price of the common stock for each day of the month ending on any determination date is below $0.10, we may repay
aportion of the outstanding principal amount of the notes equal to 101% of the principal amount divided by thirty-six plus one month'sinterest
and thiswill stay all conversions for the month.

Events of default under the notes generally include failure to repay the principal or interest when due, failure to issue shares of common stock
upon conversion by the holder, failureto timely file aregistration statement or have such registration statement declared effective, breach of
certain covenants or representation or warranty in the Securities Purchase Agreement or related convertible note, the assignment or appointment
of areceiver to control asubstantial part of our property or business, a money judgment, writ or similar process entered or filed against usin
excess of $50,000 which continues for 20 days unless consented to by the holder, the commencement of a bankruptcy, insolvency, reorganization
or liquidation proceeding against us without stay or the delisting of our common stock. Upon the occurrence of an event of default, the note
holders may demand repayment in an amount equal to the greater of (i) the then outstanding principal amount of the convertible notes, together
with unpaid inter est and any outstanding penalties times 140% or (ii) the "parity value" of the default sum, where parity value means (a) the
highest number of shares of common stock issuable upon conversion of the default sum, treating the trading day immediately preceding the
prepayment date as the "conversion date" for the purpose of determining the lowest applicable conversion price (unless the event of defaultisa
result of a breach in reference to a specific conversion date), multiplied by (b) the highest closing price for the common stock during the period
beginning on the date of first occurrence of the event of default and ending one day prior to the prepayment date. In addition, we granted the
Investors a security interest in substantially all of our assets and intellectual property pursuant to a Security Agreement and an Intellectual
Property Security Agreement.

We issued seven year warrants to purchase 9,000,000 shares of our common stock at an exercise price of $0.06 per share. The Investors may
exercise the warrants on a cashless basis if the shares of common stock underlying the warrants are not then registered pursuant to an effective
registration statement. In addition, the exercise price of the warrants will be adjusted in the event we i ssue common stock at a price below market,
with the exception of any securitiesissued as of the date of the warrants, certain issuances under our employee stock plans, or shares issued upon
exercise of the warrants. Under the terms of the callable secured convertible notes and the related warrants, the callable secured convertible notes



and the warrants are exercisable by any holder only to the extent that the number of shares of common stock issuable pursuant to such securities,
together with the number of shares of common stock owned by such holder and its affiliates (but not including shares of common stock
underlying unco nverted shares of callable secured convertible notes or unexercised portions of the warrants) would not exceed 4.99% of the then
outstanding common. Per the agreement, we must file a registration statement covering two times the number of shares underlying the notes and
the shares underlying the warrants, within 30 days of written demand. A penalty of .02% of the outstanding principal amount per month for each
month will accrueif the registration is not effective in ninety days from filing.

Without the prior written consent of a majority-in-interest of the Investors, subject to certain exceptions as set forth in the agreement, we may not
negotiate or contract with any party to obtain additional equity financing (including debt financing with an equity component) that involves (i) the
issuance of common stock at a discount to the market price of the common stock on the date of issuance (taking into account the value of any
warrants or options to acquire common stock issued in connection therewith) or (B) theissuance of convertible securities that are convertible into
an indeterminate number of shares of common stock or (C) the issuance of warrants during the lock-up period beginning on March 15, 2007 and
ending one hundred eighty (180) days from March 15, 2007. In addition, subject to certain exceptions as set forth in the agreement, we agreed
that we will not conduct any equity financing (including debt with an equity component) during the period beginning on March 15, 2007 and
ending two (2) years after the end of the above lock-up period unless we have first provided to each Investor an option to purchase its prorata
share (based on theratio of each Investor's purchase under the Securities Purchase Agreement) of the securities being offered in any proposed
equity financing and the option must be extended to each Investor during the 15-day period following delivery of notice.
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Subject to shareholder approval, we are required to have a number of common shares reserved for issuance equal to no less than two times the
number issuable upon conversion of the notes and the warrants (based on the conversion price of the notes and the exercise price of the warrants
in effect from time to time). If the amount reserved is below the amount to be reserved for the Investors under the agreement, we are required to
take all corporate action necessary to authorize and reserve a sufficient number of shares. Under the agreement, if we fail to obtain the
shareholder approval necessary to increase the number of authorized shares within thirty days following the date which the number of required
reserve shares exceeds the authorized and reserved shares, we may be noticed of default and required to pay the Investors liquidated damages of
three

(3) percent of the outstanding amount of the notes per month plus accrued and unpaid interest on the notes, prorated for partial monthsin cash or
shares at t he Investor's option.

Theissuance costs incurred in connection with the convertible notes are deferred and being amortized to interest expense over thelife of each
debenture tranche.

The Company is accounting for the conversion option in the debentures and the associated warrants as derivative ligbilities in accordance with
SFAS 133, "ACCOUNTING FOR DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES," EITF 00-19, "ACCOUNTING FOR
DERIVATIVE FINANCIAL INSTRUMENTS INDEXED TO AND POTENTIALLY SETTLED IN A COMPANY'S OWN STOCK" and EITF
No. 05-2, "THE MEANING OF "CONVENTIONAL CONVERTIBLE DEBT INSTRUMENT" IN ISSUE NO. 00-19." The Company attributed
beneficial conversion features to the convertible debt using the Black-Scholes Option Pricing Model. The fair value of the conversion feature has
been included as a discount to debt in the accompanying balance sheet up to the proceeds received from each tranche, with any excess charged to
interest and financing expense. The discount is being amortized over the life of each debenture tranche using the interest method.

The following tables describe the valuation of the conversion feature of each tranche of the convertible debenture, using the Black Scholes
pricing model on the date of each note:

3/ 15/ 2007 4/ 16/ 2007 5/ 15/ 2007 6/ 12/ 2007
Tranche Tranche Tranche Tranche
Approxinmate risk free rate 4. 47% 4.80% 4.87% 5.13%
Average expected life 3 years 3 years 3 years 3 years
Di vi dend yield 0% 0% 0% 0%
Vol atility 182. 97% 193. 30% 193. 30% 235. 23%

Estimated fair val ue

of conversion feature

on date of notes $ 237,789 $ 218,638 $ 218,638 $ 214, 099
Estimated fair val ue

of conversion feature

as of August 31, 2007 $ 228, 297 $ 210, 565 $ 211, 167 $ 211,764



The Company recorded the fair value of the conversion feature, aggregate of $889,164, as a discount to the convertible debt i n the accompanying
balance sheet up to the proceeds received from each tranche, with the excess of $439,164 charged to expense. Amortization expense related to the
conversion feature discount for the quarter ended August 31, 2007 was $36,402. Remaining unamortized discount as of that date was $398,931.

The Company also granted warrants to purchase 9,000,000 shares of common stock in connection with the financing. The warrants are
exercisable at $0.06 per share for aperiod of seven years, and were fully vested. The warrants were originally valued at $443,468 using the
Black-Scholes Option Pricing Model with the following weighted-average assumptions used.

3/ 15/ 2007
Approximate risk free rate 4. 47%
Average expected life 7 years
Di vi dend yield 0%
Vol atility 182.97%
Number of warrants granted 9, 000, 000
Estimated fair value of total warrants granted $ 443, 468

The warrants were revalued as of the date of this report at a value of $538,320 using the Black-Scholes Option Pricing Model. For the quarter
ended August 31, 2007, the Company has reported $179,302 in other expense related to changes in its derivative liability associated with these
warrants.

July 30, 2007 Callable Secured Convertible Note ($110,000 Conver tible Debt)

On July 30, 2007, the Company issued a callable secured convertible note in the amount of $110,000. This note was issued under the same terms
as the 6% $450,000 Convertible Debt above (the March 15, 2007 Securities Purchase Agreement).

The issuance cost of $10,000 incurred in connection with the convertible note is deferred and being amortized to interest expense over the life of
the note.
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The Company is accounting for the conversion option in the debenture as derivative liabilities in accordance with SFAS 133, "ACCOUNTING
FOR DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES," EITF 00-19, "ACCOUNTING FOR DERIVATIVE FINANCIAL
INSTRUMENTS INDEXED TO AND POTENTIALLY SETTLED IN A COMPANY'S OWN STOCK" and EITF No. 05-2, "THE MEANING
OF "CONVENTIONAL CONVERTIBLE DEBT INSTRUMENT" IN ISSUE NO. 00-19." The Company attributed beneficial conversion
features to the convertible debt using the Black-Scholes Option Pricing Model. The fair value of the conversion feature has been included asa
discount to debt in the accompanying balance sheet up to the proceeds received from the note, with any excess charged to interest and financing
expense. The discount is being amortized over the life of the note using the interest method.

The following tables describe the valuation of the conversion feature of the convertible debenture, using the Black Scholes pricing model on the
date of the note:

7/ 30/ 2007
Approxinmate risk free rate 4.57%
Average expected life 3 years
Di vi dend yield 0%
Vol atility 236. 86%

Estimated fair val ue

of conversion feature

on date of notes $ 214, 244
Estimated fair val ue

of conversion feature

as of August 31, 2007 $ 212,517



The Company recorded the fair value of the conversion feature at $214,244, as a discount to the convertible debt in the accompanying balance
sheet up to the proceeds received, with the excess of $104,244 charged to expense. Amortization expense related to the conversion feature
discount for the quarter ended August 31, 2007 was $3,215. Remaining unamortized discount as of that date was $106,785.

EVENTSOF DEFAULT UNDER NOTE AGREEMENTS

The Company has committed various acts which constitute events of default under its Securities Agreements dated July 25, 2006, and March 15,
2007 (and the notes thereunder with atotal principal balances of $2,060,000). The Company has received assurance from counsel for the
investors that the investors have not placed the Company in default under the notes and therefore the Company does not consider itself in default.
There can be no assurance that the investors will not declare a default in the future. Should such notice of default be received by the Company, its
liabilities would increase dramatically due to the penalties, reset provisions, and other damages specified in the transaction documents. The
increasein liabilities attributed to anotice of default under the transaction documents could exceed the Company's current market capitalization
and affect negatively on its financial condition by $7-13 million dollars. The debentures are collateralized by the Company's assets and, in the
event if the Company is unable to repay or restructure these debentures when required, there is no assurance that the holders of the debentures
will not institute legal proceedings to recover the amounts owed including foreclosure on the Company's assets.

DERIVATIVE LIABILITIES

In accordance with EITF 00-19, the conversion feature of each convertible debenture and the stock warrants issued in conjunction with
convertible debentures have been included as long-term liabilities and were originally valued at fair value at the date of issuance. As aliahility,
the convertible features and the stock warrants are revalued each period until and unless the debt is converted. As of August 31, 2007, the fair
values of the conversion feature and the stock warrants aggregated to $5,799,375. The Company recorded expense of $573,779 related to the
changein fair value from the last date of valuation of the convertible debt to August 31, 2007. This amount is recorded as " Change in Derivative
Liabilities" acomponent of other income in the accompanying consolidated statement of operations. If the debt is converted prior to maturity, the
carrying value will be transferred to equity.

NONEMPLOYEE OPTIONS

The Company has accounted for options granted to nonemployees in accordance with FAS 123. Under FAS 123, the option award is based on the
fair market value of the underlying security based on the Black-Scholes Pricing Model, less the option price.
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NOTE 6 - PREFERRED STOCKS

On December 7, 2005, the Company had areverse stock split of 3to 1 for al issued and outstanding preferred shares and converted al classes of
preferred sharesinto Series A preferred stock. The Company is authorized to issue 40,000,000 shares of no par value Series A preferred stock. As
of August 31, 2007, the Company had 16,078,991 shares of preferred stock Series A issued and outstanding. No dividends shall accrue or be
payable on the Series A preferred stocks. The Company has the right to redeem each share of Series A preferred stock for $1; however, thereis
no obligation for this redemption. Each share of Series A preferred stock isentitled to vote on all matters with holders of the common stock;
however, each Series A preferred stock is entitled to 1 vote. Each share of Series A preferred stock is convertible, at the option of the holder and
subject to a 65 day written notice to the Company, at any time after the date of the issuance into 1 share of fully paid and non-assessable share of
common stock. In the event of any voluntary or involuntary liquidation, dissolution or winding up of the Company, the holders of Series A
preferred stock shall be entitled to be paid $1 per share before any payments or distribution of assets of the Company to the holders of the
common stock or any other equity securities of the Company.

During the quarter ending August 31, 2007, holders of the Company's Series A preferred stock converted 500,000 shares of their Series A
preferred stock into 500,000 shares of the Company's common stock.

On May 21, 2006, the Company and a subscriber entered into an Investment Contract (the "Contract") in which the subscriber agreed to purchase
3 million shares of the Company's restricted series A preferred shares at a price of $0.0733 per share or $220,000. Under the Contract, these
shares are to be registered by the Company on Form SB-2. Such registration has not occurred. As of August 31, 2007, all 3 million shares of
restricted series A preferred shares were issued and a subscription receivable of $220,000 was recorded against the Company's equity.

NOTE 7 - COMMON STOCK



On October 31, 2005, the Board approved a reverse split to reduce the authorized common shares to 100 million and also approved the reverse
split of 40 to 1 outstanding and issued common shares; the effective date was on December 7, 2005. The accompanying consolidated financial
statements reflect the reverse stock split.

On June 15, 2007, the Company entered into an Investment Contract with an existing shareholder to purchase 2,500,000 shares of its restricted
common stock for a price of $50,000 ($0.02 per share). The purchase price was payable in full on or before September 15, 2007. The Investor
paid $5,000 as of August 31, 2007. The remaining $45,000 has been booked as a stock subscription receivable. The remaining $45,000 was paid
in September of 2007.

NOTE 8- NET LOSSPER SHARE

Thefollowing table sets forth the computation of basic and diluted net loss per share:

For the three nonths ended

August 31,
2007 2006
Nuner at or :
Net Loss $(1, 377, 336) $(2, 766, 114)
Denomi nat or :
Wei ght ed Average Number of Shares 37,766, 443 22,207, 208
Net | oss per share-Basic and Diluted $ (0.04) $ (0.12)
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NOTE 8 - NET LOSSPER SHARE (CONTINUED)

As the Company incurred a net loss for the three months ended August 31, 2007 and 2006, it has excluded from the calculation of diluted net loss
per share approximately 121,162,326 and 26,083,333 shares, respectively. These shares represent the Series A preferred stock, outstanding
warrants and assume that all convertible notes could be converted at the market price as of August 31, 2007 and 2006, respectively.

NOTE 9 - SEGMENT INFORMATION

SFAS No. 131 "Disclosures about Segments of an Enterprise and Related Information” requires that a publicly traded company must disclose
information about its operating segments when it presents a complete set of financia statements. Since the Company has only one segment
detailed information of the reportable segment is not presented.

NOTE 10 - RELATED PARTY TRANSACTIONS

The Company had notes payable to its CEO, Scott Sand, in the amounts of $92,829 and $6,886 as of August 31, 2007 and 2006, respectively.
Interest on the loan was accrued at 6% for the quarter ended August 31, 2006. The bulk of the balance due as of August 31, 2007 was a result of
business expenses paid by Mr. Sand on his personal credit cards. The Company will record interest in the amount of finance charges on the credit
cards. The related accrued interest of $4,988 isincluded in the note balance as of August 31, 2007. In addition to the note amounts, the Company
also has accrued salary expense payable to Mr. Sand in the amounts of $163,356 and $112,000 as of August 31, 2007 and 2006, respectively.

NOTE 11 - LEASE OBLIGATION

The Company leases its administrative office under atwo unsecured |eases agreement which expire on April 1, 2008 and December 31, 2009.
The Company also maintains a corporate office under a month-to-month lease agreement. As of August 31, 2007, the remaining lease obligation
isasfollows:

Year Ending Lease
May 31, Obligation



2009 9, 300
2010 5, 425

Thetotal rent expense for the quarter ended August 31, 2007 was $7,850.

NOTE 12 - INTANGIBLE ASSETS

The Company has recorded patents at a cost of $67,345. This represents legal costs of filing for patents and the purchase of the exclusive rights
for a patent with common stock valued at $60,000.

NOTE 13 - GUARANTEES

The Company from time to time enters into certain types of contracts that contingently require the Company to indemnify parti es againgt third-
party claims. These contracts primarily relate to: (i) divestiture agreements, under which the Company may provide customary indemnifications
to purchasers of the Company's businesses or assets; and (ii) certain agreements with the Company's officers, directors and employees, under
which the Company may be required to indemnify such persons for liabilities arising out of their employment relationship.

The terms of such obligations vary. Generally, a maximum obligation is not explicitly stated. Because the obligated amounts of these types of
agreements often are not explicitly stated, the overall maximum amount of the obligation cannot be reasonably estimated. Historically, the
Company has not been obligated to make significant payments for these obligations, and no liabilities have been recorded for these obligations on
its balance sheet as of August 31, 2007.
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ITEM 2. MANAGEMENT'SDISCUSSION AND ANALYSIS

This Quarterly Report on Form 10-QSB contains forward-looking statements, which reflect management's current views with respect to future
events and financial performance. In this report, the words "anticipates,” "believes," "expects," "intends," "future," "may" and similar expressions
identify forward-looking statements. These and other forward-looking statements are subject to certain risks and uncertainties, including those
discussed in the Risk Factors section of thisItem 2 and elsewhere in this Form 10-QSB, that could cause actual resultsto differ materially from
historical results or those anticipated. Readers are cautioned not to place undue reliance on these forward-looking statements, which speak only as
of the date hereof. We undertake no obligation to publicly release the results of any revisions to these forward-looking statements which may be
made to reflect events or circumstances occurring subsequent to the filing of the Form 10-QSB with the Securities and Exchange Commission.

OVERVIEW

We are amedical device manufacturer and service provider for medical and consumer markets both domestic and abroad. All of our
manufacturing is currently subcontracted. We have four products, two of which are currently generating revenues; Secure Balance(TM) and
Oxyview(TM). The Secure Balance(TM) product is a private-label product that includes a vestibular function testing system and balance therapy
system. Oxyview(TM) is part of our product line for wireless, digital, low gas warning systems for pressurized gas cylinders, known as
BAFI(TM). The other oxygen and gas monitoring safety devices in our BAFI product linethat are still being developed are OxyAlert(TM) and
GasAlert(TM).

GasAlert(TM) development is currently "on hold" and we do not intend to focus on it until we have OxyAlert(TM) in a production and sales
mode. We also have an agri-business concept known as Pure Produce, which involves establishing soil-less indoor farming facilities near
population centers to grow food and neutriceuticals. Our development plans for Pure Produce are currently suspended, pending the full launch of
our BAFI product line and additional funding.

Our Oxyview(TM) product went into production after FDA registration in October of 2006. Our first sale of this product was on November 11,
2006. We have launched a marketing campaign and have entered into agreements with several distributors to sell Oxyview(TM) units. All
manufacturing of Oxyview(TM) units has been subcontracted with Accent Plastics. The Company is the registered manufacturer of
Oxyview(TM) and owns the tooling and molds on location at the manufacturing plant of Accent Plastics, Inc. The Company placed its first order
with Accent on October 20, 2006. The Company's arrangement with Accent is solely based on purchase orders from the Company and invoices
from Accent at an agreed price per unit.

Oxyview (TM), hasa U.S. (aswell asin the People's Republic of China, Japan and Europe) patent and trademark pending, and is a pneumatic
gauge that provides visua safety warning of oxygen flow to hospitalized patients. This product is designed to enhance the safety, assurance and



accuracy of hospitalized patients being administered oxygen from any source. Oxyview (TM) is a lightweight pneumatic gauge that is attached to
the oxygen tubing just below the neck. It informs the nursing staff of oxygen flow rate near the patient. It is designed to quickly inform the
hospital staff of any leak or inaccuracy between the delivery source and the patient.

We havefiled for approval with the FDA to commence marketing of our OxyAlert(TM) units. Upon approval of the FDA, we will begin
marketing and sales of OxyAlert(TM). The OxyAlert(TM) system isintended to be used in monitoring oxygen intake pressure to arecipient of
supplemental oxygen. The caregiver is alerted when the oxygen level falls below a predetermined threshold. The OxyAlert Receiver Monitor is
an interface that provides the caregiver with visual or audio signals notifying them of the low oxygen levels.

Both the Oxyview (TM) and OxyAlert (TM) products are low-oxygen safety warning devices used on remote oxygen cylinders for patients,
commercial arcraft, military transport, and fire and safety equipment. OxyAlert(TM) technology encompasses the use of digital sensing and RF
frequency transfer so that care givers can access a hand-held remote to monitor the actual oxygen level of any oxygen cylinder at areasonable
distance.

Using the same patented and proprietary technology, the Company also plans to offer our GasAlert(TM) product; a device that i nterfaces between
any gas line and accessory, such as awater heater, dryer, stove or heater, to detect leaks. Thisis amass consumer item. We do not have an
anticipated market date for GasAlert(TM).

Our business plan for the remainder of fiscal year ending May 31, 2008 isto continue our efforts to increase the market share for Secure
Balance(TM) and to continue with the world-wide sales of one of our BAFI(TM) product lines, OxyView(tm). We will also continue to develop
OxyAlert(TM) if funds allow. The marketing costs incurred to increase the sales of OxyView(TM) could be quite substantial.
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RESULTS OF OPERATIONSFOR THE THREE MONTHSENDED AUGUST 31, 2007 COMPARED TO THE THREE MONTHS
ENDED AUGUST 31, 2006

We reported gross sales of $117,471 in the quarter ended August 31, 2007. Our total sales fell 38% from sales of $189,158 in the quarter ended
August 31, 2006. Our sales decrease was attributable to less sales of our Secure Balance (TM) product. Our Secure Balance (TM) sales were
$75,695 in the current quarter, compared to $189,158 in the quarter ended August 31, 2006. Secure Balance (TM) sales accounted for 64% of our
current quarter's sales and 100% of the salesin the quarter ended August 31, 2006. M anagement attributes the drop in Secure Balance(TM) sales
in comparison to a year ago to a change in billing practices of Medicare. The government "changed" the rules, telling physicians that they could
not utilize the balance therapy equipment in their offices without having alicensed physical therapist on hand while the equipment was in use.
Therefore, for a period of time, only physicians willing to bring physical therapistsinto their offices were willing to purchase or lease Secure
Balance(TM). However, after an outcry from physicians, management has learned that M edicare's decision has been reversed. It is management's
understanding that now Secure Balance(TM) can be utilized by physicians, in their offices without the need to have a physical therapist present,
aslong asthe useis"incident" to their practices. As aresult, management expects Secure Balance(TM) sales to increase. Further, our sales of
Oxyview (TM) are anticipated to continue to increase from the current quarter's sales as we expand sales channels. After shipping our first sale of
Oxyview (TM) in November of 2006, our sales of Oxyview (TM) were $40,544 in the quarter ended August 31, 2007. We also reported $132in
sales of suppliesand $1,100 in freight charges that we collected and recorded asincomein the quarter ended August 31, 2007.

Our total cost of sales was $67,413 in the quarter ended August 31, 2007 and our gross profit was $50,058 (a gross margin of 42.6%). We
reported cost of sales of $115,547 in the quarter ended August 31, 2006 with a gross profit of $73,611 (a gross margin of 38.9%). We anticipate
that our gross margin will continue to improve as we increase our Oxyview (TM) sales which generates a higher gross margin than our Secure
Balance (TM) sales. The cost of salesfor our Oxyview (TM) sales was $10,642 which generated a gross profit of $29,902 (a gross margin of
73.8%). Secure Balance salesin the quarter ended August 31, 2007 generated a gross margin of 25% (cost of sales of $56,771 generating a gross
profit of $18,924).

Our sdlling, general and administrative expenses were $406,694 in the quarter ended August 31, 2007. This was an increase of approximately
23.6% from the selling, general and administrative expenses of $329,104 reported in the quarter ended August 31, 2006. Theincreasein SG&A is
primarily attributable to expenses associated with the marketing and development of sales channels for the Oxyview (TM) product.

Our interest expense for the quarter ended August 31, 2007 was $446,911. This was a decrease of 87.4% from the interest expense of $3,540,915
in the quarter ended August 31, 2006. The vast majority of our interest expense related to the accounting treatment of the convertible feature of
the notes payable. The interest expense relating to financing costs in the quarters ended August 31, 2007 and 2006 were $411,273 and
$3,523,545, respectively. Theinterest expense accrued on the notes payable and other interest paid in the quarters ended August 31, 2007 and
2006 were $35,638 and $17,370, respectively.

We recorded expense due to the change in our derivative liability in the amount of $573,779 in the quarter ended August 31, 2007. Thisis
compared to the income that we reported in the amount of $1,031,094 in the quarter ended August 31, 2006. This expense and income was a
result of the Company's treatment of certain convertible notes payable and warrants. The Company is required to value the convertible feature of
each convertible note and also value the warrants when they are issued. The valuation was done again as of August 31, 2007 and 2006. Any
increases in these values, which are based on aBlack Scholes valuation, have been recorded as expense and decreases are recorded as income.



We have not generated net profit to date and therefore have not paid any federal income taxes since inception. We paid $10 and $800 in state
taxes in the quarters ended August 31, 2007 and 2006, respectively. We estimate that our federal tax net operating loss carryforward will be
approximately $4.6 million as of May 31, 2007, the end of our last fiscal year. This carryforward was equal to $3,009,598 as of May 31, 2006.
The loss carryforward will begin to expirein 2019, if not utilized. Our ability to utilize our net operating loss and tax credit carryforwards may be
limited in the event of achange in ownership.

LIQUIDITY AND CAPITAL RESOURCES

At August 31, 2007, our current assets totaled $178,912 (including cash of $7,762, accounts receivable of $78,090, inventory of $74,953 and
prepaid expenses of $18,107). Total current liabilities were $466,114, consisting of $80,654 in accounts payable, $269,742 in accrued expense,
$8,350 in taxes payable, $92,829 in an officer's |oan and $14,539 representing the current portion of long-term debt. We had $117,471 of salesin
the quarter ended August 31, 2007, sales of convertible debentures on which we netted $200,000 and sales of common stock on which we netted
$74,800. Our finances were assisted by deferments from our CEO and Chairman Scott R. Sand. Mr. Sand accrued $50,000 in salary in the
quarter. As of August 31, 2007, we owed Mr. Sand $163,356 in accrued salary and an additional $92,829 for expenses that he has paid on behalf
of the Company.
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Our future cash requirements will depend on many factors, including finishing the development of our BAFI(TM) product line (largely
completed, as our Oxyview product is now being sold), the costsinvolved in filing, prosecuting and enforcing patents, competing technological
and market developments and the cost of product commercialization for OxyAlert in particular, aswell as our ongoing Secure Balance(TM) and
Oxyview sales efforts. We intend to seek additional funding through public or private financing transactions. Successful future operations are
subject to anumber of technical and business risks, including our continued ability to obtain future funding, satisfactory product development and
market acceptance for our products.

OFF-BALANCE SHEET ARRANGEMENTS

We do not have off-balance sheet arrangements, financings, or other relationships with unconsolidated entities or other persons, also known as
"special purpose entities" (SPES).

SIGNIFICANT FINANCING
July 25, 2006 Securities Purchase Agreement

On July 25, 2006, we entered into a Securities Purchase Agreement with New Millennium Capital Partners|l, LLC, AJW Qualified Partners,
LLC, AJW Offshore, Ltd. and AJW Partners, LLC (the "Investors") and agreed to issue and sell (i) callable secured convertible notes up to $2
million, and (ii) warrants to acquire an aggregate of 20 million shares of our common stock. The notes bear interest at 6% per annum (15%
"default interest" per annum), and mature three years from the date of issuance. The notes are convertible into our common stock at the applicable
percentage of the average of the lowest three trading prices for our shares of common stock during the twenty trading day period prior to
conversion. The applicable percentage is 50%; however, the percentage shall be increased to: (i) 55% in the event that a Regi stration Statement is
filed within thirty days from July 25, 2006, and (ii) 60% in the event that the Registration Statement becomes effective within one hundred and
twenty days from July 26, 2006. Since we did not have a Registration Statement become effective within one hundred and twenty days of July 25,
2006, the applicable percentage is 50%. Under the agreement, the conversion price of the secured convertible notes will be adjusted in the event
we issue securities below the fixed conversion price and may be adjusted in certain circumstances such as merger, consolidation or if we pay a
stock dividend. At May 31, 2007, only $1.5 million of the convertible notes were funded.

We received the first tranche of $700,000 on July 27, 2006, less issuance costs of $295,200, the second tranche of $600,000, less issuance costs
of $13,000 on August 30, 2006, and the third tranche of $200,000 was received on January 24, 2007.

We may prepay the notes in the event that no event of default exists, there are a sufficient number of shares available for conversion, and the
market priceisat or below $0.10 per share. Prepayment of the convertible notes is to be made in cash equal to 140% of the outstanding principal
and accrued interest (for prepayment occurring after the 60th day following the issue date of the notes). In addition, in the event that the reported
average daily price of the common stock for each day of the month ending on any determination date is below $0.10, we may repay a portion of
the outstanding principal amount of the notes equal to 101% of the principal amount divided by thirty-six plus one month'sinterest and this will
stay all conversions for the month.

Events of default under the notes generally include failure to repay the principal or interest when due, failure to issue shares of common stock
upon conversion by the holder, failureto timely file aregistration statement or have such registration statement declared effective, breach of
certain covenants or representation or warranty in the Securities Purchase Agreement or related convertible note, the assignment or appointment
of areceiver to control a substantial part of our property or business, a money judgment, writ or similar process entered or filed against usin
excess of $50,000 which continues for 20 days unless consented to by the holders, the commencement of a bankruptcy, insolvency,
reorganization or liquidation proceeding against us without stay or the delisting of our common stock. Upon the occurrence of an event of defaullt,
the note holders may by written notice demand repayment in an amount equal to the greater of (i) the then outstanding principal amount of the



convertible notes, toget her with unpaid interest and any outstanding penalties times 140% or (ii) the "parity value" of the default sum, where
parity value means (&) the highest number of shares of common stock issuable upon conversion of the default sum, treating the trading day
immediately preceding the prepayment date as the "conversion date" for the purpose of determining the lowest applicable conversion price
(unlessthe event of default isaresult of a breach in reference to a specific conversion date), multiplied by (b) the highest closing price for the
common stock during the period beginning on the date of first occurrence of the event of default and ending one day prior to the prepayment date.
In addition, we granted the Investors a security interest in substantially all of our assets and intellectual property pursuant to a Security
Agreement and an Intellectual Property Security Agreement.

The warrants have an exercise price of $0.10 per share and expire after seven years. The Investors may exercise the warrants on a cashless basisif
the shares of common stock underlying the warrants are not then registered pursuant to an effective registration statement. In addition, the
exercise price of the warrants will be adjusted in the event we issue common stock at a price below market, with the exception of any securities
issued as of the date of the warrants, certain issuances under our employee stock plans, or shares issued upon exercise of the warrants.
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The Investors have contractually agreed to restrict their ability to convert the notes and exercise the warrants and receive shares of our common
stock so that the number of shares of our common stock held by them and their affiliates after such conversion or exercise does not exceed 4.99%
of the then issued and outstanding shares of our common stock.

Without the prior written consent of a majority-in-interest of the Investors, subject to certain exceptions as set forth in the agreement, we may not
negotiate or contract with any party to obtain additional equity financing (including debt financing with an equity component) that involves (A)
the issuance of common stock at a discount to the market price of the common stock on the date of issuance (taking into account the value of any
warrants or options to acquire common stock issued in connection therewith) or (B) the issuance of convertible securities that are convertible into
an indeterminate number of shares of common stock or (C) the issuance of warrants during the lock-up period beginning on July 25, 2006 and
ending on the later of (i) two hundred seventy (270) days from July 25, 2006 and (ii) one hundred eighty (180) days from the date the registration
statement is declared effective. In addition, subject to certain exceptions as set forth in the agreement, we agreed that we would not conduct any
eg uity financing (including debt with an equity component) during the period beginning on July 25, 2006 and ending two (2) years after the end
of the above lock-up period unless we have first provided to each Investor an option to purchase its prorata share (based on the ratio of each
Investor's purchase under the Securities Purchase Agreement) of the securities being offered in any proposed equity financing. We must provide
each Investor written notice describing any proposed equity financing at least 20 business days prior to the closing and the option must be
extended to each Investor for 15 days following delivery of the notice.

We agreed to file aregistration statement for the shares underlying the notes and the warrants within thirty days of closing, to be declared
effective within 120 days of closing. Wefiled an SB-2 registration statement with the Securities and Exchange Commission (“SEC") on August
25, 2006 for the securities underlying the agreement; however, we requested withdrawal of this statement on October 31, 2006. Weintend to file
anew SB-2 to register the underlying shares of these convertible notes and 6 million additional shares once we have cured our delinquent filings
with the SEC. Because the required registration statement was not effective by the due date, we may be declared to be in default under the
agreement. Further, per the agreement, we are subject to liquidated damages in the amount of 0.02% of the outstanding principal amount of the
notes per month, payable in cash or common stock, until the registration is effective.

We also agreed to increase our number of authorized shares of common stock from 100 million to 500 million within thirty days of the
agreement. From this reserved amount, we are required to have a number of common shares reserved for issuance equal to no less than two times
the number issuable upon conversion of the notes and the warrants (based on the conversion price of the notes and the exercise price of the
warrants in effect from time to time). If the amount reserved is below the amount to be reserved for the Investors under the agreement, we are
required to take all corporate action necessary to authorize and reserve a sufficient number of shares. Under the agreement, if we fail to obtain the
shareholder approval necessary to increase the number of authorized shares within thirty days following the date which the number of required
reserve shares exceeds the authorized and reserved shares, we may be noticed of an event of default and required to pay the Investors liquidated
damages of three (3) perce nt of the outstanding amount of the notes per month plus accrued and unpaid interest on the notes, prorated for partial
months, in cash or shares at the Investor's option. We currently do not have enough shares reserved under the agreement.

Mar ch 15, 2007 Securities Pur chase Agreement

On March 15, 2007, we entered into a Securities Purchase Agreement with New Millennium Capital Partners |1, LLC, AJW Qualified Partners,
LLC, AJW Offshore, Ltd. and AJW Partners, LLC (the "Investors") and agreed to issue and sell (i) callable secured convertible notes up to
$450,000, and (ii) warrants to acquire an aggregate of 9 million shares of our common stock. The callable secured convertible notes (4 notes,
$450,000 total loan principal; 3 year term; 6% annual interest, 15% annual "default interest") are convertible into shares of our common stock at a
variable conversion price based upon the applicable percentage of the average of the lowest three trading prices for the common stock during the
twenty trading day period prior to conversion. The "Applicable Percentage”" means 50%; provided, however, that the Applicable Percentage shall
beincreased to (i) 55% in the event that a Registration Statement is filed within thirty days of the required filing and (ii) 60% in the event that the
Registration Stat ement becomes effective within ninety days from the required filing. Under the agreement, the conversion price of the secured
convertible notes will be adjusted in the event we issue securities below the fixed conversion price and may be adjusted in certain circumstances
such as merger, consolidation or if we pay a stock dividend.



We received the first tranche of $120,000 on March 15, 2007, less issuance costs of $20,000, the second tranche of $110,000, less issuance costs
of $10,000 on April 16, 2007, and the third tranche of $110,000 was received on May 15, 2007, lessissuance costs of $10,000 and the final
tranche of $110,000 was received on June 12, 2007.

We may prepay the notes in the event that no event of default exists, there are a sufficient number of shares available for conversion, and the
market priceisat or below $0.10 per share. Prepayment of the convertible notesis to be made in cash equal to either (i) 120% of the outstanding
principal and accrued interest for prepayments occurring with 30 days following the issuance of the notes, (ii) 130% of the outstanding principal
and accrued interest for prepayment occurring between 31 and 60 days following the issue dates of the notes; and (iii) 140% of the outstanding
principal and accrued interest for prepayment occurring after the 60th day following the issue date of the notes. In addition, in the event that the
average daily price of the common stock for each day of the month ending on any determination date is below $0.10, we may repay a portion of
the outstanding principal amount of the notes equal to 101% of the principal amount divided by thirty-six plus one month's interest and this will
stay a | conversions for the month.
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Events of default under the notes generally include failure to repay the principal or interest when due, failure to i ssue shares of common stock
upon conversion by the holder, failureto timely file a registration statement or have such registration statement declared effective, breach of
certain covenants or representation or warranty in the Securities Purchase Agreement or related convertible note, the assignment or appointment
of areceiver to control asubstantial part of our property or business, a money judgment, writ or similar process entered or filed against usin
excess of $50,000 which continues for 20 days unless consented to by the holders, the commencement of a bankruptcy, insolvency,
reorganization or liquidation proceeding against us without stay or the delisting of our common stock. Upon the occurrence of an event of default,
the note holders may demand repayment in an amount equal to the greater of (i) the then outstanding principal amount of the convertible notes,
together with unpaid inte rest and any outstanding penalties times 140% or (ii) the "parity value" of the default sum, where parity value means (a)
the highest number of shares of common stock issuable upon conversion of the default sum, treating the trading day immediately preceding the
prepayment date as the "conversion date" for the purpose of determining the lowest applicable conversion price (unless the event of default isa
result of a breach in reference to a specific conversion date), multiplied by (b) the highest closing price for the common stock during the period
beginning on the date of first occurrence of the event of default and ending one day prior to the prepayment date. In addition, we granted the
Investors a security interest in substantially all of our assets and intellectual property pursuant to a Security Agreement and an Intellectual
Property Security Agreement.

We issued seven year warrants to purchase 9,000,000 shares of our common stock at an exercise price of $0.06 per share. The Investors may
exercise the warrants on a cashless basis if the shares of common stock underlying the warrants are not then registered pursuant to an effective
registration statement. In addition, the exercise price of the warrants will be adjusted in the event we i ssue common stock at a price below market,
with the exception of any securities issued as of the date of the warrants, certain issuances under our employee stock plans, or shares issued upon
exercise of the warrants. Under the terms of the callable secured convertible notes and the related warrants, the callable secured convertible notes
and the warrants are exercisable by any holder only to the extent that the number of shares of common stock issuable pursuant to such securities,
together with the number of shares of common stock owned by such holder and its affiliates (but not including shares of common stock
underlying unco nverted shares of callable secured convertible notes or unexercised portions of the warrants) would not exceed 4.99% of the then
outstanding common. Per the agreement, we must file a registration statement covering two times the number of shares underlying the notes and
the shares underlying the warrants, within 30 days of written demand. A penalty of .02% of the outstanding principal amount per month for each
month will accrueif the registration is not effective in ninety days from filing.

Without the prior written consent of a majority-in-interest of the Investors, subject to certain exceptions as set forth in the agreement, we may not
negotiate or contract with any party to obtain additional equity financing (including debt financing with an equity component) that involves (i) the
issuance of common stock at a discount to the market price of the common stock on the date of issuance (taking into account the value of any
warrants or options to acquire common stock issued in connection therewith) or (B) the issuance of convertible securities that are convertible into
an indeterminate number of shares of common stock or (C) the issuance of warrants during the lock-up period beginning on March 15, 2007 and
ending one hundred eighty (180) days from March 15, 2007. In addition, subject to certain exceptions as set forth in the agreement, we agreed
that we will not conduct any equity financing (including debt with an equity component) during the period beginning on March 15, 2007 and
ending two (2) years after the end of the above lock-up period unless we have first provided to each Investor an option to purchase its prorata
share (based on the ratio of each Investor's purchase under the Securities Purchase Agreement) of the securities being offered in any proposed
equity financing and the option must be extended to each Investor during the 15-day period following delivery of notice.

Subject to shareholder approval, we are required to have anumber of common shares reserved for issuance equal to no less than two times the
number issuable upon conversion of the notes and the warrants (based on the conversion price of the notes and the exercise price of the warrants
in effect from time to time). If the amount reserved is below the amount to be reserved for the Investors under the agreement, we are required to
take al corporate action necessary to authorize and reserve a sufficient number of shares. Under the agreement, if wefail to obtain the
shareholder approval necessary to increase the number of authorized shares within thirty days following the date which the number of required
reserve shares exceeds the authorized and reserved shares, we may be noticed of default and required to pay the Investors liquidated damages of
three

(3) percent of the outstanding amount of the notes per month plus accrued and unpaid interest on the notes, prorated for partial monthsin cash or
shares at t he Investor's option.

On July 30, 2007, we issued a callable secured convertible note in the amount of $110,000. This note was issued under the same terms as the 6%
$450,000 Convertible Debt described above (the March 15, 2007 Securities Purchase Agreement).



The foregoing is a general description of the securities purchase agreements and related obligations, copies of the July 25, 2006 agreements were
filed as exhibits to our Current Report on Form 8-K, filed with the SEC on August 8, 2006 and copies of the March 15, 2007 agreements were
filed as exhibits to our Form 10-KSB, filed with the SEC on August 29, 2007. Under the transaction documents, we have committed various acts
and failed to timely perform other acts that constitute events of default under the transaction documents. We have received assurance from
counsel for theinvestorsthat "Y ou are not in default. We [the investors] have to put you into default and we have not." There can be no assurance
that the investors will not declare a default in the future. Our stockholders should be aware that if the investors provide written notice of default to
us, then our liabilities would increase dramatically due to the penalties, reset provisions, and other damages specified in the transaction
documents. Theincreasein liabilities attributed to anotice of default under the transaction documents could exceed our current market
capitalization and affect negatively our financial condition by $7-13 million dollars. The debentures are collateralized by our assets and, in the
event if we are unable to repay or restructure these debentures, there is no assurance that the holders of the debentures will not ingtitute legal
proceedings to recover the amounts owed including foreclosure on our assets.
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TRENDSTHAT MAY IMPACT OUR LIQUIDITY
Positive Trends:

The United States has an increasingly elderly population. Our Secure Balance(TM) and BAFI(TM) product line (except GasAlert(TM) which
targets the entire adult population) are made to meet some of the challenges and circumstances experienced by our senior citizens. As aresult, we
expect our salesto increase in timein reflection of this positive trend.

Management also believes that our products provide increasing protection in relation to medical malpractice issues. Use of our Secure
Balance(TM) system and OxyAlert(TM) and Oxyview(TM) products enhance the safety of patients, and therefore, we believe, lessen the chances
of medical malpractice exposure to our physician clients.

We have been developing our BAFI(TM) product line since 1999. Now, some 7 years later, we still have not identified competition in the
marketplace for our BAFI(TM) product line. The lack of competition is expected to enhance our planned marketing campaign.

We believe that Secure Balance(TM) is now among the leaders in the balance and fall prevention industry. We expect to be able to capitalize on
this notoriety and increase our Secure Balance(TM) salesin fiscal year 2007 and beyond (as long as physicians are not impacted by Medicare
billing changes, that may fluctuate periodically, as discussed above, and below).

Negative Trends:

Our product sales are impacted by Medicare, and are Medicare dependent. Adverse economic conditions, federal budgetary concerns and politics
can affect Medicare regulations and could negatively impact our product sales.

SEASONAL ASPECTSTHAT EFFECT MAY IMPACT OUR MEDICAL MARKET

Traditionally, the medical market experiences an economic decrease in purchasing during the summer months. Peak months are usually October
through February, followed by a decrease from March to May. This isthe common "bell curve" that has been consistent for several decades and
will affect our sales during the course of a year.

OUR SECURE BALANCE(TM) LEASING AND FINANCING PROGRAMS

Our Secure Balance(TM) Leasing and Financing Programs are offered to allow our physician and medical facility clientsa variety of affordable
leasing and financing options. Our financing option includes a 90 day deferral program, giving clients a chance to earn revenues from Secure
Balance(TM) before payments are due.

BUSINESSRISKS

Thefollowing is asummary of the many risks and uncertainties we face in our business. Y ou should carefully read these risks and uncertainties
aswell asthe other information in this report in evaluating our business and its prospects.

RISKSRELATED TO OUR BUSINESS:

WE HAVE A HISTORY OF OPERATING LOSSESAND ACCUMULATED DEFICIT, AND WE MAY NOT ACHIEVE OR
MAINTAIN PROFITABILITY INTHE FUTURE.



We have experienced significant operating losses in each period since our inception. As of August 31, 2007, we have incurred total accumulated
losses of $14,938,807. We expect these losses to continue and it is uncertain when, if ever, we will become profitable. These losses have resulted
principally from costs incurred in the development of our products and from general and administrative costs associated with operations. We
expect to incur increasing operating losses in the future as a result of expenses associated with research and product development as well as
general and administrative costs. Even if we do achieve profitability, we may not be able to sustain or increase profitability on a quarterly or
annual basis.
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WE WILL NEED ADDITIONAL CAPITAL IN THE FUTURE TO SUPPORT OUR GROWTH, AND RAISING SUCH CAPITAL WILL
LIKELY CAUSE SUBSTANTIAL DILUTION TO EXISTING STOCKHOLDERS. IF ADDITIONAL CAPITAL ISNOT AVAILABLE, WE
MAY HAVE TO CURTAIL OR CEASE OPERATIONS.

Our current plansindicate we will need significant additional capital for research and development and market penetration before we have
substantial revenue generated from our BAFI(TM) product line. The actual amount of funds that we will need will be determined by many
factors, some of which are beyond our control, and we may need funds sooner than currently anticipated. These factorsinclude:

o the extent to which we enter into licensing arrangements, collaborations or joint ventures,
o0 our progress with research and development;

o the costs and timing of obtaining new patent rights;

0 cost of continuing operations and sales;

o the extent to which we acquire or license other technologies; and

o regulatory changes and competition and technological developmentsin the market.

Wewill be relying on future securities sales or additional loans to enable us to grow and reach profitability. There is no guarantee we will be able
to sell our securities or secure additional loans. Further, future sales of securities will likely subject our shares to dilution.

WE HAVE RELIED ON CAPITAL CONTRIBUTED BY RELATED PARTIES, AND SUCH CAPITAL MAY NOT BE AVAILABLE
IN THE FUTURE.

The Company has relied on loans and compensation deferrals from our CEO and Chairman, Scott R. Sand, and investment in the form of
convertible notes payable from various individuals and entities to sustain the Company from 1999 into the current fiscal year. Although we have
paid much of these loans from Mr. Sand back, we may be unable to repay the remainder as planned and may have to ook again to Mr. Sand for
assistance in financing. Thereis no guarantee that Mr. Sand will have financial resources available to assist in our funding. Mr. Sand's executive
compensation continues to accrue; currently we are obligated to pay him $200,000 per year under his employment contract with the Company. As
of August 31, 2007, the Company owes Mr. Sand $163,356 under his employment contract and also owes him $92,829 in loans made to the
Company. If future capital is not available from Mr. Sand or other third partiesin the future, the Company's operations may be negatively
affected.

OUR BAFI PRODUCTSMAY NOT BE SUCCESSFULLY DEVELOPED OR COMMERCIALIZED, WHICH WOULD HARM US
AND FORCE USTO CURTAIL OR CEASE OPERATIONS.

We are arelatively new company and most of our BAFI(TM) product lineis still in the late stages of development as we still need manufacturing
prototypes. Of the BAFI(TM) products, only Oxyview (TM) is currently being marketed and sold. Our Oxyview (TM) sales for the quarter ended
August 31, 2007 were $40,544. These products, once marketing commences, may not be successfully developed or commercialized on atimely
basis, or at al. If we are unable, for technological or other reasons, to complete the development, introduction or scale-up of manufacturing of
these products or other potential products, or if our products do not achieve a significant level of market acceptance, we would be forced to curtail
or cease operations. Even if we devel op our products for commercial use, we may not be able to develop products that:

o are accepted by, and marketed successfully to, the medical marketplace;
o are safe and effective;

o0 are protected from competition by others;



o do not infringe the intellectual property rights of others;

0 are developed prior to the successful marketing of similar products by competitors; or

0 can be manufactured in sufficient quantities or at a reasonable cost.

WE MAY NOT BE ABLE TO FORM AND MAINTAIN THE COLLABORATIVE RELATIONSHIPS THAT OUR BUSINESS STRATEGY
REQUIRES, AND IF WE CANNOT DO SO, OUR ABILITY TO DEVELOP PRODUCTS AND REVENUE WILL SUFFER.
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We must form research collaborations and licensing arrangements with several partners a the same time to operate our business successfully. To
succeed, we will have to maintain our existing relationships and establish additional collaborations. We may not be able to establish any
additional research collaborations or licensing arrangements necessary to develop and commercialize products using our technology or do so on
terms favorable to us. If our collaborations are not successful or we are not able to manage multiple collaborations successfully, our programs
may suffer.

Collaborative agreements generally pose the following risks:

o collaborators may not pursue further development and commercialization of products resulting from collaborations or may elect not to continue
or renew research and development programs;

o collaborators may delay clinical trials, under-fund a clinical trial program, stop aclinical tria or abandon a product, repeat or conduct new
clinical trials or require anew formulation of a product for clinical testing;

o collaborators could independently develop, or develop with third parties, products that could compete with our future products;

o the terms of our agreements with our current or future collaborators may not be favorable to us;

o acollaborator with marketing and distribution rights to one or more products may not commit enough resources to the marketing and
distribution of our products, limiting our potential revenues from the commercialization of a product;

o disputes may arise delaying or terminating the research, development or commercialization of our products, or result in significant litigation or
arbitration; and

o collaborations may be terminated and, if terminated, we would experience increased capital requirementsif we elected to pursue further
development of the product.

OUR QUARTERLY OPERATING RESULTSWILL FLUCTUATE

Our quarterly operating results will fluctuate for many reasons, including:

o our ability to retain existing customers, attract new customers and satisfy our customers demands;

o our ability to acquire merchandise, manage our inventory and fulfill orders;

o changes in gross margins of our current and future products, services, and markets;

o introduction of our new sites, services and products or those of competitors;

o changes in usage of the Internet and online services and consumer acceptance of the Internet and online commerce;
o timing of upgrades and developments in our systems and infrastructure;

othelevel of traffic on our Web site;

o the effects of acquisitions and other business combinations, and related integration;

o technical difficulties, system downtime or Internet brownouts,

o our ability to properly anticipate demand;

o our ability to prevent fraud perpetrated by third parties through credit card transactions, and payments transactions;
o our level of merchandise returns,

o disruptionsin service by common shipping carriers due to strikes or otherwise;

o disruption of our ongoing business;

o problems retaining key technical and managerial personnel;

0 expenses associated with amortization of goodwill and other purchased intangible assets;

0 additional operating losses and expenses of acquired businesses, if any;

o impairment of relationships with existing employees, customers and business partners.



