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If any of the securities being registered on this Form are being
offered on a delayed or continuous Dbasis pursuant to Rule 415 under the
Securities Act of 1933 (the "Securities Act"), other than securities offered
only in connection with dividend or interest reimbursement plans check the
following box. [X]|

If this Form is filed to register additional securities for an offering
pursuant to Rule 462 (b) under the Securities Act, please check the following box
and list the Securities Act registration statement for the same offering. [ ]

If this Form is a post-effective amendment filed pursuant to Rule
462 (c) under the Securities Act, check the following box and list the Securities
Act registration statement number of the earlier effective registration
statement for the same offering. [ ]

If delivery of the prospectus 1s expected to be made pursuant to Rule
434, please check the following box. [ ]

CALCULATION OF REGISTRATION FEE

Title of each Proposed
class of Amount maximum
securities to be to be offering price
registered registered per Share
Resale of Common Stock issuable upon exercise of Class A Warrants 1,000,000 S 7.50
Resale of Common Stock issuable upon exercise of Kenneth Jerome
L= = o i 100,000 8.125
Resale of Common Stock issuable upon exercise of Kenneth Jerome
L= = o i 100,000 7.50
Resale of Common Stock issuable upon exercise of Cyndel Warrants 150,000 4.00
Resale of Common Stock issuable upon exercise of Cyndel Warrants 75,000 4.00
Resale of Common Stock issuable upon exercise of Limberg Warrants 100,000 4.00
Resale of Common Stock issuable upon exercise of Limberg Warrants 50,000 4.75
Resale of Common Stock issuable upon exercise of Limberg Warrants 50,000 6.75
Resale of Common Stock issuable upon exercise of Limberg Warrants 50,000 4.00
Resale of Common Stock issuable upon exercise of Consulting for
Strategic Growth WarrantsS. .. ...ttt it ittt neeeeeeeenns 40,000 3.50
Resale of Common Stock issuable upon exercise of current officer's
L= o = o i 75,000 7.50
Resale of Common Stock issuable upon exercise of Warrants to Helen
Kohn and Ronit Sucoff ... ...ttt it ittt teeaenenn 100,000 4.00
Resale of Common Stock issuable upon conversion of Series
E Preferred SLOCK. ...ttt ittt ittt ettt eeetaeeaeenn 1,706,432 1.875
Resale of Common Stock issuable upon exercise of Series
E Preferred Warrant S . . v .ttt ittt ittt ettt eeeeenenaeenn 241,095 4.00

Resale of Common Stock issuable upon conversion of Series
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F Preferred STOCK. ...ttt ittt ittt ettt eeeeeeeaeenn 2,181,042 1.875
Resale of Common Stock issuable upon exercise of Series
F Preferred Warrant s . . v .t i it ittt ettt ettt eeeeeneeneenn 230,589 4.00
Resale of Common Stock issuable upon exercise of Options........ 650, 000 4.00
Resale of Common Stock issuable upon exercise of Options........ 382,212 5.00
Resale of Common Stock issuable upon exercise of Options........ 300,000 6.00
Resale of Common Stock issuable upon exercise of Options........ 2,336,750 2.75
Resale of Common Stock issuable to certain holders of Common Stock 425,000 4.00
Resale of Common Stock issuable to certain holders of Common Stock 1,307,484 2.125
Resale of Common Stock issuable to certain holders of Common Stock 425,580 2.14
Resale of Common Stock issuable to certain holders of Common Stock 1,968,509 1.16
Resale of Common Stock issuable upon exercise of Limberg Warrants 50,000 4.00
Resale of Common Stock issuable upon exercise of Kaplan Warrants 100,000 3.00
Resale of Common Stock issuable upon exercise of Cyndel Warrants 250,000 3.00
Resale of Common Stock issuable upon exercise of Rodman &
Renshaw Warrant S . @ v ittt ittt e et ettt ettt e eeeeaeeens 35,000 2.00
Total Registration Fee. ...ttt ittt tteeeeeeneanns
(1) No registration fee 1is required as securities were ©previously

registered by Form SB-2 Registration Statement, No. 333- 249¢,

effective as of July 10, 1996; Form SB-2 Registration
333-57711, effective as of September 14, 1998; Form SB-
Statement No. 333-68471, effective as of January 4, 1

Statement No.
2 Registration
999; Form SB-2

Registration Statement No. 333-77267, effective as of May 7, 1999; Form

S-3 Registration Statement No. 333-93725, effective a
2000; Form S-3 Registration Statement No. 333-44154,
September 1, 2000; Form S-3 Registration Statement
effective as of December 8, 2000; Form S-3 Registration
333- 66742, effective as of August 22, 2001; and Form S
Statement No. 333-75912, effective as of June 21, 200

s of January 6,
effective as of

No. 333-50846,

Statement No.
-3 Registration
2. Pursuant to

Rule 429, this is a combined registration statement which relates to
the securities ©previously registered Dby the earlier registration

statements and the securities being registered by thi

s registration

statement. The number of securities being carried forward, which were

previously registered by the earlier registration
9,736,745 shares of common stock, and the total
previously paid registration fees associated with such
were previously registered is $21,678.82. The number
registered by this registration statement is 14,479,693

statements, is
amount of the
securities that
of shares being
shares.

The Registrant hereby amends this Registration Statement on such date

or dates as may be necessary to delay its effective date until

the Registrant

shall file a further amendment which specifically states that this registration

statement shall thereafter become effective in accordance with

Section 8 (a) of

the Securities Act or until the Registration Statement shall become effective on

such date as the Commission acting pursuant to said Section 8(a)

PROSPECTUS

14,479,693 Shares of Common Stock

may determine.
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PARADIGM MEDICAL INDUSTRIES, INC.

Paradigm Medical Industries, 1Inc. is registering for resale a total of
14,479,693 shares of common stock. Our securities trade on The Nasdag SmallCap
Market under the symbols PMED and PMEDW. On September 23, 2002, the last sale
price for our common stock was $.32 per share and the last sale price for our
Class A warrants was $.20 per warrant.

We are registering the resale of common stock for certain shareholders
and will only receive proceeds to the extent that outstanding warrants or
options are exercised. The exercise price for all of the outstanding warrants
and options exceeds the current trading price for our common stock and, as a
result, the outstanding warrants and options are not likely to be exercised
unless the trading price increases substantially. There are only 75,000 shares
of our common stock underlying these warrants and options that are exercisable
for less than $4.00 per share. All other shares of our common stock being
registered are either outstanding or will Dbe issued upon conversion of
outstanding preferred stock, and we will derive no proceeds from the conversions
or subsequent resales of such shares.

Investing in the common stock involves risks that are described in the
"Risk Factors" section beginning on page 4 of this prospectus.

Neither the Securities and Exchange Commission nor any state securities
commission has approved or disapproved these securities or determined if this
prospectus 1s truthful or complete. Any representation to the contrary is a
criminal offense.

The date of this prospectus is September 26, 2002.

PROSPECTUS SUMMARY

This summary highlights some information from this prospectus. It may
not contain all of the information that is important to you. To understand this
offering fully, you should read the entire prospectus carefully, including the
risk factors and the financial statements.

The Company

We develop, manufacture, market and sell ophthalmic surgical and
diagnostic instrumentation and related accessories, including disposable
products. We manufacture and market three cataract surgery systems for minimally
invasive cataract treatment with related accessories and disposable products.
Our flagship cataract removal system, the Photon (TM) laser system, is a laser
cataract removal surgery system marketed as the next generation of cataract
removal. The Photon(TM) product is currently undergoing investigational trials
in the United States. The Photon (TM) is available for sale in many markets
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outside of the United States. The Photon(TM) is manufactured and marketed with

the Precisionist Thirty Thousand(TM), an ultrasonic cataract removal system.
Both the Photon(TM) and the Precisionist (TM) are manufactured as an Ophthalmic
Surgical Workstation (TM) . We plan to market the Ophthalmic Surgical

Workstation (TM) as a plug-in module for the Photon(TM) and other lasers for use
in eyecare and other medical specialties. Our surgical products also include the
Innovatome (TM), a microkeratome used for cutting a corneal flap in refractive
surgery, which we purchased from Innovative Optics, Inc. in January 2002.

Our diagnostic products include a pachymeter, an A-Scan, an A/B Scan,
an UBM Dbiomicroscope, a perimeter, a corneal topographer and the Blood flow
Analyzer (TM). The diagnostic ultrasonic products, including the pachymeter, the
A-Scan, the A/B Scan and the UBM biomicroscope, were acquired in 1998 from
Humphrey Systems, a division of Carl Zeiss, Inc. The perimeter and the corneal
topographer were added when we acquired Vismed, Inc. d/b/a/ Dicon(TM) in June of
2000. We acquired Ocular Blood Flow, Ltd. in June of 2000, whose principal
product is the Blood Flow Analyzer(TM). This product 1is designed for the
measurement of intraocular pressure and pulsatile ocular blood flow volume for
detection and treatment of glaucoma. We are currently developing additional
applications for all of our diagnostic products.

We rely upon several products for revenues. For the six months ended
June 30, 2002, 21% of our revenues were derived from the Dicon(TM) diagnostic
products sales (the perimeter and the corneal topographer), 5% of revenues from

Blood Flow Analyzer (TM) sales, 32% of revenues from UBM biomicroscope sales, 4%
of revenues from Humphrey systems diagnostic products sales (the pachymeter, the
A-Scan and the A/B Scan), 7% of revenues from cataract removal surgery sales and
disposables, and 13% of revenues from services and other sales. For the fiscal
year ended December 31, 2001, 26% of our revenues were derived from the
Dicon (TM) diagnostic products sales (the perimeter and the corneal topographer),
25% of revenues from Blood Flow Analyzer (TM) sales, 22% of revenues from UBM
biomicroscope sales, 8% of revenues from Humphrey Systems diagnostic products
sales (the pachymeter, the A-Scan and the A/B Scan), 8% of revenues from
cataract removal surgery sales and disposables, and 11% of revenues from service
and other sales. Our principal executive offices are located at 2355 South 1070
West, Salt Lake City, Utah 84119 and our telephone number is (801) 977-8970.

Recent Developments

Unaudited revenues for the six months ended June 30, 2002 were
$2,816,000 as compared to $3,241,000 for the comparable period for 2001, and
audited revenues were $7,919,000 for fiscal 2001, as compared to $7,989,000 for
fiscal 2000. Financial information as of and for the year ended December 31,
2001 are included in our Annual Report on Form 10-KSB, which was filed on April
11, 2002, and is incorporated by reference into this prospectus. Financial
information as of and for the six months ended June 30, 2002 are included in our
Quarterly Report on Form 10-QSB, which was filed on August 14, 2002, and is
incorporated by reference into this prospectus.

In October 2001, we made a supplemental submission to the Food and Drug
Administration (FDA) for our 510(k) predicate device application for the
Photon (TM) laser system. In December 2001, we received a preliminary review from
the FDA regarding the supplemental submission. As a result of that preliminary
review, we submitted additional clinical information to the FDA on February 6,
2002. On May 7, 2002, we received a letter from the FDA requesting further
clinical information. We are in the ©process of generating the additional
clinical information in response to the letter. We expect to make a submission
to the FDA with the additional clinical information within the first quarter of
2003. We believe the costs of generating the additional clinic information will
not be substantial and will not adversely impact the results of our operations.

In December 2001, we initiated the first phase of a corporate
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downsizing program to reduce our operating expenses. We implemented the second
phase of our downsizing program in the second quarter of 2002, by closing and
transferring our manufacturing from our site in San Diego, California to Salt
Lake City, resulting in further reductions in operating expenses. As a result of
the downsizing program, the number of our employees was reduced by 50% from 112
to 45 employees, none of which management considers critical to our operations.
The estimated cost savings from the downsizing program will be in excess of
$2,000,000 annually. The costs of downsizing have included one-time expenses of
approximately $43,000 for moving and travel and annual expenses of $84,000 for
new leasehold space 1in Salt Lake City. In addition, we expect to incur
additional one-time expenses of approximately $15,000 for relocation of key

employees to Salt Lake City. We realized a net cost savings from downsizing of
approximately $815,000 during the first six months of 2002.

On August 30, 2002, Thomas F. Motter resigned as chairman of the board,
chief executive officer and a director of the Company. Also on August 30, 2002,
our board of directors announced that it had removed Mark R. Miehle as president
and chief operating officer, effective as of that date. Mr. Miehle has entered
into a consulting agreement with us. Our board of directors named Heber C.
Maughan as interim chief executive officer and Aziz Mohabbat as interim chief
operating officer. Mr. Maughan will also continue as vice president of finance
and chief financial officer, and Mr. Mohabbat will also continue to serve as
vice president of operations.

On August 30, 2002, the board of directors announced that it had been
in discussions for approximately nine months with Westland Financial Corporation
aimed at supplying our surgical and diagnostic equipment to Mexican ophthalmic
practitioners. Westland 1s primarily involved 1in financing and leasing
activities and international sales transactions. In the past, we have had a
business relationship with Westland.

Upon investigation, our board of directors determined that the purchase
order referenced 1in a press release dated July 11, 2002, was not of such a
nature as to be enforceable for the purpose of sales or revenue recognition.
Moreover, we have not sent any shipment of medical products to Mexican
ophthalmic practitioners nor received payment for these products pursuant to
those discussions.

Although discussions with Westland are continuing regarding sales and

marketing activities for our medical device products in Mexico, our board of
directors announced that it could not predict or provide any assurance that any
transactions would result. As a consequence, our board Dbelieves that the

financial guidance in the July 11, 2002 press release concerning fourth quarter
and full year 2002 results is not appropriate.

3

The Offering

Securities Offered ..... The resale of 14,479,693 shares of common stock,
consisting of the following:

o The resale of 1,000,000 shares issuable upon
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exercise of Class A warrants with an exercise
price of $7.50 per share.

o The resale of 200,000 shares issuable upon
exercise of warrants by Kenneth Jerome & Co.
with exercise ©prices ranging from $7.50 to
$8.125 per share.

o The resale of 475,000 shares issuable upon
exercise of warrants Dby Cyndel & Co., Inc.
with exercise ©prices ranging from $3.00 to
$4.00 per share.

o The resale of 300,000 shares issuable wupon
exercise of warrants by Dr. Michael B.
Limberg with exercise prices ranging from
$4.00 to $6.75 per share.

o The resale of 40,000 shares issuable wupon
exercise of warrants by Consulting for
Strategic Growth, Ltd. with exercise prices
ranging from $2.78 to $3.89 per share.

o The resale of 75,000 shares issuable upon the
exercise of warrants by John W. Hemmer with
exercise price of $7.50 per share.

o The resale of 50,000 shares issuable upon
exercise of warrants by Helen Cohn with an
exercise price of $4.00 per share.

o The resale of 50,000 shares issuable upon the
exercise of warrants by Ronit Sucoff with an
exercise price of $4.00 per share.

o The resale of 100,000 shares issuable upon
the exercise of warrants by Barry Kaplan
Associates with an exercise price of $3.00
per share.

o The resale of 35,000 shares issuable upon the
exercise of warrants by Rodman & Renshaw,
Inc. with an exercise price of $2.00 per
share.

o The resale of 1,706,432 shares issuable upon
conversion of Series E preferred stock with a
conversion price of $1.875 per share.

o The resale of 241,095 shares issuable wupon
the exercise of warrants Dby Series E
preferred holders with an exercise price of
$4.00 per share.

o The resale of 2,181,042 shares issuable upon
conversion by Series F preferred stock with a
conversion price of $1.875 per share.

o The resale of 230,589 shares issuable wupon
exercise of warrants by Series F preferred
holders with an exercise price of $4.00 per
share.
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o The resale of 300,000 shares issuable upon
exercise of options by executive officers,
employees and directors with an exercise
price of $6.00 per share.

o The resale of 382,212 shares issuable upon
exercise of options by executive officers,
employees and directors with an exercise
price of $5.00 per share.

o The resale of 650,000 shares issuable upon
exercise of options by executive officers,
employees and directors with an exercise
price of $4.00 per share.

o The resale of 2,336,750 shares issuable upon
exercise of options by executive officers,
employees and directors with an exercise
price of $2.75 per share.

o The resale of 4,126,573 shares.

Common stock outstanding

prior to the offering .. 20,770,071 shares.

Common stock outstanding

after the offering ..... 27,659,067 shares.

4

Use of proceeds......... All funds received by us upon the exercise of the
warrants and options will Dbe wused for general
corporate purposes. We will not receive any proceeds
from the conversion of the shares of Series E

preferred stock or Series F preferred stock.
Risk Factors/Dilution... The offering involves a high degree of risk.

Nasdag symbols
Common stock....... PMED
Class A warrants... PMEDW

RISK FACTORS

Before you invest in our Common Stock, you should be aware of the risks
described below which constitute all material risks to potential investors. You
should consider carefully these risk factors together with all of the other
information included in this prospectus before vyou decide to invest in our
common stock. If any of the following risks actually occurs, our business,
financial <condition and results of operations could suffer, in which case the
trading price of our common stock could decline. No investment should be made by
any person who is not in a position to lose the entire amount of his investment.

We have limited working capital, a limited operating history, have accumulated
significant losses, and expect our losses to continue.



Edgar Filing: PARADIGM MEDICAL INDUSTRIES INC - Form S-3/A

As of December 31, 2001, we had limited working capital of $7,706,000.
As of June 30, 2002, our working capital was $4,142,000. We also have not been
in business for a long time. Our company and its predecessors have been in
operation since 1989. Our accumulated deficit was $32,358,000 as of December 31,
2000, $42,501,000 as of December 31, 2001 and $46,455,000 as of June 30, 2002.
Our net loss was $10,143,000 for the fiscal year ended December 31, 2001 and
$3,944,000 for the six months ended June 30, 2002. Such losses have resulted
principally from costs incurred in connection with research and development,
including clinical trials, of the laser surgery system. Medical products were
not sold by us until late 1992. Our ability to become profitable largely depends
on successfully developing clinical applications and obtain regulatory approvals
for our laser surgery products, 1including the Photon(TM) laser system, and to
effectively market such products. The problems and expenses frequently
encountered in developing new products and the competitive industry in which we
operate will impact whether we are successful. We may never achieve
profitability. Furthermore, we may encounter substantial delays and unexpected
expenses related to research, development, production, marketing, regulatory
matters or other unforeseen difficulties.

Our securities will be delisted from The Nasdag SmallCap Market if we fail to
comply with maintenance standards.

In order to remain eligible for quotation on the Nasdag SmallCap
Market, we must maintain $2,500,000 in equity, a $35,000,000 market value of the
public float (excluding shares held directly or indirectly by officers,
directors and controlling stockholders) or have at least $500,000 in net income
in our latest fiscal year or two of the last three fiscal years and at least 300
round lot holders of our common stock. In addition, continued inclusion requires
two market-makers and a minimum bid price of $1.00 per share. We are currently
not in compliance with one of the three thresholds for the Nasdag SmallCap
Market, requiring at least $500,000 in net income in our latest fiscal year or
two of the latest three fiscal years. In addition, our Common Stock has recently
traded at less than $1.00 per share. We are in compliance with the other
thresholds and other listing requirements, however. If we are unable to comply
with these maintenance standards in the future, including any new standards that
may be issued, our securities will be delisted from the Nasdag SmallCap Market.
We may be unable to satisfy all requirements to remain listed on Nasdag. If
delisted from Nasdag, our securities may then be traded on the OTC Electronic
Bulletin Board or in the over-the-counter market in the so-called "pink sheets."
As a result, it may be more difficult for an investor to dispose of our
securities, or to obtain accurate quotations on their market value. Furthermore,
the prices for our securities may be lower than might otherwise be obtained.

If our securities were delisted from The Nasdag SmallCap Market, additional
sales requirements on Dbroker-dealers would adversely effect the ability of
purchasers to sell our securities and the trading price of our securities could
decline.

If our securities were to be delisted from Nasdaqg as discussed above,
they may become subject to Rule 15g-9 promulgated under the Securities Exchange
Act of 1934, as amended (the "Exchange Act"), which imposes additional sales
practice requirements on broker-dealers that sell securities governed by Rule
15g-9 to persons other than established customers and "accredited investors"
(generally, individuals with a net worth in excess of $1,000,000 or annual
individual income exceeding $200,000 or $300,000 jointly with their spouses).
For transactions covered by Rule 15g-9, the broker-dealer must determine whether
such persons that are not established customers or accredited investors qualify
under the rule for purchasing such securities and must receive that person's
written consent to the transaction prior to sale. Consequently, Rule 15g-9 may
adversely effect the ability of purchasers to sell our securities and otherwise
affect the trading market in our securities.
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The Commission has adopted regulations which generally define a "penny
stock" to be any non-Nasdag equity security that has a market price (as therein
defined) less than $5.00 per share or with an exercise price of less than $5.00
per share, subject to certain exceptions. For any transactions by broker-dealers
involving a penny stock (unless exempt), rules promulgated under the Exchange
Act require delivery, prior to a transaction in a penny stock, of a risk
disclosure document relating to the penny stock market. Disclosure 1is also
required to be made about compensation payable to both the broker-dealer and the
registered representative and current quotations for the securities. Finally,
monthly statements are required to be sent disclosing recent price information
for the penny stocks.

The foregoing penny stock restrictions will not apply to our securities
if such securities are 1listed on Nasdag and have certain price and volume
information provided on a current and continuing basis or if we meet certain

minimum net tangible asset or average revenue criteria. There can be no
assurance that our securities will qualify for exemption from these
restrictions. In any event, even if our securities were exempt from such

restrictions, they would remain subject to Section 15(b) (6) of the Exchange Act,
which gives the Commission the authority to prohibit any person that is engaged
in unlawful conduct while participating in a distribution of a penny stock from
associating with a broker-dealer or participating in a distribution of a penny
stock, 1f the Commission finds that such a restriction would be in the public
interest. If our securities were subject to the rules on penny stocks, the
market liquidity for our securities could be materially adversely affected.

If we are unable to obtain additional capital, we would be required to eliminate
certain activities which would adversely effect our operations.

We may require substantial funds for various purposes, 1including
continuing research and development, expanding clinical trials, completing the
FDA approval process for its products (including the Photon (TM) laser system),

and manufacturing and marketing its existing products. We do not expect to
receive any proceeds from the exercise of warrants in this offering because the
exercise price for the majority of outstanding warrants and options exceeds the
current trading price for our common stock and, as a result, are not likely to
be exercised unless the trading price increases substantially. In the short
term, Dbased on past financial needs and on currently planned programs, we
anticipate funds generated from future product sales should be adequate, even if
at the minimum level, to satisfy our capital requirements for approximately 12
months. This estimate is based on certain assumptions and there can be no
assurance that the net proceeds of this offering will be sufficient to satisfy
our capital requirements for 12 months. However, we will need to seek additional
capital, possibly through public or private sales of our securities, in order to
fund our activities on a long-term basis. Adequate funds may not be available
when needed or on terms acceptable to us. Insufficient funds may require us to
delay, scale back or eliminate certain or all of our research and development
programs or to license third parties to commercialize products or technologies
that we would otherwise seek to develop ourself, which may materially adversely
affect our continued operations.

Our research activities may not result in any commercially profitable products.

The science and technology of medical products, including lasers, is
rapidly evolving. Our medical systems may require significant further research,
development, testing and regulatory clearances. They are also subject to the
risks of failure inherent in the development of products based on innovative

10
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technologies. These risks 1include the possibility that any or all of the
proposed products will prove to be ineffective or unsafe; that they fail to
receive necessary regulatory clearances; that the proposed products are
uneconomical; that others hold proprietary rights which preclude wus from
marketing such products; or that others market better products. Accordingly, we
are unable to predict whether our research and development activities will

result in any commercially profitable products. Further, due to the extended
testing and regulatory review process required, we may be unable to sell our
current and proposed laser cataract system products. There is also no guarantee

that we will be able to develop and sell a glaucoma surgery system.
We are uncertain of obtaining FDA approval for our Photon(TM) laser system.

We are subject to substantial regulation by the FDA and other federal
and state regulatory agencies. FDA regulations require us to obtain either
510 (k) clearance or pre-marketing approval prior to marketing a product in the
United States. We are also subject to foreign regulation and must receive
various types of approvals from foreign government agencies prior to selling our
products in some countries. The clearance and approval processes for both the
FDA and foreign regulatory authorities are costly, time consuming and uncertain.
In addition, we are required to obtain FDA approval before exporting a device
which has not received FDA marketing clearance or approval. We may never be able
to obtain these required government approvals. Delays or failure to obtain such
approvals would materially and adversely effect us, as would changes in existing
requirements. We have received 510 (k) clearance from the FDA for our ultrasonic
surgery systems allowing us to sell both devices in the United States. We have
also received 510 (k) clearance to market our Blood Flow Analyzer (TM). In May
1995, we were granted an investigational device exemption for our Photon (TM)
laser system allowing us to conduct clinical studies in support of our
application with the FDA to obtain approval to market the system. We have
completed the authorized <clinical studies and, in October 2001, made a
supplemental submission to the FDA regarding the 510 (k) application. On May 7,
2002, we received a letter from the FDA requesting further clinical information.
We have also received FDA approval to manufacture and export the Photon (TM)
laser system internationally. However, we have not yet obtained approval from
some foreign countries to market the laser product where approval is necessary.
We anticipate that many contemplated applications of our currently existing and
planned products will be subject to the lengthy regulatory approval process,
including preclinical studies, clinical trials and extensive regulatory review.
This process could take many years and require the expenditure of substantial
resources.

Purchasers of our common shares could experience dilution from our tendering
puts under a private equity line of credit agreement with Triton West.

On June 30, 2000, we entered 1into a private equity 1line of credit
agreement with Triton West Group, Inc., in which Triton agreed to provide an
amount up to $20 million to us in order to purchase put common shares pursuant
to the terms and conditions of the agreement. Under the agreement, we may elect
for a period of three vyears to exercise our right to tender a put notice to
Triton. The put notice requires Triton to purchase shares of our common stock at
88% of the market price on the trading day immediately following the valuation
period, which is a period of five trading days Dbeginning two days before the
trading day on which the put notice is deemed to be delivered and two trading
days after such date. Under certain conditions, the purchase price is reduced to
85% of the market price of our common stock. The agreement provides certain
restrictions on the tendering of puts. The maximum amount of each put (which may
vary from $750,000 to $2,000,000) 1is to be determined according to a schedule

11
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based on the trading price of our common stock at the time and the average 30
day volume of such shares. There must be a minimum of 15 business days between
puts and the common stock price upon a put must be a minimum of $2.00. Moreover,
a registration statement must be in effect registering the shares of common
stock covered by the put. There may be significant dilution associated with
tendering put notices under the agreement.

Our executives lack operating experience.

Our executives rely on their experience and skill from their
professional occupations. None of our executives has direct experience in
managing a company which utilizes research and product development activities
and technology to such a high degree.

Our Photon laser system may not receive FDA approval.

We are developing a laser cataract surgery system for inclusion in our
Workstation (TM). Phase I clinical trials have concluded for FDA approval for the

Photon (TM) laser system. During the clinical trials, we discovered that the
Photon (TM) laser system may not effectively remove hard (dense or impacted)
cataracts. In May, 1998, we received FDA clearance to conduct clinical tests on

soft cataracts. We believe the FDA will approve our 510 (k) predicate device
application for the Photon(TM) laser system since in the United States most
cataracts are removed before tissue hardens. While we rely upon several products
for revenues, we are dependent on FDA approval of our Photon(TM) laser system to
generate future revenues. On October 2001, we made a supplemental submission to
the FDA for the existing 510(k) application. We received a preliminary review
from the FDA of our supplemental submission 1in December 2002 and submitted
additional clinical information to the FDA on February 6, 2002. On May 7, 2002,
we received a letter from the FDA requesting further clinical information. We
are in the process of generating the additional clinical information in response
to the letter and expect to make a submission to the FDA with the additional
clinical information within the first quarter of 2003. We received an FDA
warning letter in August 2000 concerning Phase I clinical trials, but believe
all items in the warning letter have been satisfied and the clinical trials and
their data are in good standing.

Our products may become obsolete due to rapid technological change.

Our market is subject to rapid technological change. Development by
others of new or improved products, processes or technologies may make our
products obsolete or less competitive. Accordingly, we must continue investing
in research and development on our existing products and to develop new
products. Despite such investment, our current or proposed products may be
unsuccessful.

Our Photon (TM) laser system could receive competition from other laser systems
that are well financed with well recognized trade names.

Our laser system will potentially receive competition from other laser
systems, such as excimer, holmium (Ho:YAG), Erbium (Er:YAG), Nd:YLF
(Neodymium:Yttium-Lithium-Fluoride) or lasers of other wave lengths. Competition
may also come from other medical devices and other surgical techniques. Further,
the cataract surgical device industry is dominated by a small number of large
competitors that are well established 1in the marketplace, have experienced
management, are well financed and have a well recognized trade name related to
their product lines. We may be unable to penetrate the existing market and
acquire a sufficient market share to be profitable. Significant competitive
factors which will affect future sales include regulatory approvals,
performance, pricing, timely product shipment, safety, customer support,
convenience of use and patient and general market acceptance.

12
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Our new products may incur unexpected production problems, which would impact
our sales and profits.

New ventures, particularly those involved 1in a highly technical
industry such as the medical industry, have substantial inherent risks. These
risks are 1in three general areas: technical, mechanical and human.
Notwithstanding any pre-production planning, new products can incur unexpected
problems in full scale production, which cannot always be foreseen or accurately

predicted. Designs can become unworkable, for unpredicted reasons. Quality
control and component sourcing failures can also be expected from time to time.
Any business, including ours, is substantially dependent upon the capabilities

and performance of both management and sales personnel. Mistakes in judgment or

7
performance can be costly and, in certain instances, disabling. Therefore,
management skill, experience, character and reliability are of significant

importance.

The recent loss of members of senior management could adversely affect our
operations.

Our success largely depends on a number of key employees. The loss of
services of one or more of these employees could have a material adverse effect
on us, including the development and sale of eye surgery systems. On August 30,
2002, Thomas F. Motter resigned as chairman of the board and chief executive

officer of the Company, and Mark R. Miehle was terminated as president and chief
operating officer of the Company. The recent loss of these members of senior
management could have a significant adverse effect on us and our operations and
prospects. We had no key man insurance on either Mr. Motter or Mr. Miehle. We

believe that our future success will also depend, 1in part, upon our ability to
attract and retain a new chief executive officer and a new chief operating
officer. There is no assurance, however, that we will be successful in

attracting and retaining a new chief executive officer or a new chief operating
officer.

Mistakes may occur in the design and manufacture of our products, which could
prevent or limit the sales of our products.

The high-technology product line requires us to deal with suppliers and
subcontractors supplying highly specialized parts, operating highly
sophisticated and narrow tolerance equipment and performing highly technical
calculations. Components must be custom designed and manufactured, which is not
only complicated and expensive, Dbut can also require a number of months to
accomplish. Slight mistakes in either the design or manufacture can result in
unsatisfactory parts that may not be correctable. Because our business requires
the talents of various professions, mistakes from very slight oversights or
miscommunications can occur, resulting not only in costly delays and lost
orders, but also in disagreements regarding liability and, in any event,
extended delays in production. Moreover, we rely on suppliers that are related
to each other for parts and equipment. When dealing with related suppliers the
terms on which parts and equipment are purchased may not be as favorable as
could be obtained from unrelated third-party suppliers.

No independent marketing studies have been made to confirm the commercial demand
for the Photon(TM) laser system and the Blood Flow Analyzer (TM) .

We Dbelieve that there 1s substantial commercial demand for our
Photon (TM) laser system and our Blood Flow Analyzer (TM) for the eyes at a
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profitable ©price. However, this belief is solely based on our management's
experience and judgment. At this time, there have been no independent marketing
studies by independent professional marketing firms to reliably confirm the
extent of this demand, the price ranges within which it exists and the amount of
promotion necessary to exploit whatever demand does exist.

Our Photon (TM) laser system may not be accepted in the marketplace because it
does not remove hard cataracts.

Our products may not be accepted in the marketplace. Such acceptance
will depend on a number of factors including receiving regulatory approvals,
demonstrating the safety, and advantages of our products over existing systems
and techniques. Our Photon(TM) laser system may never gain market acceptance
since the system does not effectively remove hard (dense or impacted) cataracts.
Further, we be unable to successfully market our products even if they perform
successfully in «clinical applications. Our Precisionist ThirtyThousand (TM)
Workstation (TM) may not gain acceptance unless we can reduce or eliminate the
vacuum surge and develop additional, complementary surgical devices for
installation in that host system. Vacuum surge is a phenomenon that occurs when
the tip of the ultrasonic needle 1is obstructed Dby target tissue, allowing
pressure to build up and, if the pressure is not released, a rush of fluid goes
from the chamber of the eye into the needle to equalize the pressure. The result
can be complications to the eye such as posterior capsule rupture, iris capture
and chamber collapse. We believe this phenomenon affects all other ultrasonic
cataract removal systems currently on the market.

Our pending patents may not be perfected and our present or future patents may
infringe upon the patents of others, which could restrict or prevent the
manufacture and sale of our products.

We depend on our ability to license and obtain patents and on the
adherence to confidentiality agreements executed by employees, consultants and
third-parties to maintain the ©proprietary nature of our technology and to
operate without infringing on the proprietary rights of others. Our laser probe
is protected by a United States patent issued in 1987 to Daniel M. Eichenbaum,
M.D. Patents have been granted to the Blood Flow Analyzer (TM) in the United
States and the United Kingdom, to the Dicon(TM) Topographer in the United
States, and to the Dicon(TM) Perimeter in the United States, the United Kingdom,
Germany and Switzerland. The pending patents may not be perfected. Also, our
present or future products may be found to infringe upon the patents of others.
If our products are found to infringe on the patents, or otherwise impermissibly
utilize the intellectual property of others, our development, manufacture and
sale of such products could be severely restricted or prohibited. We may be
required to obtain licenses to utilize such patents or proprietary rights of
others and acceptable terms may be unavailable. If we do not obtain such
licenses, the development,manufacture or sale of products requiring such
licenses would be materially adversely affected. 1In addition, we could incur
substantial costs in defending ourself against challenges to our patents or
infringement claims made by third parties or in enforcing any patents we may
obtain.

Because patents only provide limited protection, others could produce and
distribute products similar to the Photon(TM) laser system, the Mentor systems
and the Blood Flow Analyzer (TM) .

We rely on the protections for our products that we hope to realize
under the United States and foreign patent laws. However, patents provide
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limited ©protections. We have a United States and Japanese patent on the
hand-held probe design and applications for various foreign patents are either
pending or planned, and the patents for the Blood Flow Analyzer (TM) for the eyes
are reported by Occular Blood Flow, Ltd. to have been approved in the United
States and the United Kingdom. Similar devices, however, could be designed that
do not infringe on our patent rights, but that are similar enough to compete
against our patented products. Moreover, it 1s possible that an unpatented but
prior existing device or design may exist that has never been made public and
therefore is not known to us or the industry in general. Such a device could be
introduced into the market without infringing on our current patent. If any such
competing non-infringing devices are produced and distributed, our profit
potential would be seriously limited, which would seriously impair our
viability.

Some of our products may be denied reimbursement by third-party payors, such as
government programs and private insurance plans.

We anticipate that our medical devices will generally be purchased by
ophthalmologists and hospitals that will then bill various third-party payors,
such as government programs and private insurance plans, for the health care
services provided to their patients. Government agencies generally reimburse at
a fixed rate based on the procedure performed. Some of the potential procedures
for which our medical devices may be used, however, may be denied reimbursement
as elective. 1In addition, third-party payors may deny reimbursement if they
determine that the use of our products was unnecessary, 1lnappropriate, not
cost-effective, experimental or used for a non-approved indication. Even if we
receive FDA clearances for our products, third-party payors may nevertheless
deny reimbursement. Furthermore, third-party payors increasingly challenge the
prices charged for medical products and services. Reimbursement from third-party
payors may be unavailable or if available, that reimbursement may be limited
when compared with reimbursement for competitive procedures, thereby materially
adversely affecting our ability to profitably sell products. The market for our
products could also be adversely affected by recent federal legislation that
reduces reimbursements under the capital cost pass- through system utilized in
connection with the Medicare program. Failure by hospitals and other users of
our products to obtain reimbursement from third-party payors or changes in
government and private third-party payors' policies toward reimbursement for
procedures employing our products would have a material adverse effect on us.

Congress may introduce legislation that could result in price limits and
utilization controls on our products.

Members of Congress have introduced 1legislation to change aspects of
the delivery and financing of health care services. Such legislation to control
or reduce public (Medicare and Medicaid) and private spending on health care, to
reform the methods of payment for health care goods and services by both the

public and private sectors, and to provide universal access to health care may
be passed. We cannot predict what form this legislation may take or the effect
of such legislation on its Dbusiness. It is ©possible that the legislation

ultimately enacted by Congress will contain provisions resulting in price limits
and utilization controls which may reduce the rate of increase in the growth of
the ophthalmic laser market or otherwise adversely affect our business. It is
also possible that future legislation could result in modifications to the
nation's public and private health care insurance systems which will affect
reimbursement policies in a manner adverse to us. We also cannot predict what
other legislation relating to our business or the health care industry may be
enacted, including legislation relating to third-party reimbursement, or what
effect legislation may have on the results of its operations.

Our Precisionist Thirty Thousand(TM) Workstation(TM) may experience circuiting
problems or component failures which, if not corrected, could impact our sales.
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Our Precisionist Thirty Thousand (TM) Workstation (TM) is a new
computer-based product unproven by day-to-day use in the marketplace. While the
Precisionist Thirty Thousand(TM) Workstation(TM) has been marketed since 1997,
its current installment base is not large enough to be considered proven by day
to day use in the marketplace. As is common with other new computer-based
products, we have discovered certain circuitry problems and component failures
with the first Workstation(TM) that we manufactured. We believe that we have
corrected most if not all of these problems. However, there is no assurance that
all of these problems have been detected or corrected. If customers were to
experience significant problems with the Workstation(TM), if we could not fix or
correct the problems, or 1if our customers were dissatisfied with the
functionality or performance of the Workstation(TM), or product support provided
by us, we would be materially adversely effected.

Because we have minimal direct sales experience, our sales program may be
unsuccessful.

We commenced a direct sales program in July 1993 with three sales
representatives to market our products. In July 2000, four additional sales
representative were hired. In August 2001, 15 additional sales representatives
were hired, bringing the total number of sales representatives to 22. The number
of sales representatives has been reduced to five as a result of the Company's

downsizing program and absence of the anticipated FDA approval of the Photon (TM)
laser system. However, we have minimal direct sales experience and may need to
recruit additional qualified personnel for this purpose. Our sales program may
be unsuccessful or we may be unable to attract and retain qualified distributors
on favorable terms.

Our product liability insurance could be inadequate to cover liabilities if we
face significant product liability claims against us.

The nature of our business exposes it to risk from product liability
claims and there can be no assurance that the Company can avoid significant
product liability exposure. We maintain product liability insurance providing
coverage up to $2,000,000 per «claim with an aggregate policy limit of
$2,000,000. There is substantial doubt that this amount of insurance would be
adequate to cover 1liabilities should we face significant claims. A successful
products liability claim brought against us could have a material adverse effect
on our business, operating results and financial condition. Further, product
liability insurance is becoming increasingly expensive, and there can be no
assurance that we will successfully maintain adequate product liability
insurance at acceptable rates, or at all. Should we be wunable to maintain
adequate product liability insurance, our ability to market our products would
be significantly impaired. Any losses that we may suffer from future liability
claims or a voluntary or involuntary recall of our products and the damage that
any product liability litigation or voluntary or involuntary recall may do to
the reputation and marketability of our products would have a material adverse
effect on our business, operating results and financial condition.

Our future products sales in foreign countries could be adversely effected by a
significant increase 1in value of the U.S. dollar against local currencies, and
economic and political instability.

We anticipate that a significant portion of our future product sales
will be in foreign countries. Because we quote prices for our products and
accept payment on sales principally in U.S. dollars, any significant increase in
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the value of the U.S. dollar against local currencies may make our products less
competitive with foreign products. The economic and political instability of
some foreign countries also may affect the ability of ophthalmologists and
others to purchase our products, or the ability of potential customers to pay
for the procedures for which our products are used.

The market price of our securities could fluctuate significantly.

Our common stock and Class A warrants are currently traded on The
Nasdag SmallCap Market. Factors such as announcements by us of the regulatory
status of products, quarterly variations in our financial results, the gain or
loss of material contracts, changes in management, regulatory changes, trends in
the industry or stock market and announcements by competitors, among other
things, could cause the market price of such securities to fluctuate
significantly.

We may issue preferred shares with preferences in an equal or prior rank to
existing preferred shares.

Our certificate of incorporation authorizes the issuance of shares of
"blank check" preferred stock, which will have such designations, rights and
preferences as may be determined from time to time by the Board of Directors.
Accordingly, the Board of Directors is empowered, without stockholder approval
(but subject to applicable government regulatory restrictions), to issue
preferred stock with dividend, 1liquidation, conversion, voting or other rights
which could adversely affect the voting power or other rights of the holders of
our common stock. Those terms and conditions may include preferences on an equal
or prior rank to existing preferred stock. Those shares may be issued on such
terms and for such consideration as the board then deems reasonable and such
stock shall then rank equally in all aspects of the series and on the
preferences and conditions so provided, regardless of when issued. In the event
of such issuance, the preferred stock could be wutilized, under certain
circumstances, as a method of discouraging, delaying or preventing a change in
control of the Company. As of September 20, 2002, the following preferred shares
were 1issued and outstanding: 5,627 shares of Series A preferred stock
convertible into 6,753 common shares; 8,986 shares of Series B preferred stock
convertible into 10,783 common shares; no shares of Series C preferred stock;
5,000 shares of Series D preferred stock convertible into 8,750 common shares;
1,500 shares of Series E preferred stock convertible into 80,000 common shares;
and 6,273.75 shares of Series F preferred stock convertible into 334,600 common
shares.

We do not expect to pay any cash dividends in the foreseeable future.

We issued a stock dividend on our Series A preferred stock and Series B
preferred stock on January 8, 1996, to stockholders of record as of December 31,
1994. We have not paid any cash dividends on our common shares and do not expect
to declare or pay any cash or other dividends in the foreseeable future so that
we may reinvest earnings, 1if any, into the development of the business. The
holders of our Series A preferred stock, Series B preferred stock, Series C
preferred stock, Series D preferred stock, Series E preferred stock and Series F
preferred stock are entitled to non-cumulative cash dividends paid out of
surplus earnings.
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All of the net proceeds of the offering, if any, have been allocated to
working capital (and not otherwise allocated for a specific purpose) and will be
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used for such purposes as management may determine in its sole discretion
without the need for stockholder approval with respect to any such allocations.

We have indemnification agreements with certain officers and directors that may
require us to indemnify them in a civil or criminal action.

Our certificate of incorporation eliminates in certain circumstances
the 1liability of directors for monetary damages for breach of their fiduciary
duty as directors. We have entered into indemnification agreements with certain
directors and officers. Each such indemnification agreement provides that we
will indemnify the indemnitee against expenses, 1including reasonable attorneys'
fees, judgments, penalties, fines and amounts paid in settlement actually and
reasonably incurred by him in connection with any civil or criminal action or
administrative proceeding arising out of his performance of his duties as a
director or officer, other than an action instituted by the director or officer.
The indemnification agreements will also require that we indemnify the director
or other party thereto 1in all cases to the fullest extent permitted by
applicable law. Each indemnification agreement will permit the director or
officer that is party thereto to bring suit to seek recovery of amounts due
under the indemnification agreement and to recover the expenses of such a suit
if he or she is successful.

Our Board of Directors has the right to issue additional shares of common stock
and to <create a new series of preferred stock which could dilute holders of
common stock.

The Board of Directors has the inherent right under applicable Delaware
law, for whatever value the board deems adequate, to issue additional common
shares up to the limit of shares authorized by the certificate of incorporation,
and, upon such issuance, all holders of shares of common stock, regardless of
when they are issued, thereafter generally rank equally in all aspects of that
class of stock, regardless of when issued. The Board of Directors likewise has
the inherent right, 1limited only by applicable Delaware law and provisions of
the Certificate of Incorporation to increase the number of preferred shares in a
series, to create a new series of preferred shares and to establish preferences
and all other terms and conditions in regard to such newly-created series. Any
of those actions will dilute the holders of common shares and also affect the
relative position of the holders of any series of any class. Current
stockholders have no rights to prohibit such issuances nor inherent "preemptive"
rights to purchase any such stock when offered.

We have entered into agreements for services and other benefits with our
affiliates.

We have entered into agreements for services and other Dbenefits with
certain of our affiliates on terms we believed to be no less favorable than
could be obtained from unaffiliated parties. On October 1, 1999, we entered into
a consulting agreement with Cyndel & Co., 1Inc., in which Cyndel agreed to
perform unspecified investment Dbanking services for us for a one-year period,
for which we agreed to pay Cyndel a monthly retainer of $8,333.33, plus

expenses. Patrick M. Kolenik, a director of Paradigm from November 1997 to
January 21, 2000, and Steven J. Bayern, a director of Paradigm from July 1999 to
January 21, 2000, are both an officer, a director and a 50% shareholder of

Cyndel. The October 1, 1999 consulting agreement was terminated when we entered
into a new consulting agreement with Cyndel on April 1, 2000. The total amount
paid to Cyndel for services under the October 1, 1999 consulting agreement
during the period from October 1, 1999 to May 30, 2000, was $58,333.33.

Under the terms of the April 1, 2000 consulting agreement, Cyndel
agreed to perform unspecified banking services for us for a one-year period, for
which we agreed to pay Cyndel a monthly retainer of $16,666.66, plus expenses.
The April 1, 2000 consulting agreement was renewed for an additional one-year
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period through March 31, 2002. On December 26, 2001, we provided written notice
of our intention not to renew the consulting agreement after March 31, 2002. The
total amount paid to Cyndel for services under this agreement from April 1, 2000
to February 28, 2002 was $383,333.33. The final payment of $16,666.67 was due on
March 1, 2002.

On January 21, 2000, we issued Michael W. Stelzer, formerly our vice
president of operations and chief operating officer, 20,000 shares of our common
stock as severance under the terms of a settlement of his employment agreement.
The market ©price of our common shares on the day the shares were issued to Mr.
Stelzer was $12.50 per share. On June 5, 2000, we issued Mark R. Miehle, our
president and chief operating officer, 28,500 of our common shares as a bonus
for entering into an employment agreement with us. The market price of our
common shares on the day the shares were issued to Mr. Miehle was $6.81 per
share.

Thomas F. Motter, former chairman of the board and chief executive
officer, leased his former residence, which he then owned, to us for $2,500 per
month. The primary use of the residential property was for Thousing

accommodations for employees 1living outside of Utah while they are working at
our corporate headquarters 1in Salt Lake City. We obtained an appraisal from an
independent appraiser, which concluded that the monthly rate of $2,500
represented a fair rate for leasing the residential ©property. This lease
agreement was terminated on October 31, 2000, but then renewed on July 1, 2002.

11

Randall A. Mackey, chairman of the board since August 30, 2002, a
director since January 21, 2000, and a former director from September 1995 to
September 1998, is president and a shareholder of the law firm of Mackey Price &
Thompson, which renders legal services to us. Legal fees and expenses paid to
Mackey Price & Thompson for the fiscal years ended December 31, 2000 and 2001
were $167,022 and $158,990, respectively.

Special Note Regarding Forward-Looking Statements

Some of the information in this prospectus may contain forward-looking
statements. Such statements can be identified Dby the use of forward-looking
terminology such as "may," "will," "expect, " "anticipate," "estimate, "
"continue" or other similar words. These statements discuss future expectations,
contain ©projections of results of operations or of financial condition or state
other "forward-looking" information. When considering such forward-looking
statements, vyou should keep in mind the risk factors and other cautionary
statements in this Prospectus. The risk factors noted in this section and other
factors noted throughout this prospectus, including certain risks and
uncertainties, could cause our actual results to differ materially from those
contained in any forward-looking statement.

USE OF PROCEEDS

Holders of our warrants are not obligated to exercise any of their
warrants and holders of our options are not obligated to exercise any of their
options. The closing bid price of our common shares on The Nasdag SmallCap
Market was $.32 on September 23, 2002. Only 75,000 of our common shares
underlying the warrants and options are exercisable for less than $4.00 per
share. As a consequence, the outstanding warrants and options are not likely to
be exercised unless the trading price increases substantially. All other shares
of our common stock being registered are either outstanding or will be issued
upon conversion of outstanding preferred stock and we will derive no proceeds
from the conversions or subsequent resales of such shares.
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If there are any net proceeds from this offering, we will use these net
proceeds to fund working capital requirements. In the event sufficient proceeds
are not received, our short term plan is to meet cash needs through external
financing sources such as bank financing and private offerings of debt and/or
equity. We expect the cash flow from operations to provide additional funds for
us as operating revenues increase.

The cost, timing and the amount of funds required for such uses by us
cannot be precisely determined at this time and will be based upon, among other
things, competitive developments, the rate of our progress in product
development, and the availability of alternative methods of financing. In
addition, our Board of Directors has broad discretion in determining how the
proceeds of this offering will be allocated.

SELLING SECURITYHOLDERS

The following table sets forth information regarding the Dbeneficial
ownership of our common stock as of September 20, 2002 by each of the holders of
Series E preferred stock (the "Selling Series E Preferred Shareholder"),
assuming each of the Selling Series E Preferred Shareholders elects to exercise
his or her conversion rights to convert the Series E Preferred shares (the
"Series E Shares") into shares of common stock, at a conversion price equal to
$1.875 per share of common stock, the number of shares of common stock to be
sold by each Selling Series E Preferred Shareholder, and the percentage of each
Selling Series E Preferred Stockholder after the sale of common stock included
in this prospectus.

Shares Beneficially Number of
Owned Prior to Shares Being
Offering Offered
Shareholders Number Percent = = ————————————

John T. Ablamsky 32,000 * 32,000
Steven J. Ablamsky 32,000 * 32,000
Morris Ades 26,667 * 26,667
BNB Associates Investments LP (1) 40,000 * 40,000
Dr. Ronald A. and Karen A. Balkin 133,333 * 133,333
Jerry Bassin 26,667 * 26,667
Dr. Valery Berger 200 * 200
Dr. Richard G. Bowe, IRA 26,667 * 26,667
Roland A. Catalano, IRA 80,000 * 80,000
Chicago Investments, Inc. (2) 80,000 * 80,000
Henry A. Fredericks Sep. Property Trust

dated 10/12/88 (3) 26,667 * 26,667
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Robert L. Frome (4) 66,667 66,667
John Harte 53,333 53,333
Scott A. Jernigan 25,833 * 25,833
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KSH Strategic Investment Fund I, LP (5) 207,333 1.1%
Albert F. Kinzinger, Jr. 45,000 *
Albert F. Kinzinger, Sr., IRA 26,667 *
Arthur Klansky 3,333 *
James H. Levi 11,667 *
Dr. Michael B. Limberg (6) 179,580 *
Mid-Lakes Profit Sharing Trust

dated 1/1/66 (7) 26,667 *
James A. Milgard 200,000 1.0%
Kay Murcer 10,667 *
Jules M. Ness, Jr. 26,667 *
Perceptive Life Sciences Master Fund (8) 44,132 *
David Peterson 2,500 *
Dr. Soleiman Rabanipour 13,333 *
Marsha and Barry Reiss 5,333 *
Edwin W. and Cheryl S. Richardson 26,667 *
Joel Schoenfeld, IRA 26,667 *
Judy Shapiro Trust dated 5/15/01 (9) 53,333 *
Shadow Capital LLC (10) 53,333 *
Rick Siskey 37,767 *
Ronit Sucoff 53,333 *
White Living Trust (11) 13,333 *
Jeffrey A. Wietzman 13,333 *
James C. Wilson 53,333 *

TOTAL 1,794,012

* Less than 1%

(1) The managing partner of BNB Associates Investments LP is Benjamin
Bollag, who exercises sole voting and investment powers.

(2) The president of Chicago Investments, Inc. is Linda Gallenberger, who
exercises sole voting and investment powers.

(3) The trustee of Henry A. Fredericks Sep. Property Trust is James D.
White, who exercises sole voting and investment powers.

(4) Mr. Frome is a former director of Paradigm.

(5) The managing partners of KSH Strategic Investment Fund I, LP are Cary
W. Sucoff and Harvey R. Kohn, who exercise shared voting and investment
powers.

(6) Dr. Limberg is a consultant to Paradigm.

(7) The trustee of the Mid-Lakes Profit Sharing Trust dated 1/1/66 is John
Harte, who exercises sole voting and investment powers.

(8) The director of Perceptive Life Sciences Master Fund is Joseph Adelman,
who exercises sole voting and investment powers.

(9) The trustees of the Judy Shapiro Trust dated 5/15/01 are Alan and Judy
Shapiro, who exercise shared voting and investment powers.

(10) The manager of Shadow Capital LLC is B. Kent Garlinghouse, who
exercises sole voting and investment powers.

(11) The trustees of the White Living Trust are James and Jean Ann White,

who exercise shared voting and investment powers.

The following table sets forth information regarding the Dbeneficial
ownership of our common stock as of September 20, 2002 by each of the Series E
preferred shareholders holding warrants (the "Selling Series E
Securityholders"), assuming each of the Selling Series E Securityholders elects
to exercise the warrants held by such Selling Securityholder to purchase shares
of common stock at an exercise price of $4.00 per share, the number of shares of
common stock to be sold by each Selling Series E Securityholder, and the
percentage of each Selling Series E Securityholder after the sale of common

207,333
45,000
26,667
13,333
11,667
92,000

26,667
200,000
10,667
26,667
44,132
2,500
13,333
5,333
26,667
26,667
53,333
53,333
37,767
53,333
13,333
13,333
53,333

1,706,432
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stock included in this prospectus.

13

Shareholders

John T. Ablamsky

Steven J. Ablamsky

Morris Ades

BNB Associates Investments LP (1)

Dr. Ronald A. and Karen Balkin

Jerry Bassin

Dr. Valery Berger

Michael Bollag

Dr. Richard G. Bowe, IRA

Craig S. Brewer

Roland A. Catalano, IRA

Chicago Investments, Inc. (2)

Jack Dushey

Henry A. Fredericks Sep. Property Trust

dated 10/12/88 (3)

Robert L. Frome (4)

Richard E. Gerzof

John Harte

Scott Jernigan

KSH Strategic Investment Fund I., LP (5)

Terry F. King

Albert F. Kinzinger, Jr.

Albert F. Kinzinger, Sr., IRA

Arthur Klansky

Helen Kohn

James H. Levi

Dr. Michael B. Limberg (6)

Mid-Lakes Profit Sharing Trust
dated 1/1/66 (7)

James A. Milgard

Kay Murcer

Jules M. Ness, Jr.

OTATO Limited Partnership (8)

Michael Pancer Profit Sharing Plan

Perceptive Life Sciences Master Fund (9)

David Peterson

Dr. Soleiman Rabanipour

Marsha and Barry Reiss

Dr. Sheldon Rabin, IRA

Edwin W. and Cheryl S. Richardson

Joel Schoenfeld, IRA

Judy Shapiro (10)

Shadow Capital LLC (11)

Richard C. Siskey

Ronit Sucoff

WEC Asset Management LLC (12)

Shares Beneficially Number of
Owned Prior to Shares Being
Offering Offered
Number Percent = = ————————————
35,000 * 3,000
35,000 * 3,000
30,500 * 2,500
43,750 * 3,750
155,833 * 12,500
29,167 * 2,500
2,500 * 2,500
3,750 * 3,750
29,167 * 2,500
5,000 * 5,000
87,500 * 7,500
87,500 * 7,500
2,500 * 2,500
29,167 * 2,500
72,917 * 6,250
1,250 * 1,250
58,333 * 5,000
5,000 * 5,000
237,333 1.2% 20,000
2,500 * 2,500
49,220 * 4,220
29,167 * 2,500
14,583 * 1,250
5,000 * 5,000
14,499 * 2,500
188, 955 1.0% 9,375
29,167 * 2,500
218,750 1.1% 18,750
11,667 * 1,000
39,167 * 2,500
12,500 * 12,500
2,500 * 2,500
64,132 * 20,000
3,750 * 1,250
14,583 * 1,250
5,833 * 500
5,000 * 5,000
29,167 * 2,500
29,167 * 2,500
58,333 * 5,000
53,333 * 5,000
47,766 * 10,000
108,333 * 5,000
10,000 * 10,000
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White Living Trust (13) 14,583 * 1,250

Jeffrey A. Wietzman 14,583 * 1,250

James C. Wilson 56,333 * 5,000
TOTAL 2,059,405 241,095

* Less than 1%

The managing partner of BNB Associates Investments LP is Benjamin
Bollag, who exercises sole voting and investment powers.

The president of Chicago Investments, Inc. is Linda Gallenberger, who
exercises sole voting and investment powers.

The trustee of Henry A. Fredericks Sep. Property Trust is James D.
White, who exercises sole voting and investment powers.

Mr. Frome is a former director of Paradigm.

14

The managing partners of KSH Strategic Investment Fund I, LP are Cary
W. Sucoff and Harvey R. Kohn, who exercise shared voting and investment
powers.

Dr. Limberg is a consultant to Paradigm.

The trustee of the Mid-Lakes Profit Sharing Trust dated 1/1/66 is John
Harte, who exercises sole voting and investment powers.

The chief financial officer of OTATO Limited Partnership is James W.
Santori, who exercises sole voting and investment powers.

The director of Perceptive Life Sciences Master Fund is Joseph Adelman,
who exercises sole voting and investment powers.

The trustees of the Judy Shapiro Trust dated 5/15/01 are Alan and Judy
Shapiro, who exercise shared voting and investment powers.

The manager of Shadow Capital LLC 1is B. Kent Garlinghouse, who
exercises sole voting and investment powers.

The managing director of WEC Asset Management LLC is Daniel J. Saks,
who exercises sole voting and investment powers.

The trustees of the White Living Trust are James and Jean Ann White,
who exercise shared voting and investment powers.

The following table sets forth information regarding the Dbeneficial

ownership of our common stock as of September 20, 2002 by each of the holders of

Series

F preferred stock (the "Selling Series F Preferred Shareholder"),

assuming each of the Selling Series F Preferred Shareholders elects to exercise
his or her conversion rights to convert the Series F preferred shares (the
"Series F Shares") into shares of common stock, at a conversion price equal to
$1.875 per share of common stock, the number of shares of common stock to be
sold by each Selling Series F Preferred Shareholder, and the percentage of each
Selling Series F Preferred Stockholder after the sale of common stock included
in this prospectus.

Shares Beneficially Number of
Owned Prior to Shares Being
Offering Offered
Shareholders Number Percent = = ————————————
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Al Kim Associates Profit Sharing Plan

Judge Hugh Arnold

Edwin R. Bindseil

Timothy S. Borne

Bert E. Brodsky

Bru Holding Co. LLC (1)

Dennis R. and Rosemary Casey

Jason Kyu Cho

James S. Cobb

Neil S. Coleman

James F. Corman

Deutsche Asset Management
HealthScience Fund I, Ltd. (2)

Donald J. Ekman

Forrest Living Trust (3)

Richard Friedman

Robert Girards

Ronald G. Goldy

R. Steven Graves

Lou Hammer

Richard Harriton

Michael E. Hubner

Roger C. Husted, M.D.

Russell Ingrum

John Harte Money Purchase Plan

Lonnie Johnson

Joseph Berland Revocable Trust (4)

KMF Partners, LP (5)

KSH Strategic Investment

Fund I, LP (6)

Kachel, Spiller & Co. (7)

Arthur Klansky

Michael B. Koerner

Stephen Leiter

Stanley Levine

Loving Care Agency, Inc. (8)

James J. Lucey

Michael C. Manis

Judy G. Marcucilli and
Theodore J. Marcucilli

Jeffrey Markowitz

Paul C. Matthews

Myron S. Mayer

John McClenon

Ryan L. Molleur

Richard Moskow

Kay Murcer

Jules M. Ness

Harvey A. Newman

Jerold Novack

Orion Operating Corporation (9)

Steven G. Orshan

OTATO Limited Partnership (10)

Parisol Corporation (11)

41,000

4,000
11,600
44,000
25,000
62,000
42,667
46,000
50,872
74,000
26,667

245,707
14,000
5,600
44,000
11,000
11,000
13,000
10, 667
11,000
10, 667
11,000
11, 600
22,000
26,667
11,000
160,000

63,600

8,000
13,333
10,667
10,667

10,667
11,000
22,000
10,667

23,000
44,000
43,600
10,667
11,000
15,000
10,667
15,000
16,456
10,667
20,000
30,000
16,456
80,000
43,600

L R S S

L S e I e N S N ]

* % X ok %
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41,000
4,000
11, 600
44,000
25,000
62,000
42,667
46,000
50,872
74,000
26,667

oe

245,707
14,000
5,600
44,000
11,000
11,000
13,000
10,667
11,000
10,667
11,000
11,600
22,000
26,667
11,000
160,000

63,600
8,000
13,333
10, 667
10,667

10, 667
11,000
22,000
10, 667

23,000
44,000
43,600
10,667
11,000
15,000
10,667
15,000
16,456
10,667
20,000
30,000
16,456
80,000
43,600
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Donald E. Paxton 11,000 *
Richard Pizitz 9,600 *
ProMed Partners, L.P. (12) 260,693 1.3%
ProMed Partners II, L.P. (13) 26,987 *
Dennis Pudvah and Emma Pudvah 8,000 *
Robert John Molleur Trust (14) 6,000 *
Ronald S. Dungan Trust
dated 9/27/97(15) 11,600 *

Susan G. Rosenthal 10,667 *
Allan P. Rothstein 44,000 *
A. Lee Royal 11,000 *
Bruce Rubin 5,000 *
Shadow Capital, LLC (16) 22,000 *
Ronald Shapiro and Susan Shapiro 8,800 *
Michael Shinn 5,000 *
Robert Spira 20,000 *
Stream Restaurant Associates, Inc.
Money Purchase Pension Plan

dated 1/1/84 (17) 26,240 *
Adam D. Stolpen 16,000 *
Jeffrey Sucoff 20,000 *
Edmund Tennenhaus 50,027 *
Douglas L. Weed 11,000 *

TOTAL 2,181,042 2,181
* Less than 1%
(1) The manager of Bru Holding Co. LLC is Bruce Toll, who exercises sole

voting and investment powers.

(2) The managing directors of Deutsche Asset Management Health Science Fund
I, Ltd. are Barry Kurokawa and David B. Muskett, who exercise shared
voting and investment powers.

(3) The trustees of Forrest Living Trust are James and Lisa Forrest, who
exercise shared voting and investment powers.

(4) The trustee of the Joseph Berland Revocable Trust is Joseph Berland,
who exercises sole voting and investment powers.

(5) The general partner of KMF Partners, LP is Karen Fleiss, who exercises
sole voting and investment powers.

(6) The managing directors of KSH Strategic Investment Fund I, LP are Cary
W. Sucoff and Harvey R. Kohn, who exercise shared voting and investment
powers.

16

(7) The president of Kachel, Spiller & Co. 1is Allan B. Kachel, who
exercises sole voting and investment powers.

(8) The president of Loving Care Agency, Inc. is Emily Karzhervsky, who
exercises sole voting and investment powers.

(9) The president and sole owner of Orion Operating Corporation is Carlyle
Macharg, who exercises sole voting and investment powers.

(10) The chief financial officer of OTATO Limited Partnership is James W.
Santori, who exercises sole voting and investment powers.

(11) The president of Parisol Corporation is Moshe Levy, who exercises sole
voting and investment powers.

(12) The managing directors of ProMed Partners, L.P. are Barry Kurokawa and

11,000
9,600
260,693
26,987
8,000
6,000

11,600
10,667
44,000
11,000
5,000
22,000
8,800
5,000
20,000

26,240
16,000
20,000
50,027
11,000

,042
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David B. Muskett, who exercise shared voting and investment powers.

(13) The managing directors of ProMed Partners II, L.P. are Barry Kurokawa
and David B. Muskett, who exercise shared voting and investment powers.

(14) The trustee of the Robert John Molleur Trust is Robert J. Molleur, who
exercises sole voting and investment powers.

(15) The trustee of the Ronald S. Dungan Trust dated 9/21/97 is Ronald S.
Dungan, who exercises sole voting and investment powers.

(16) The manager of Shadow Capital, LLC is B. Kent Garlinghouse, who
exercises sole voting and investment powers.

(17) The trustee of Stream Restaurant Associates, Inc. Money Purchase

Pension Plan dated 1/1/84 is Martin J. Schwimmer, who exercises sole
voting and investment powers.

The following table sets forth information regarding the Dbeneficial
ownership of our common stock as of September 20, 2002 by each of the Series F
Preferred Shareholders holding warrants (the "Selling Series F
Securityholders"), assuming each of the Selling Series F Securityholders elects
to exercise the warrants held by such Selling Securityholder to purchase shares
of common stock at an exercise price of $4.00 per share, the number of shares of
common stock to be sold by each Selling Series E Securityholder, and the
percentage of each Selling Series E Securityholder after the sale of common
stock included in this prospectus.

Shares Beneficially Number of
Owned Prior to Shares Being
Offering Offered
Shareholders Number Percent = = ————————————
Francis Anderson 8,346 * 8,346
Darin Baker 2,604 * 2,604
Alan Beinhacker 541 * 541
Christopher Brothers 2,604 * 2,604
James Corman 2,500 * 2,500
Cyndel & Co., Inc. (1) 12,500 * 12,500
Lenore Deluca 1,234 * 1,234
Paul Dorfman 1,287 * 1,287
Michael Fenton 467 * 467
Generation Capital Associates (2) 23,035 * 23,208
Frances Kehoe 1,234 * 1,234
Helen Kohn 31,800 * 31,800
Jason Konior 515 * 515
Nicole Kregar 1,234 * 1,234
Joe Levine 450 * 450
James McKeever 1,000 * 1,000
Damian Maggio 515 * 515
Lewis Mason 3,887 * 3,887
Frank Mauro 11,250 * 11,250
Robert Moulallem 1,000 * 1,000
Nancy Murdocco 1,234 * 1,234
Bernard Musmand 450 * 450
Dr. Joseph R. Nemeth 9,375 * 9,375
Karen Ann Orlando 1,234 * 1,234
Barry Pearl 10,000 * 10,000
John Petrucco 1,320 * 1,320
Victor Polakof 2,500 * 2,500
Sal Vatore Ponzo 4,500 * 4,500
ProMed Partners, L.P. (3) 23,035 * 23,035
ProMed Partners I (4) 24,440 * 24,440

26

Sh
Ow
Nu



Edgar Filing: PARADIGM MEDICAL INDUSTRIES INC - Form S-3/A

ProMed Partners II (5) 2,530 *
Mary Ellen Spedale 1,234 *
Ronit Sucoff 31,800 *
Scott Sucoff 5,928 *
Matthew Zagon 2,833 *

TOTAL 230,589 *

17

* Less than 1%
(1) The chairman, director and 50% shareholder of Cyndel & Co., Inc. is

Stephen J. Bayern and the president, director and 50% shareholder of
Cyndel is Patrick N. Kolenik, who together exercise shared voting and
investment powers. Messrs. Bayern and Kolenik are each a former
director of Paradigm. On October 1, 1999 and April 1, 2000, Cyndel
entered into consulting agreements with Paradigm to perform unspecified
investment banking services for Paradigm.

(2) The general partner of Generation Capital Associates is Frank E. Hart,
who exercises sole voting and investment powers.

(3) The managing directors of ProMed Partners, L.P. are Barry Kurokawa and
David B. Muskett, who exercise sole voting and investment powers.

(4) The managing directors of ProMed Partners I are Barry Kurokawa and
David B. Muskett, who exercise shared voting and investment powers.

(5) The managing directors of ProMed Partners II are Barry Kurokawa and

David B. Muskett, who exercise shared voting and investment powers.

The following table sets forth information regarding the Dbeneficial
ownership of the our common stock as of September 20, 2002, Dby each of the
holders of options (the "Selling Optionholders"), assuming each of the Selling
Optionholders elects to exercise his or her options to purchase shares of common
stock at an exercise price equal to $5.00 per share, the number of shares to be
sold by each Selling Optionholder and the percentage of each Selling
Optionholder after the sale of the shares included in this prospectus.

Shares Beneficially Numbe

Owned Prior to Shares

Offering Offe

Optionholders Number Percent = = -————————
Del Anderson 300 *
Kent Angell 5,000 *
Joseph P. Caruso 5,539 *
Rafino Dumlao 5,000 *
Clint Frederickson 400 *
Lynn M. Frye 4,000 *
Robert Gaertner 5,000 *
Miguel A. Gonzales 1,000 *
James Haydu 2,000 *
John P. Haydu 2,000 *

Zolton Haydu 15,000 * 1

John W. Hemmer (1) 60,000 * 6

2,530
1,234
31,800
5,928
2,833

230,589

r of

Being Sh
red Oow
- Numb

300
5,000
5,539
5,000

400
4,000
5,000
1,000
2,000
2,000
5,000
0,000
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Thomas L. Martin 5,000 *
Yari L. Mitchell 5,000 *
Aziz Mohabbat 10,000 *
Thomas F. Motter (2) 589,020 3.
Dale Muir 150 *
Roberto E. Parra 4,000 *
Corinne Powell 62,500 *
Cory M. Powers 5,000 *
Charles S. Pritchard 4,103 *
Ray Rivera 150 *
Zacarri D. Sisneros 15,040 *
Anthony Smith 10,000 *
Jeffrey S. Voyles 12,580 *
TOTAL 827,782
*Less than 1%.
18
(1) Mr. Hemmer is senior vice president of Paradigm.
(2) Mr. Motter is the chairman and chief executive
Paradigm.

The following table sets forth
stock as of
(the "Selling Optionholders"),

ownership of the our common

holders of options

information
September 20,

2002,

regarding the
by each of the
assuming each of the Selling

5,000
5,000
10,000
143,450
150
4,000
62,500
5,000
4,103
150
15,040
10,000
12,580

382,212

officer of

beneficial

Optionholders elects to exercise his or her options to purchase shares of common

stock at an exercise price equal to $2.75 per share,
Optionholder

sold by each Selling

and the percenta

ge of

the number of shares to be
each

Selling

Optionholder after the sale of the shares included in this prospectus.

Optionholders

Kent Angell
Joseph P. Caruso
Rafino Dumlao
Chris Fiore

Lynn M. Frye
Robert Gaertner
Kathy M. Hand
Keith D. Ignotz (1)
Cynthia Kozak
Randall A. Mackey (2)
Thomas L. Martin
Heber C. Maughan
Mark R. Miehle (3)
Yari L. Mitchell
Aziz Mohabbat
Luis Mostacero

Shares Beneficially

Owned Pr
Offer
Number

2,500
2,500
2,500
6,250
1,250
2,500
15,000
125,000
6,000
325,000
2,500
30,000
233,966
25,000
50,000
2,500

ior to
ing
Percent

L T T S N S S N N S N

Number of

Shares Being

Offered

2,500
2,500
2,500
6,250
1,250
2,500
15,000
125,000
6,000
325,000
2,500
30,000
165,000
25,000
50,000
2,500

445

Sh
Ow
Numb

68,
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Thomas F. Motter (4) 1,370,570 7.0%
Tiffany Onwuegeu 2,500 *
Roberto E. Parra 2,500 *
Corinne Powell 275,000 1.4%
Cory M. Powers 2,500 *
Charles S. Pritchard 6,000 *
Dr. David M. Silver(5) 335,666 *
Zacarri D. Sisneros 6,250 *
Anthony Smith 6,250 *
Brad Tenney 2,500 *
John Tricarico 6,000 *
Jeffrey S. Voyles 12,500 *
Petra Yekulis 1,250 *
TOTAL 2,861,952

*Less than 1%.

925,000
2,500
2,500

275,000
2,500
6,000

325,000
6,250
6,250
2,500
6,000

12,500
1,250

2,336,750

(1) Mr. Ignotz 1is a director of Paradigm.

(2) Mr. Mackey is chairman of the board and secretary of Paradigm.

(3) Mr. Miehle is the former president and chief operating officer of
Paradigm.

(4) Mr. Motter is the former chairman and chief executive officer of
Paradigm.

(5) Dr. Silver is a director of Paradigm.
The following table sets forth information regarding the Dbeneficial

ownership of our common stock as of September 20, 2002, Dby each of the holders
of options (the "Selling Optionholders"), assuming each of the Selling
Optionholders elects to exercise his options to purchase shares of common stock

at an exercise price equal to $6.00 per share,
by each Selling Optionholder and the
after the sale of the shares included in this prospectus.

19

Shares Beneficially
Owned Prior to

Offering
Optionholders Number Percent
Randall A. Mackey (1) 75,000 *
Mark R. Miehle (2) 218,966 1.1%
Dr. David M. Silver (3) 85,666 *
TOTAL 379,632

*Less than 1%.

(1) Mr. Mackey is secretary and a director of Paradigm.

(2) Mr. Miehle 1is the former president and chief operating
Paradigm.

(3) Dr. Silver is a director of Paradigm.

the number of shares to be sold
percentage of each Selling Optionholder

Number of
Shares Being
Offered

75,000
150,000
75,000

300,000

officer of
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The following table sets forth information regarding the Dbeneficial
ownership of our common stock as of September 20, 2002, Dby each of the holders
of options (the "Selling Optionholders"), assuming each of the Selling
Optionholders elects to exercise his options to purchase shares of common stock
at an exercise price equal to $4.00 per share, the number of shares to be sold
by each Selling Optionholder and the percentage of each Selling Optionholder
after the sale of the shares included in this prospectus.

Shares Beneficially Number of
Owned Prior to Shares Being Sh
Offering Offered Ow
Optionholders Number Percent = = ———————————— Numb
Steven J. Bayern (1) 112,500 * 112,500
Robert L. Frome (2) 216,667 1.1% 150,000 66,66
Keith D. Ignotz (3) 75,709 * 75,000 70
Patrick N. Kolenik (4) 112,500 * 112,500
Randall A. Mackey (5) 75,000 * 75,000
Thomas F. Motter (6) 495,570 2.5% 50,000 445,57
Dr. David M. Silver (7) 85,666 * 75,000 10, 66
TOTAL 1,173,612 650,000 523,61

Less than 1%

(1) Mr. Bayern is a former director of Paradigm.

(2) Mr. Frome is a former director of Paradigm.

(3) Mr. Ignotz is a director of Paradigm.

(4) Mr. Kolenik is a former director of Paradigm.

(5) Mr. Mackey is chairman of the board and secretary of Paradigm.

(6) Mr. Motter is the former chairman and chief executive officer of
Paradigm.

(7) Dr. Silver is a director of Paradigm.

The following table sets forth information regarding the Dbeneficial
ownership of our common stock as of September 20, 2002, Dby each of the holders
of warrants (the "Selling Securityholders"), assuming each of the Selling
Securityholders elects to exercise the warrants held by such Selling
Securityholder to purchase shares of common stock at exercise prices ranging
from $2.38 to $8.125 per share, the number of shares to be sold by each Selling
Securityholder and the percentage of each Selling Securityholder after the sale
of the shares included in this prospectus.

Shares Beneficially Number of
Owned Prior to Shares Being Sh
Offering Offered Ow
Securityholders Number Percent = - ———————————— Numb
Consulting for Strategic Growth, Ltd. 40,000 * 40,000
Cyndel & Co., Inc. (1) 475,000 2.4% 475,000
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John W. Hemmer (2) 75,000 * 75,000
Kenneth Jerome & Company, Inc. 200,000 1.0% 200,000
20

Barry Kaplan Associlates 100,000 * 100,000
Helen Kohn 50,000 * 50,000
Dr. Michael M. Limberg (3) 479,580 2.4% 300,000
Rodman & Renshaw, Inc. 35,000 * 35,000
Ronit Sucoff 106,703 * 50,000

TOTAL 1,553,913 1,325,000

Less than 1%.

(1) The chairman, director and 50% shareholder of Cyndel & Co., Inc. is
Stephen J. Bayern and the president, director and 50% shareholder of
Cyndel is Patrick N. Kolenik, who together exercise shared voting and
investment powers. Messrs. Bayern and Kolenik are each a former
director of Paradigm. On October 1, 1999 and April 1, 2000, Cyndel
entered into consulting agreements with Paradigm to perform unspecified
investment banking services for Paradigm.

(2) Mr. Hemmer is senior vice president of Paradigm.

(3) Dr. Limberg is a consultant to Paradigm.

The following table sets forth information regarding the Dbeneficial
ownership of our common stock as of September 20, 2002, Dby each of the
shareholders registering shares of common stock for resale (the "Selling
Shareholders") pursuant to registration rights granted to such Selling
Shareholders, the number of shares to be sold by each Selling Shareholder and
the percentage of each Selling Shareholder after the sale of the shares included
in this prospectus.

Shares Beneficially Number of
Owned Prior to Shares Being
Offering Offered
Shareholders Number Percent = - ————————————
Scott S. Bair 50,000 * 50,000
Ray P. Carracciolo 3,698 * 3,698
John Charles Casebeer, M.D. 43,684 * 43,684
Leith Clotfelter 116 * 116
Thomas Clotfelter 116 * 116
Jarrod R. Eberhardt 4,108 * 4,108
Erin C. Eberhardt 4,108 * 4,108
Eberhardt Family Trust (UTD)
dated 3/12/92 (1) 13,353 * 13,353
Charles George 462 * 462
Douglas A. Hester 1,284 * 1,284
I.0. Assets, Inc. 1,222,825 6.2% 1,222,825
Joshua E. Josephson 924 * 924
David R. Kahn 180 * 180
Rodger T. Kame 642 * 642

31

Sh
Ow
Numb



Edgar Filing: PARADIGM MEDICAL INDUSTRIES INC - Form S-3/A

Peter Kristensen (2) 50,000
Dr. Michael M. Limberg (3) 179,580
Sheila G. Lipin 6,163
William R. Lipin 9,244
George Mansfield 50,466
F. Brinton McConkie (4) 50,000
Mentor Corporation (5) 763,651
Mark R. Miehle (6) 68, 966
Wilfred H. Newsham and Therese D.

Newshaw Living Trust (UDT)

dated 8/13/92 (7) 924
William Norgren 539
Phillips, Haskett & Ingwalson, P.C. (8) 6,163
Frederick C. Phillips 2,311
Polycore Optical Pte., Ltd. (9) 694,816

21

Charles S. Pritchard 51

D.A. Rorabaugh and Lorraine
Rorabaugh Trust (UTD) dated
5/21/85 (10) 16

Dale Rorabaugh 1,541
David and Dee Russell 1,849
Gary Wisniewski 1,320
James D. Wood 1,078
Bear Stearns as Custodian FBO

Leonard Russin, IRA 25,000
Carcap, Co. LLC 15,500
JAOR Partners 5,000
Helen Kohn 52,500

KSH Strategic Investment Fund I, LP
(11) 32,500

Stanley Goldberg Revocable Trust (12) 10,000
Michael W. Stelzer (13) 40,000
Ronit Sucoff 3,370
Tov Industrial Products (14) 55,000
R.F. Lafferty & Co. (15) 100,000
Triton West Group, Inc. (16) 695,991
TOTAL 4,269,039
Less than 1%.
(1) The trustee of the Eberhardt Family Trust (UTD)
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oe
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50,000
87,580
6,163
9,244
50,466
50,000
763,651
18,500

924

539
6,163
2,311
694,816

51

16
1,541
1,849
1,320
1,078

25,000
15,500

5,000
52,500

32,500
10,000
40,000
3,370
55,000
100,000
695,991

4,126,573

3/12/92 is

Richard A. Eberhardt, who exercises sole voting and investment powers.

(2) Mr. Kristensen is a consultant to Paradigm.

(3) Dr. Limberg is a consultant to Paradigm.

(4) Mr. McConkie is a consultant to the Company.

(5) The senior wvice ©president and <chief financial officer of Mentor
Corporation 1is Adel Michael, who exercises sole voting and investment
powers. On October 24, 1999, Mentor entered into an asset purchase
agreement with Paradigm to sell Mentor's cataract surgery product line.

(6) Mr. Miehle is the former president and chief operating officer of

Paradigm.
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(7) The trustee of the Wilfred H. Newshaw and Therese D. Newshaw Living
Trust (UDT) dated 8/13/92 are Wilfred H. Newshaw and Therese D Newshaw,
who exercise shared voting and investment powers.

(8) The secretary of Phillips, Haskett & Ingwalson, P.C. is Frederick C.
Phillips, who exercises sole voting and investment powers.

(9) The managing director of Polycore Optical Pte., Ltd. is Sammy Summargo,
who exercises sole voting and investment powers.

(10) The trustees of the D.A. Rorabaugh and Lorraine Rorabaugh Trust (UTD)

dated 5/21/85 are Dale A. and Lorraine Rorabaugh, who exercise shared
voting and investment powers.

(11) The trustee of The Wedemeyer Family Trust (UDT) dated 8/8/85 is Jerry
T. Wedemeyer, who exercises sole voting and investment powers.

(12) The trustee of the Stanley Goldberg Revocable Trust is Stanley
Goldberg, who exercises sole voting and investment powers.

(13) Mr. Stelzer is the former vice president of operations and chief
operating officer of Paradigm.

(14) The president of Tov Industrial Products is Joseph Frimerman, who
exercises sole voting and investment powers.

(15) The president of R.F. Lafferty & Co. is Henry Hackel, who exercises
sole voting and investment powers.

(16) The president of Triton West Group, Inc. 1is E. Edward Jung, who
exercises sole voting and investment powers. On June 30, 2000, Triton

West Group, Inc. entered into a private equity line of credit agreement
with Paradigm.
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DESCRIPTION OF SECURITIES

Paradigm's authorized capital stock consists of 40,000,000 shares of
common stock, $.001 par value per share, and 5,000,000 shares of preferred
stock, $.001 par value per share. Paradigm has created six classes of preferred
stock, designated as Series A preferred stock, Series B preferred stock, Series
C convertible preferred stock, Series D convertible preferred stock, Series E
convertible preferred stock and Series F convertible preferred stock.

Common Stock. The holders of common stock are entitled to one vote for
each share held of record on all matters to be voted on by stockholders. The
holders of common stock are entitled to receive such dividends, if any, as may
be declared from time to time by the Board of Directors in its discretion from
legally available funds. Upon liquidation or dissolution of Paradigm, the
holders of common stock are entitled to receive, pro rata, assets remaining
available for distribution to stockholders. The common stock has no cumulative
voting, preemptive or subscription rights and is not subject to any future
calls. There are no conversion or redemption rights applicable to the shares of
common stock. All the outstanding shares of common stock are fully paid and
nonassessable.

Preferred Stock. The Board of Directors is authorized, without further

action by the stockholders, to issue, from time to time, up to 5,000,000 shares
of preferred stock in one or more <classes or series, and to fix or alter the
designations, power and preferences, and relative participation, option or other
rights, if any, and qualifications, 1limitations or restrictions thereof,
including, without limitation, dividend rights (and whether dividends are
cumulative), conversion rights, if any, voting rights (including the number of
votes, 1if any, per share), redemption rights (including sinking fund provisions,

if any), and 1liquidation preferences of any unissued shares or wholly unissued
series of preferred stock, and the number of shares constituting any such class
or series and its designation and to increase or decrease the number of such
class or series subsequent to the issuance of shares of such class or series,
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but not below the number of shares of such class or series then outstanding. The
issuance of any series of preferred stock under certain circumstances could have
the effect of delaying, deferring or preventing a change in control and could
adversely affect the rights of the holders of the common stock. As of the date
of this Memorandum, Paradigm has created and issued shares of five classes of
preferred stock more fully discussed below.

Series A Preferred Stock. The Board of Directors has authorized the
issuance of a total of 500,000 shares of Series A preferred stock. Each share of
Series A preferred stock is convertible into shares of common stock at a rate of
1.2 shares of common stock for each share of Series A preferred stock. Paradigm
may, at its sole option, at any time, redeem all of the then-outstanding shares
of Series A preferred stock at a price of $4.50 per share, plus accrued and
unpaid dividends, 1if any. The holders of shares of Series A preferred stock are
entitled to non-cumulative preferred dividends at the rate of $0.24 per share of
Series A preferred stock per annum, payable in cash on or before December 31 of
each year, commencing December 31, 1995. Such dividends, however, can only be
paid from surplus earnings of Paradigm and further, because these dividends are
non-cumulative, no deficiencies in dividend payments from any calendar year can
be carried forward to the next calendar year. The Series A preferred stock has
priority rights to dividends over the common stock, but will not participate in
any dividends payable to the holders of shares of common stock. No dividends
will be paid to holders of shares of common stock unless and until all dividends
on shares of preferred stock have been paid in full for the same period. Except
upon the redemption of the Series A preferred stock or before the payment of
dividends on any shares of capital stock that are on par with or junior or
subordinate to the Series A preferred stock as to dividends, or upon the
liquidation, dissolution or winding-up of Paradigm, the payment of dividend from
surplus earnings was not mandatory prior to December 31, 1995. In the event of
any liquidation, dissolution or winding-up of Paradigm, the holders of shares of
Series A preferred stock are entitled to receive, prior and in preference to,
any distribution of any of the assets or surplus funds of Paradigm to the
holders of shares of common stock or any other stock of Paradigm ranking on
liquidation junior or subordinate to the Series A preferred stock, an amount
equal to $1.00 per share, plus accrued and unpaid dividends, if any. Holders of
shares of Series A preferred stock have no voting rights, except in those
instances required by Delaware law.

As of September 20, 2002, there were a total of 5,627 shares of Series
A preferred stock issued and outstanding. A total of 6,753 shares of common
stock has been set aside and reserved 1in the event the holders of shares of
Series A preferred stock elect to convert those shares into shares of common
stock. As of September 20, 2002, 116,897 shares of Series A preferred stock have
been converted into 140,276 shares of common stock.
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Series B Preferred Stock. The Board of Directors has authorized the
issuance of a total of 500,000 shares of Series B preferred stock. Each share of
the Series B preferred stock is convertible into shares of common stock at a
rate of 1.2 shares of common stock for each share of Series B preferred stock.

Paradigm may, at 1its sole option, at any time, redeem all of the
then-outstanding shares of Series B preferred stock at a price of $4.50 per
share, plus accrued and unpaid dividends, if any. The holders of shares of

Series B preferred stock are entitled to non-cumulative preferred dividends at
the rate of $0.48 per share of Series B preferred stock per annum, payable in
cash on or before December 31 of each year, commencing December 31, 1995. Such
dividends, however, can only be paid from surplus earnings of Paradigm and
further, because these dividends are non-cumulative, no deficiencies in dividend
payments from any calendar vyear can be carried forward to the next calendar
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year. The Series B preferred stock has priority rights to dividends over the
common stock, but will not participate in any dividends payable to the holders
of shares of common stock. No dividends will be paid to holders of shares of
common stock unless and until all dividends on shares of preferred stock have
been paid in full for the same period. Except upon the redemption of the Series
B preferred stock or before the payment of dividends on any shares of capital
stock that are on par with or junior or subordinate to the Series B preferred
stock as to dividends, or upon the 1liquidation, dissolution or winding-up of
Paradigm, the payment of dividends from surplus earnings was not mandatory prior
to December 31, 1995. In the event of any liquidation, dissolution or winding-up
of Paradigm, the holders of shares of Series B preferred stock are entitled to
receive, prior and in preference to, any distribution of any of the assets or
surplus funds of Paradigm to the holders of shares of common stock or any other
stock of Paradigm ranking on liquidation Jjunior or subordinate to the Series B
preferred stock, an amount equal to $4.00 per share, plus accrued and unpaid
dividends, if any. Holders of shares of Series B preferred stock have no voting
rights, except in those instances required by Delaware law.

As of September 20, 2002, there were a total of 8,986 shares of Series
B preferred stock issued and outstanding. A total of 10,783 shares of common
stock have been set aside and reserved in the event the holders of shares of
Series B preferred stock elect to convert those shares into shares of common
stock. As of September 20, 2002, 484,014 shares of Series B preferred stock have
been converted into 580,817 shares of common stock.

Series C Preferred Stock. The Board of Directors has authorized the
issuance of a total of 30,000 shares of Series C preferred stock at $100 per
share. Each share of Series C preferred stock is convertible into shares of
common stock at an initial conversion ©price equal to $1.75 per share of common
stock (or approximately 57.14 common shares for each share of Series C preferred
stock), subject to adjustments for stock splits, stock dividends and certain
combinations or recapitalizations in respect of the common stock. The shares are
also automatically converted into common stock upon 30 days' written notice by
Paradigm to the holders of the shares after (i) the 30-day anniversary of the
effective date of the filing of a registration statement in which shares of
common stock issuable upon conversion of the shares were registered and (ii) the
average closing price of the common stock for the 20-day period immediately
prior to the date in which notice of conversion 1is given to the holders of the
shares is at least $3.50 per shares. Any shares still outstanding after January
1, 2002 shall be mandatorily converted at such date at the conversion price then

in effect. Holders of the shares have no redemption rights. The holders of
shares of Series C preferred stock are entitled to 12% non-cumulative preferred
dividends. However, the shares shall be entitled to dividends declared on the

common stock on an as-converted basis. Such dividends shall accrue from the date
of issuance or the last preferred dividend record date and be payable in cash or
shares of common stock. Such dividends, however, can only be paid at Paradigm's
sole option from surplus earnings and further, Dbecause these dividends are
non-cumulative, no deficiencies in dividend payments from any calendar year can
be carried forward to the next calendar year. In the event of any liquidation,
dissolution, sale of all or substantially all of the assets or merger or
consolidation of Paradigm (and, in case of a merger or consolidation, Paradigm
is not the surviving entity), the holders of Series C preferred stock shall be
entitled to receive, 1n ©preference to the holders of all other classes of
capital stock, whether now existing or hereinafter created (other than Series A
preferred stock and Series B preferred stock with which Series C preferred stock
shall, for purposes of a liquidation, rank Jjunior), an amount per share equal to
the greater of (A) the amount such shares would have received had such holders
converted the Series C preferred stock into common stock immediately prior to
such liquidation, plus declared or unpaid dividends or (B) or the stated wvalue,
$100 per share, subject to such liquidation plus declared but unpaid dividends.
Holders of shares of Series C preferred stock shall have no voting rights,
except in those instances required by Delaware law.
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As of September 20, 2002, there were no shares of Series C preferred
stock issued and outstanding. As of September 20, 2002, 29,990 shares of Series
C preferred stock have been converted into 1,713,714 shares of common stock.

Series D Convertible Preferred Stock. The Board of Directors authorized
the issuance of a total of 1,140,000 shares of Series D convertible preferred
stock at $1.75 per share. Each share of Series D preferred stock is convertible

into one share of common stock, subject to adjustments for stock splits, stock
dividends and certain combinations or recapitalizations in respect of the common
stock. The shares are also automatically converted into common stock upon 30
days' written notice by Paradigm to the holders of the shares after (i) the

30-day anniversary of the effective date of a registration statement in which
shares of common stock issuable upon conversion of the shares are registered and
(ii) the average <closing price of the common stock for the 20-day period
immediately prior to the date in which notice of conversion 1s given to the
holders of the shares is at least $3.50 per share. Any shares still outstanding
after January 1, 2002 shall be mandatorily converted at such date at the

conversion price then in effect. Holders of the shares have no redemption
rights. The holders of shares of Series D preferred stock are entitled to 10%

non-cumulative preferred dividends. Additionally, holders of the shares will
receive any dividends declared on the common stock on an as-converted basis.
Such dividends accrue from the date of issuance or the last preferred dividend

record date and are payable in cash or shares of common stock. Such dividends,
24
however, can only be paid at Paradigm's sole option from surplus earnings and

further because these dividends are non- cumulative, no deficiencies in dividend
payments from any calendar vyear can be carried forward to the next calendar
year. In the event of any liquidation, dissolution, sale of all or substantially
all of the assets or merger or consolidation of Paradigm (and, in case of a
merger or consolidation, Paradigm is not the surviving entity), the holders of
Series D preferred stock are entitled to receive, 1in preference to the holders
of all other <classes of capital stock, whether now existing or hereinafter
created, other than Series A preferred stock, Series B preferred stock and
Series C preferred stock with which Series D preferred stock shall, for purposes
of a liquidation, rank junior, an amount per share equal to the greater of (A)
the amount such shares would have received had such holders converted the Series
D preferred stock into common stock immediately prior to such liquidation, plus

declared or unpaid dividends or (B) or the stated wvalue, $1.75 per share,
subject to such 1liquidation plus declared but unpaid dividends. Holders of
shares of Series D preferred stock have no voting rights, except in those

instances required by Delaware law.

As of September 20, 2002, there were a total of 5,000 shares of Series
D preferred stock issued and outstanding. A total of 8,750 shares of common
stock has been set aside and reserved 1in the event the holders of the Series D
preferred stock elect to convert those shares into shares of common stock. As of
September 20, 2002, 1,630,000 shares of Series D preferred stock have been
converted into 1,985,000 shares of common stock.

Series E Preferred Stock. The Board of Directors has authorized the
issuance of a total of 50,000 shares of Series E preferred stock at a stated
value of $100 per share. Each share of Series E preferred stock is convertible
into shares of common stock at an initial conversion price equal to $1.875 per
share of common stock (or 53.33 common shares for each share of Series E
preferred stock), subject to adjustments for stock splits, stock dividends and
certain combinations or recapitalizations 1in respect of the common stock. The

36



Edgar Filing: PARADIGM MEDICAL INDUSTRIES INC - Form S-3/A

shares are also automatically converted into common stock upon 30 days' written
notice by Paradigm to the holders of the shares after (i) the 30-day anniversary
of the effective date of the filing of a registration statement in which shares
of common stock issuable upon conversion of the shares were registered and (ii)
the average closing price of the common stock for the 20-day period immediately
prior to the date in which notice of conversion 1is given to the holders of the
shares is at least $3.50 per share. Any shares still outstanding after January
1, 2005 shall be mandatorily converted at such date at the conversion price then

in effect. Holders of the shares have no redemption rights. The holders of
shares of Series E preferred stock are entitled to 8% non-cumulative preferred
dividends. However, the shares shall be entitled to dividends declared on the

common stock on an as-converted basis. Such dividends shall accrue from the date
of issuance or the last preferred dividend record date and be payable in cash or
shares of common stock. Such dividends, however, can only be paid at Paradigm's
sole option from surplus earnings and further, Dbecause these dividends are
non-cumulative, no deficiencies in dividend payments from any calendar year can
be carried forward to the next calendar year. In the event of any liquidation,
dissolution, sale of all or substantially all of the assets or merger or
consolidation of Paradigm (and, in case of a merger or consolidation, Paradigm
is not the surviving entity), the holders of Series E preferred stock shall be
entitled to receive, 1n ©preference to the holders of all other classes of
capital stock, whether now existing or hereinafter created (other than Series A
preferred stock, Series B preferred stock, Series C preferred stock and Series D
convertible preferred stock with which Series E preferred stock shall, for
purposes of a liquidation, rank Jjunior), an amount per share equal to the
greater of (A) the amount such shares would have received had such holders
converted the Series E preferred stock into common stock immediately prior to
such liquidation, plus declared or unpaid dividends or (B) or the stated wvalue,
$100 per share, subject to such liquidation plus declared but unpaid dividends.
Holders of shares of Series E preferred stock shall have no voting rights,
except in those instances required by Delaware law.

As of September 20, 2002, there were a total of 1,500 shares of Series
E preferred stock issued and outstanding. A total of 80,000 shares of common
stock has been set aside and reserved 1in the event the holders of Series D
preferred stock elect to convert those shares into shares of common stock. As of
September 20, 2002, 44,719 shares of Series E preferred stock have been
converted into 2,385,013 shares of common stock.

Series F Preferred Stock. The Board of Directors has authorized the
issuance of a total of 50,000 shares of Series F preferred stock at a stated
price of $100 per share. Each share of Series F preferred stock is convertible
into shares of common stock at an initial conversion price equal to $1.875 per
share of common stock (or 53.33 common shares for each share of Series E
preferred stock), subject to adjustments for stock splits, stock dividends and
certain combinations or recapitalizations 1in respect of the common stock. The
shares are also automatically converted into common stock upon 30 days' written
notice by Paradigm to the holders of the shares after (i) the 30-day anniversary
of the effective date of the filing of a registration statement in which shares
of common stock issuable upon conversion of the shares were registered and (ii)
the average closing price of the common stock for the 20-day period immediately
prior to the date in which notice of conversion 1is given to the holders of the
shares is at least $3.50 per share. Any shares still outstanding after January
1, 2005 shall be mandatorily converted at such date at the conversion price then

in effect. Holders of the shares have no redemption rights. The holders of
shares of Series F preferred stock are entitled to 8% non-cumulative preferred
dividends. However, the shares shall be entitled to dividends declared on the

common stock on an as-converted basis. Such dividends shall accrue from the date
of issuance or the last preferred dividend record date and be payable in cash or

shares of common stock. Such dividends, however, can only be paid at Paradigm's
sole option from surplus earnings and further, Dbecause these dividends are
non-cumulative, no deficiencies in dividend payments from any calendar year can
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be carried forward to the next calendar year. In the event of any liquidation,
dissolution, sale of all or substantially all of the assets or merger or
consolidation of Paradigm (and, in case of a merger or consolidation, Paradigm
is not the surviving entity), the holders of Series F preferred stock shall be
entitled to receive, 1n ©preference to the holders of all other classes of
capital stock, whether now existing or hereinafter created (other than Series A

25
preferred stock, Series B preferred stock, Series C preferred stock, Series D
Convertible preferred stock and Series E preferred stock with which Series F
preferred stock shall, for purposes of a liquidation, rank Jjunior), an amount

per share equal to the greater of (A) the amount such shares would have received
had such holders converted the Series F preferred stock into common stock
immediately prior to such liquidation, plus declared or unpaid dividends or (B)
or the stated value, $100 per share, subject to such liguidation plus declared
but unpaid dividends. Holders of shares of Series F preferred stock shall have
no voting rights, except in those instances required by Delaware law.

As of September 20, 2002, there were 6,273.75 shares of Series F
preferred stock issued and outstanding. A total of 334,600 shares of common
stock has been set aside and reserved 1in the event the holders of Series E
preferred stock elect to convert those shares of common stock. As of September
20, 2002, 41,773.25 shares of Series F preferred stock have been converted into
2,227,907 shares of common stock.

Although Paradigm was not instructed by any regulatory body to actually
conduct the Rescission Offer, Paradigm decided to go forward with the Rescission
Offer to reduce any type of potential contingent liability it may be exposed to
in connection with its private placement of Series B preferred stock. The
Rescission Offer is designed to reduce such contingent 1liability by placing the
Series B Stockholders on notice of possible defects and presenting them with an
opportunity to avoid or mitigate damages. The Rescission Offer, however, may not
fully relieve Paradigm from exposure to contingent 1liability wunder federal or
state securities laws.

Class A Warrants. Each Class A warrant entitles the holder to purchase
one share of common stock at an exercise price of $7.50 per share. Class A
warrants are exercisable through July 10, 2003, provided that at the time of
exercise a current prospectus relating to the common stock is then in effect and
the common stock is qualified for sale or exempt from qualification under
applicable state securities laws. The Class A warrants are subject to redemption
by Paradigm commencing July 10, 1997, upon 30 days' written notice, at a price
of $.05 per Class A warrant if the average closing bid price of the common stock
for any 30 consecutive Dbusiness days ending within 15 days of the date of which
the notice of redemption is given shall have exceeded $8.50 per share. Holders
of Class A warrants automatically forfeit their rights to purchase the shares of
common stock issuable upon exercise of such warrants unless the warrants are
exercised before the close of business on the business day immediately prior to
the date set for redemption. All outstanding Class A warrants must be redeemed
if any Class A warrants are redeemed. A notice of redemption shall be mailed to
each of the registered holders of the Class A warrants by first class mail,
postage prepaid, 30 days before the date fixed for redemption. The notice of
redemption shall specify the redemption price, the date fixed for redemption,
the place where the Class A warrant certificates shall be delivered and the
redemption price to be paid, and that the right to exercise a Class A warrant
shall terminate at 5:00 p.m. (Salt Lake City time) on the business day
immediately preceding the date fixed for redemption.
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The Class A warrants may be exercised upon surrender of the
certificate(s) therefore on or prior to the expiration or the redemption date at
the offices of Continental Stock Transfer & Trust Company, Paradigm's warrant
agent (the "Warrant Agent") with the subscription form on the reverse side of
the certificate(s) completed and executed as indicated, accomplished by payment
(in the form of a certified or cashier's check payable to the order of Paradigm)
of the full exercise price for the number of warrants being exercised.

The Class A warrants contain provisions that protect the holders
thereof against dissolution by adjustment of the exercise price per share and
the number of shares issuable wupon exercise thereof upon the occurrence of
certain events including issuances of common stock (or securities convertible,
exchangeable or exercisable into common stock) at less than market value, stock
dividends, stock splits, mergers, sale of substantially all of Paradigm's
assets, and for other extraordinary events; provided, however, that no such
adjustment shall be made upon, among other things (i) the issuance or exercise
of options or other securities wunder employee benefit plans (ii) the sale or
exercise of outstanding options or warrants or the Class A warrants, or (iii)
the conversion of shares of Paradigm's preferred stock to common stock.
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The Company is not required to issue fractional shares of common stock,
and in lieu thereof will make a cash payment based upon the current market value

of such fractional shares. The holder of Class A warrants will not possess any
right as a shareholder of Paradigm unless or until he or she exercises the Class
A warrants. As of September 20, 2002, the Class A warrants have not been
exercised.

Series E Preferred Stockholders Warrants. In connection with the sale
of 48,219 shares of Series E preferred stock through a private offering in
reliance on the exemption contained in Section 4(2) of the Securities Act of
1933, as amended, and pursuant to the provisions of Rule 506 of Regulation D
promulgated thereunder, Paradigm issued warrants to holders of Series E
preferred stock to purchase 241,095 shares of common stock. Each warrant
entitled the holder to purchase one share of common stock at an exercise price
of $4.00 per share. The warrants are exercisable through May 23, 2006. These
warrants contain provisions that protect the holder thereof against dilution by
adjustment of the exercise ©price per share and the number of shares issuable
upon exercise thereof upon the occurrence of certain events, including stock
dividends, stock splits, mergers and the sale of substantially all of Paradigm's
assets. The Company is not required to issue fractional shares of common stock,
and in lieu thereof will make a cash payment based upon the current market value
of such fractional shares. The holder of the warrants will not possess any
rights as a shareholder wunless and until the holder exercises the warrants. As
of September 20, 2002, none of the Series E Preferred Shareholders warrants has
been exercised.

Series F Preferred Stockholders Warrants. In connection with the sale
of 48,046 shares of Series F preferred stock through a private offering in
reliance on the exemption contained in Section 4(2) of the Securities Act of
1933, as amended, and pursuant to the provisions of Rule 506 of Regulation D
promulgated thereunder, Paradigm issued warrants to purchase 251,114 shares of
common stock. Each Warrant entitled the holder to purchase one share of common
stock at an exercise price of $4.00 per share. The warrants are exercisable
through August 20, 2006. These warrants contain provisions that protect the
holder thereof against dilution by adjustment of the exercise price per share
and the number of shares 1issuable upon exercise thereof upon the occurrence of
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certain events, including stock dividends, stock splits, mergers and the sale of
substantially all of Paradigm's assets. Paradigm is not required to issue
fractional shares of common stock, and in lieu thereof will make a cash payment
based upon the current market value of such fractional shares. The holder of the
warrants will not ©possess any rights as a shareholder wunless and until the
holder exercises the warrants. As of September 20, 2002, none of the Series F
Preferred Shareholders warrants has been exercised.

Kenneth Jerome Warrants. In connection with its public offering,
Paradigm issued and sold warrants to Kenneth Jerome & Company, Inc. ("Kenneth
Jerome") the underwriters of that offering, to purchase 100,000 shares of common
stock at $8.125 per share commencing July 10, 1998 and continuing to be
exercisable wuntil July 10, 2003, and an additional 100,000 shares of common
stock at a price of $7.50 per share exercisable for the same period of time.
During the exercise period, holders of the Kenneth Jerome warrants are entitled
to certain demand and incidental registration rights with respect to the
securities issuable upon exercise of the Kenneth Jerome warrants. The number of
shares covered by the Kenneth Jerome warrants are subject to adjustment in
certain events to prevent dissolution. The Company may redeem the Kenneth Jerome
warrants Dbeginning July 10, 1998 at a price of $.05 per warrant at such time as
Paradigm's common stock has been trading on The Nasdag SmallCap Market or an
established exchange at a price equal to or above $10.00 per share for a period
of 30 consecutive business days ending within 15 days of the date of redemption.
Prior to July 10, 1998, the Kenneth Jerome warrants are not transferable except
to officers and directors of the representative, co- underwriters, selling group
members and their officers or partners. As of September 20, 2002, none of the
Kenneth Jerome warrants has been exercised.

KSH Investment Group Warrants. In connection with its Series D
Preferred private placement, Paradigm issued warrants to KSH Investment Group,
Inc. ("KSH Investment Group") warrants to purchase 208,400 shares of common
stock. These warrants consist of Placement Agent Warrants to purchase 68,400

shares of common stock at any time not later than February 12, 2004 at exercise
price of $2.50 per share for warrants to purchase 55,539 shares of common stock,
$2.69 per share for warrants to purchase 10,461 shares, and $2.38 per share for
warrants to purchase 2,400 shares of common stock. The Investment Banking Fee
warrants consist of warrants to purchase 140,000 shares of common stock at any
time no later than March 1, 2004 at an exercise price of $2.38 per share. The
KSH Investment Group warrants contain provisions that protect holders thereof
against dilution by adjustment of the exercise price per share and the number of
shares 1issuable upon exercise thereof upon the occurrence of certain events,
including stock dividends, stock splits, mergers and the sale of substantially
all of Paradigm's assets. The Company is not required to issue fractional shares
of common stock, and in lieu thereof will make a cash payment Dbased upon the

current market value of such fractional shares. The registered holders of the
KSH 1Investment Group warrants also may elect to exercise their warrants by way
of cashless exercise of the warrants. The number of shares of common stock

issuable on the cashless exercise of the KSH Investment Group warrants is equal
to the total number of warrants issued to the holder times the difference
between the then current market price and the exercise price of the warrants
divided by the market price of the warrants. The holder of the KSH Investment
Group warrants will not possess any rights as a shareholder of Paradigm unless
and until the holder exercises the warrants. As of September 20, 2002, none of
the KSH Investment Group warrants has been exercised.

Cyndel Warrants. In connection with certain financings that Cyndel
provided to Paradigm, Paradigm issued warrants to Cyndel & Co., Inc. ("Cyndel")
to purchase an aggregate of 475,000 shares of common stock. These warrants
consist of warrants to purchase 75,000 shares of common stock at any time not
later than February 7, 2006, at an exercise price of $4.00 per share; warrants
to purchase 150,000 shares of common stock at any time not later than August 10,
2005, at an exercise price of $4.00 per share; and warrants to purchase 250,000
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shares of common stock at any time not later than August 31, 2005, at an
exercise price of $3.00 per share. The warrants contain provisions that protect
the holder thereof against dilution by adjustment of the exercise price per
share and the number of shares issuable upon exercise thereof upon the
occurrence of certain events, including stock dividends, stock splits, mergers
and the sale of substantially all of Paradigm's assets. Paradigm is not required
to issue fractional shares of common stock, and in lieu thereof will make a cash
payment based upon the current market value of such fractional shares. The
holder of the warrants will not possess any rights as a shareholder of Paradigm
unless and until the holder exercises the warrants. As of September 20, 2002,
none of the Cyndel warrants has been exercised.
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Lafferty Warrants. In connection with an investment banking agreement
with R. F. Lafferty & Co., Inc. ("Lafferty"), Paradigm issued warrants to

Lafferty to purchase 100,000 shares of Paradigm's common stock. Each warrant
entitles Lafferty to purchase one share of common stock at an exercise price of
$4.00 per share. The warrants are exercisable through October 15, 2004. The
warrants contain provisions that protect the holder thereof against delusion by
adjustment of the exercise ©price per share and the number of shares issuable
upon the exercise thereof upon the occurrence of certain events, including stock
dividends, stock splits, mergers and the sale of substantially all of Paradigm's
assets. The Company is not required to issue fractional shares of common stock,
and in lieu thereof will make a cash payment based upon the current market value
of such fractional shares. The holder of the warrants will not possess any
rights as a shareholder of Paradigm unless and until the holder exercises the
warrants. As of September 20, 2002, none of the Lafferty warrants has been
exercised.

Limberg Warrants. In connection with certain consulting services
provided to Paradigm, Paradigm issued warrants to Dr. Michael B. Limberg to
purchase 300,000 shares of common stock. These warrants consist of warrants to
purchase 100,000 shares of common stock at any time not later than December 1,
2008 at an exercise price of $4.00 per share; warrants to purchase 50,000 shares
of common stock at any time not later than December 1, 2009 at an exercise price
of $4.75 per share; warrants to purchase 50,000 shares of common stock at any
time not later than June 1, 2010 at an exercise price of $6.75 per share;
warrants to purchase 50,000 shares of common stock at any time not later than
December 1, 2011 at an exercise price of $4.00 per share; and warrants to
purchase 50,000 shares of common stock at any time not later than June 1, 2011
at an exercise price of $4.00 per share. These warrants contain provisions that
protect the holder thereof against dilution by adjustment of the exercise price
per share and the number of shares issuable upon exercise thereof upon the
occurrence of certain events, including stock dividends, stock splits, mergers
and the sale of substantially all of Paradigm's assets. Paradigm is not required
to issue fractional shares of common stock, and in lieu thereof will make a cash
payment based upon the current market value of such fractional shares. The
holder of the warrants will not possess any rights as a shareholder wunless and
until the holder exercises the warrants. As of September 20, 2002, none of the
Limberg warrants has been exercised.

Hemmer Warrants. In connection with the prior retirement of John W.
Hemmer, who has recently been appointed as Senior Vice President of Paradigm,
the Board of Directors authorized the 1issuance of warrants to Mr. Hemmer to
purchase 75,000 shares of common stock. The Board of Directors authorized the
issuance of these warrants to Mr. Hemmer at such time as he exercised warrants
to purchase 125,000 shares of common stock at an exercise price of $2.63 per
share, which were previously issued to him upon his retirement. Each warrant
entitles the holder to purchase one share of common stock at an exercise price
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of $7.50 per share. The warrants are exercisable through January 24, 2005. The
warrants contain provisions that protect the holder thereof against dilution by
adjustment of the exercise ©price per share and the number of shares issuable
upon exercise thereof upon the occurrence of certain events, including stock
dividends, stock splits, mergers and the sale of substantially all of Paradigm's
assets. Paradigm is not required to issue fractional shares of common stock, and
in lieu thereof will make a cash payment based on the current market value of
such fractional shares. The holder of the warrants will not possess any rights
as a shareholder of Paradigm unless and until the holder exercises the warrants.
As of September 20, 2002, the Hemmer warrants to purchase 75,000 shares of
common stock have not been exercised.

Kohn and Sucoff Warrants. In connection with certain financial
consulting services provided to Paradigm, Paradigm issued warrants to KSH
Investment Group, Inc. to purchase 100,000 shares of common stock. These

warrants consist of warrants to purchase 100,000 shares of common stock at any
time not later than February 7, 2006 at an exercise price of $4.00 per share.
These warrants were subsequently assigned to Helen Kohn and Ronit Sucoff.
Warrants to purchase 50,000 shares of common stock were assigned to Helen Kohn
(the "Kohn Warrants") and warrants to purchase 50,000 shares of common stock
were assigned to Ronit Sucoff (the "Sucoff Warrants"). These warrants contain
provisions that protect the holder thereof against dilution by adjustment of the
exercise price per share and the number of shares issuable upon exercise thereof
upon the occurrence of certain events, including stock dividends, stock splits,
mergers and the sale of substantially all of Paradigm's assets. Paradigm is not
required to issue fractional shares of common stock, and in lieu thereof will
make a cash payment based upon the current market value of such fractional
shares. The holder of the warrants will not possess any rights as a shareholder
unless and until the holder exercises the warrants. As of September 20, 2002,
none of the Kohn or Sucoff Warrants has been exercised.

Kaplan Warrants. In connection with <certain consulting services
provided to Paradigm, Paradigm issued warrants to Barry Kaplan Associlates to
purchase 100,000 shares of common stock. Each warrant entitles Kaplan to
purchase one share of common stock at an exercise price of $3.00 per share. The
warrants are exercisable through May 15, 2004. The warrants contain provisions
that protect the holder thereof against dilution by adjustment of the exercise
price per share and the number of shares issuable upon exercise thereof upon the
occurrence of certain events, including stock dividends, stock splits, mergers
and the sale of substantially all of Paradigm's assets. Paradigm is not required
to issue fractional shares of common stock, and in lieu thereof will make a cash
payment based upon the current market value of such fractional shares. The
holder of the warrants will not possess any rights as a shareholder wunless and
until the holder exercises the warrants. As of September 20, 2002, none of the
Kaplan warrants has been exercised.
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Rodman & Renshaw. In connection with certain consulting services
provided to Paradigm, Paradigm issued warrants to Rodman & Renshaw to purchase
35,000 shares of common stock. Each warrant entitles Rodman & Renshaw to
purchase one share of common stock at an exercise price of $2.00 per share. The
warrants are exercisable through May 13, 2006. The warrants contain provisions
that protect the holder thereof against dilution by adjustment of the exercise
price per share and the number of shares issuable upon exercise thereof upon the
occurrence of certain events, including stock dividends, stock splits, mergers
and the sale of substantially all of Paradigm's assets. Paradigm is not required
to issue fractional shares of common stock, and in lieu thereof will make a cash
payment based upon the current market value of such fractional shares. The
holder of the warrants will not possess any rights as a shareholder wunless and
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until the holder exercises the warrants. As of September 20, 2002, none of the
Rodman & Renshaw warrants has been exercised.

Certain Provisions of Certificate of Incorporation. Paradigm's
Certificate of 1Incorporation provides that to the fullest extent permitted by
Delaware law, its directors shall not be liable to it and its stockholders. The

Certificate of Incorporation also contains provisions entitling the officers and
directors to indemnification by Paradigm to the fullest extent permitted by the
Delaware General Corporation Law.

Indemnification Agreements. Paradigm has entered into indemnification
agreements with its officers and directors. Such indemnification agreements
provide that Paradigm will indemnify its officers and directors against expenses
(including attorneys' fees), Jjudgments, fines and amounts paid in settlement
arising out of threatened, pending or completed legal action against any officer
or director to the fullest extent permitted by the Delaware General Corporate
Law.

Transfer and Warrant Agent. Paradigm's transfer agent and registrar for
its common stock and the Warrant Agent for the Class A warrants is Continental
Stock Transfer & Trust Company, New York, New York.

PLAN OF DISTRIBUTION

We may solicit the exercise of Class A warrants through a registered or

licensed Dbroker-dealer. Upon exercise of Class A warrants, Paradigm will pay
such soliciting broker-dealer a fee of 5% of the aggregate exercise price of
Class A warrants exercised, if: (i) the market price of the common stock on the
date the Class A warrant is exercised is greater than the then exercise price of
the Class A warrant; (ii) the exercise of the Class A warrant was solicited by a
member of the National Association of Securities Dealers, Inc.; (iii) the Class
A warrant is not held in a discretionary account; (iv) disclosure of the

compensation arrangements was made by delivery of this prospectus or otherwise)
both at the time of the offering and at the time of exercise of the Class A
warrant; and (v) the solicitation of exercise of the Class A warrant is not in
violation of Regulation M.

In connection with the solicitation of the Class A warrant exercises,
the soliciting broker-dealer will Dbe prohibited from engaging in any
market-making activities with respect to Paradigm's securities for the period
commencing either two or nine business days (depending on the market price of
the common stock) prior to any solicitation activity for the exercise of Class A
warrants until the later of (a) the termination of such solicitation activity,
or (b) the termination (by waiver or otherwise) of any right which the
soliciting Dbroker-dealer may have to receive a fee for the exercise of Class A
warrants following such solicitation. As a result, the soliciting broker-dealer
may be unable to provide a market for Paradigm's securities, should it desire to
do so, during certain periods while the respective Class A warrants are
exercisable.

We do not plan to solicit Series E or Series F preferred stockholders
regarding the conversion of their Series E or Series F preferred shares into
shares of common stock, which have been registered for resale upon conversion.

The resale of the common stock by the Series E and Series F preferred
stockholders that elect to convert their respective shares of Series E and
Series F preferred stock to shares of common stock and the holders of Class A
warrants, Kenneth Jerome warrants, Cyndel warrants and warrants issued to Dr.
Michael B. Limberg, Consulting for Strategic Growth, Ltd., John W. Hemmer, Helen
Kohn, Ronit Sucoff, Barry Kaplan Associates and Rodman & Renshaw, Inc. that
elect to exercise their respective warrants and purchase common stock
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(collectively, the "Selling Securityholders"), may be effected from time to time
in transactions (which may include block transactions by or for the account of
the Selling Securityholders) in the Nasdag SmallCap Market or in negotiated
transactions, a combination of such methods of sale or otherwise. Sales may be
made at fixed prices which may be changed, at market prices prevailing at the
time of sale, or at negotiated prices.

Selling Securityholders may effect such transactions by selling their
shares of common stock directly to purchasers, through broker-dealers acting as
agents for the Selling Securityholders or to Dbroker-dealers who may purchase
securities as principals and thereafter sell the common stock from time to time

in the over-the-counter market, in negotiated transactions or otherwise. Such
broker-dealers, if any, may receive compensation in the form of discounts,
concessions or commissions from the Selling Securityholders and/or the

purchasers for whom such broker-dealers act as agents or to whom they may sell
as principals or otherwise (which compensation as to a particular Dbroker-dealer
may exceed customary commissions). The Selling Securityholders will pay all
commissions, transfer taxes, and other expenses associated with the sale of
common stock by them.

29

The Selling Securityholders and Dbroker-dealers, 1if any, acting in
connection with such sales may be deemed to be "underwriters" within the meaning
of Section 2(11) of the Securities Act and any commission received by them and
any profit on the resale of the securities by them might be deemed to be
underwriting discounts and commissions under the Securities Act. We have agreed
to indemnify the Selling Securityholders against certain liabilities under the
Securities Act.

The only Selling Securityholders who are affiliates of broker-dealers
are Steven J. Bayern and Patrick N. Kolenik, who are each an officer, a director
and a shareholder of Win Capital Corp. Messrs. Bayern and Kolenik each received
stock options as consideration for services as a director of Paradigm. At no
time has Mr. Bayern or Mr. Kolenik had any agreements or understandings,
directly or indirectly, with any person to distribute the stock options or the
underlying common shares to be issued in connection with the exercise of such
options.

From time to time this prospectus will be supplemented and amended as
required by the Securities Act of 1933, as amended. During any time when a
supplement or amendment is so required, the Selling Securityholders are to cease
sales until the prospectus has been supplemented or amended. Pursuant to the
registration rights granted to certain of the Selling Securityholders, we have
agreed to update and maintain the effectiveness of this prospectus. Certain of
the Selling Securityholders also may be entitled to sell their shares without
the use of this prospectus, provided that they comply with the requirements of
Rule 144 promulgated under the Securities Act.

EXPERTS

The consolidated financial statements of the Company appearing in the
Company's Annual Report (Form 10-KSB) for the year ended December 31, 2001, have
been audited by Tanner & Co., independent auditors, as indicated in their report
thereon included therein and incorporated herein by reference. Such consolidated
financial statements are incorporated herein by reference in reliance upon such
report given wupon the authority of such firm as experts in auditing and
accounting.

The financial statements of Innovative Optics, Inc. appearing in the
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Company's Form 8-K/A, as filed on May 17, 2002, have been audited by Johnson &
Moser, independent auditors, as indicated in their report thereon included
therein and incorporated herein by reference in reliance upon such report given
upon the authority of such firm as experts in auditing and accounting.

LEGAL MATTERS
The wvalidity of the issuance of the shares of common stock offered
hereby and certain other legal matters in connection have been passed upon for
us by Mackey Price & Thompson, Salt Lake City, Utah.

AVAILABLE INFORMATION

We are subject to the informational requirements of the Securities

Exchange Act of 1934, as amended and, in accordance therewith, files reports,
proxy and information statements and other information with the Securities and
Exchange Commission (the "Commission"). Such reports, proxy and information

statements and other information filed by Paradigm can be inspected and copied
at the public reference facilities maintained by the Commission at 450 Fifth

Street, N.W., Washington, D.C. 20549, and at 1its regional offices at
Northwestern Atrium Center, 500 West Madison Street, Chicago, Illinois
60661-2511. Copies of such material can be obtained from the Public Reference

Section of the Commission at 450 Fifth Street, N.W., Room 1024, Washington, D.C.
20549 at prescribed rates. In addition, the Commission maintains a web site at
http:/www.sec.gov containing reports, proxy and information statements and other
information regarding registrants that file electronically with the Commission,
including Paradigm.

We have filed with the Commission a Registration Statement (together
with all amendments and exhibits, the "Registration Statement") on Form S-3
under the Securities Act of 1933, as amended, with respect to the common stock
offered pursuant to this prospectus. This prospectus does not contain all the
information set forth in the registration statement, certain parts of which are
omitted 1in accordance with the rules and regulations of the Commission.
Statements made in this prospectus as to the contents of any agreement or other
document referred to herein are not necessarily complete and reference is made
to the copy of such agreement or to the registration statement and to the
exhibits and schedules filed therewith. Copies of the material containing this
information may be obtained from the Commission upon payment of the prescribed
fee.

DOCUMENTS INCORPORATED BY REFERENCE

The following documents filed by us with the Commission are incorporated
herein by reference:
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(1) Annual Report on Form 10-KSB for the fiscal vyear ended December
31, 2001;

(2) Amendment No. 1 to Annual Report on Form 10-KSB for the fiscal
year ended December 31, 2001, as filed on June 4, 2002;

(3) Quarterly Report on Form 10-QSB for the quarter ended March 31,
2002;
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(4) Amendment No. 1 to Quarterly Report on Form 10-QSB for the quarter
ended March 31, 2002, as filed on June 4, 2002;

(5) Quarterly Report on Form 10-QSB for the quarter ended June 30,

2002;

(6) Definitive Proxy Statement for Paradigm's 2001 Annual Meeting of
Shareholders;

(7) Definitive Proxy Statement for Paradigm's Special Meeting of

Shareholders to be held on December 28, 2001;
(8) Current Report on Form 8-K, as filed on March 5, 2002; and
(9) Amendment to Form 8-K, as filed on May 17, 2002.

All documents subsequently filed by Paradigm with the Commission
pursuant to Section 13(a), 13(c), 14 or 15(d) of the Securities Exchange Act of
1934, as amended and prior to the termination of this offering, shall be deemed
to be incorporated by reference in this prospectus. Any statement contained in a
document incorporated or deemed to be incorporated by reference herein shall be
deemed to be modified or superseded for purposes of this prospectus to the
extent that a statement contained herein, or in any other subsequently filed
document that also is or is deemed to be incorporated by reference herein,
modifies or supersedes such statement. Any such statement so modified or
superseded shall not be deemed, except as so modified or superseded, to
constitute a part of this Prospectus.

We will provide, without charge, to each person, including any
beneficial owner, to whom a copy of this prospectus is delivered, upon the
written or oral request of such person, a copy of any or all of the documents
that have been incorporated herein by reference, other than Exhibits to such
documents (unless such Exhibits are specifically incorporated by reference
therein). Requests for such copies should be directed to: Heber C. Maughan,
interim chief executive officer, Paradigm Medical Industries, 1Inc., 2355 South

1070 West, Salt Lake City, Utah 84119.
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No dealer, salesman or any other person 14,479,693 Shares of Common Stock
has been authorized to give information

or to make any representations other

than those contained in this Prospectus,

and, if given or made, such information

or representations must not be relied

upon as having been authorized by

Paradigm or the Underwriter. This PARADIGM MEDICAL INDUSTRIES, INC.
Prospectus does not constitute an offer

to sell or a solicitation of any offer = o

to buy any of the securities offered

hereby by anyone in any jurisdiction in PROSPECTUS

which such offer or solicitation is not

authorized or in which the person making = —————————————————

such offer or solicitation is not

qualified to do so or to anyone to whom

it is unlawful to make such offer or

solicitation. Neither the delivery of

this Prospectus nor any sale made
hereunder shall, under any
circumstances, create any implication
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that there has been no change 1in the September __, 2002
affairs of Paradigm since the date
hereof.
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PART IT

INFORMATION NOT REQUIRED IN PROSPECTUS
Item 14. Other Expenses of Issuance and Distribution

The following table sets forth the expenses payable by the Company in
connection with the issuance and distribution of the securities being
registered, other than underwriting discount (all amounts except the Securities
and Exchange Commission filing fee and the NASD fee are estimated):

Filing fee —-- Securities and Exchange Commission.................... S 891
2 3 T 2,000
Printing and engraving eXPeNSES . ...ttt ittt eeennnnneeeeeenenn 500
Legal fees and disbursements. ...ttt ittt ittt enneaeenns 7,500
Accounting fees and disbursements. .. ...ttt ittt ittt eeneeeeeeeenns 2,500
Blue Sky fees and expenses (including legal fees)........covieiee... 0
D= = o Y ) = 250
TOtAl XD OIS S e v v e ettt e e e e e e e o eeeeeseeeeeeeeneeeeseeeeneneenaaeeeneenens $ 13,641
Item 15. Indemnification of Directors and Officers

Section 145 of the General Corporation Law of the State of Delaware
(the "Delaware Law") empowers a Delaware corporation to indemnify any person who
is, or is threatened to be made, a party to any threatened, pending or completed
legal action, suit or proceedings, whether civil, criminal, administrative or
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investigative (other than action by or in the right of such corporation), by
reason of the fact that such person was an officer or director of such
corporation, or is or was serving at the request of such corporation as a
director, officer, employee or agent of another corporation or enterprise. The
indemnity may include expenses (including attorneys' fees), judgments, fines and
amounts paid in settlement actually and reasonably incurred by such person in
connection with such action, suit or proceeding, provided that such officer or
director acted in good faith and in a manner he or she reasonably believed to be
in or not opposed to the corporation's best interests, and, for criminal
proceedings, had no reasonable cause to believe his or her conduct was illegal.
A Delaware corporation may indemnify officers and directors in an action by or
in the right of the corporation wunder the same conditions, except that no
indemnification 1is permitted without Jjudicial approval if the officer or
director is adjudged to be liable to the corporation in the performance of his
or her duty. Where an officer or director is successful on the merits or
otherwise in the defense of any action referred to above, the corporation must
indemnify him or her against the expenses which such officer or director
actually and reasonably incurred.

In accordance with the Delaware Law, the Certificate of 1Incorporation
of the Company contains a provision to limit the personal 1liability of the
directors of the Company for violations of their fiduciary duty. This provision
eliminates each director's 1liability to the Registrant or its stockholders for
monetary damages except (i) for any breach of the director's duty of loyalty to
the Company or its stockholders, (ii) for acts or omissions not in good faith or
which involve intentional misconduct or a knowing violation of law, (iii) under
Section 174 of the Delaware Law providing for 1liability of directors for
unlawful payment of dividends or unlawful stock purchases or redemptions, or
(iv) for any transaction from which a director derived an improper personal
benefit. The effect of this provision is to eliminate the personal liability of
directors for monetary damages for actions involving a breach of their fiduciary
duty of care, including any such actions involving gross negligence.

The Company may not indemnify an individual wunless authorized and a
determination 1is made 1in the specific <case that indemnification of the
individual is permissible in the circumstances because his or her conduct was in
good faith, he or she reasonably believed that his or her conduct was in, or not
opposed to, the Company's Dbest interests and, in the case of any criminal
proceeding, he or she had no reasonable cause to believe his or her conduct was
unlawful. The Company may not advance expenses to an individual to whom the
Company may ultimately be responsible for indemnification wunless authorized in
the specific case after the individual furnishes the following to the Company: a
written affirmation of his or her good faith belief that his or her conduct was
in good faith, that he or she reasonably believed that his or her conduct was
in, or not opposed to, the Company's best interests and, in the case of any
criminal proceeding, he or she had no reasonable cause to believe his or her
conduct was unlawful and (2) the individual furnishes to the Company a written
undertaking, executed personally or on his or her behalf, to repay the advance
if it is ultimately determined that he or she did not meet the standard of

conduct referenced in part (1) of this sentence. In addition to the individual
furnishing the aforementioned written affirmation and undertaking, 1in order for
the Company to advance expenses, a determination must also be made that the

facts then- known to those making the determination would not preclude
indemnification.

II-2

All determinations relative to indemnification must be made as follows:
(1) by the Board of Directors of the Company by a majority vote of those present
at a meeting at which a quorum is present, and only those directors not parties
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to the proceeding shall be counted in satisfying the quorum requirement; or (2)
if a quorum cannot be obtained as contemplated in part (1) of this sentence, by
a majority vote of a committee of the Board of Directors designated by the Board
of Directors of the Company, which committee shall consist of two or more
directors not parties to the proceeding, except that directors who are parties
to the ©proceeding may participate in the designation of directors for the
committee; or (3) by special legal counsel selected by the Board of Directors or
its committee in the manner ©prescribed in part (1) or part (2) of this sentence
(however, 1if a quorum of the Board of Directors cannot be obtained under part
(1) of this sentence and a committee cannot be designated under part (2) of this
sentence, then a special 1legal counsel shall be selected by a majority vote of
the full board of directors, in which selection directors who are parties to the
proceeding may participate); or (4) by the shareholders, by a majority of the
votes entitled to be cast by holders of qualified shares present in person or by
proxy at a meeting.

The Company has also entered into Indemnification Agreements with its
executive officers and directors. These Indemnification Agreements are
substantially similar in effect to the Bylaws and the provisions of the
Company's Certificate of Incorporation relative to providing indemnification to
the maximum extent and in the manner permitted by the Delaware General
Corporation Law. Additionally, such Indemnification Agreements contractually
bind the Company with respect to indemnification and contain certain exceptions
to indemnification, but do not limit the indemnification available pursuant to
the Company's Bylaws, the Company's Certificate of Incorporation or the Delaware
General Corporation Law.

Item 16. Exhibits

(a) Exhibits

The following Exhibits are filed herewith pursuant to Rule 601 of
Regulation S-B or are incorporated by reference to previous filings.

Exhibit

No. Document Description

2.1 Amended Agreement and Plan of Merger between Paradigm Medical
Industries, Inc., a California corporation and Paradigm
Medical Industries, Inc., a Delaware corporation(l)

3.1 Certificate of Incorporation(l)

3.2 Amended Certificate of Incorporation(16)

3.3 Bylaws (1)

4.1 Warrant Agency Agreement with Continental Stock Transfer &
Trust Company (3)

4.2 Specimen Common Stock Certificate (2)

4.3 Specimen Class A Warrant Certificate(2)

4.4 Form of Class A Warrant Agreement (2)

4.5 Underwriter's Warrant with Kenneth Jerome & Co., Inc. (3)

4.6 Warrant to Purchase Common Stock with Note Holders re bridge
financing (1)

4.7 Warrant to Purchase Common Stock with Mackey Price & Williams
(1)

4.8 Specimen Series C Convertible Preferred Stock Certificate (4)
4.9 Certificate of the Designations, Powers, Preferences and
Rights of the Series Convertible Preferred Stock (4)

4.10 Specimen Series D Convertible Preferred Stock Certificate (7)

4.11 Certificate of the Designations, Powers, Preferences and
Rights of the Series D Convertible Preferred Stock (7)

4.12 Warrant to Purchase Common Stock with Cyndel & Co. (7)
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Warrant Agreement with KSH Investment Group, Inc. (7)

Warrant to Purchase Common Stock with R.F. Lafferty & Co.,
Inc. (7)

Warrant to Purchase Common Stock with Dr. Michael B. Limberg
(10)

Warrant to Purchase Common Stock with John W. Hemmer (10)
Stock Purchase Warrant with Triton West Group, Inc. (12)
Warrant to Purchase Common Stock with KSH Investment Group,
Inc. (12)

Warrants to Purchase Common Stock with Consulting for
Strategic Growth, Ltd. (12)

Opinion of Mackey Price & Williams

Exclusive Patent License Agreement with Photomed (1)

Consulting Agreement with Dr. Daniel M. Eichenbaum (1)

Lease with Eden Roc (4)

1995 Stock Option Plan and forms of Stock Option Grant
Agreement (1)

II-3

Form of Promissory Note with Note Holders re bridge financing
(1)

Agreement for Purchase and Sale of Assets with Humphrey
Systems Division of Carl Zeiss, Inc. (5)

Employment Agreement with Thomas F. Motter (6)

Asset Purchase Agreement with Mentor Corp., Mentor Opthalmics,
Inc. and Mentor Medical, Inc. (8)

Transition Services Agreement with Mentor Corp., Mentor
Opthalmics, Inc., and Mentor Medical, Inc. (8)

Severance Agreement and General Release with Michael W.
Stelzer (8)

Consulting Agreement with Dr. Michael B. Limberg (8)

Renewed Consulting Agreement with Dr. Michael B. Limberg (10)
Mutual Release and Settlement Agreement with Zevex
International, Inc. (8)

Consulting Agreement with Douglas Adams (8)

Agreement and Plan of Reorganization with Paradigm Subsidiary,
Inc., and Vismed, Inc. d/b/a Dicon (9)

Agreement and Plan of Merger with Paradigm Subsidiary, Inc.
and Vismed Inc. d/b/a Dicon (9)

Registration Rights Agreement with Paradigm Subsidiary, Inc.
and certain shareholders of Vismed, Inc. d/b/a Dicon (9)
Indemnification Agreement with Paradigm Subsidiary, Inc. and

certain shareholders of Vismed, Inc. d/b/a Dicon (9)
Consulting Agreement with Cyndel & Co., Inc. (10)

Stock Purchase Agreement with Occular Blood Flow, Ltd. and
Malcolm Redman (10)

Consulting Agreement with Malcolm Redman (10)

Royalty Agreement with Malcolm Redman (10)

Registration Rights with Malcolm Redman (10)

General Financial Advisory Services Agreement with McDonald
Investments Inc. (11)

Agreements with Steven J. Bayern and Patrick M. Kolenik (11)
Employment Agreement with Mark R. Miehle (12)

Employment Agreement with John W. Hemmer (12)

Private Equity Line of Credit Agreement with Triton West
Group, Inc. (12)

Renewed General Financial Advisory Services Agreement with
McDonald Investments. (12)

Renewed Consulting Agreement with Dr. Michael B. Limberg (12)
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10.31 Agreement with KSH Investment Group, Inc. (12)
10.32 Renewed Consulting Agreement with Dr. Michael B. Limberg (13)
10.33 Settlement Agreement with Mentor Corporation (13)
10.34 Consulting Agreement with Rodman & Renshaw, Inc. (13)
10.35 Consulting Agreement with Barry Kaplan Associates (14)
10.36 Asset Purchase Agreement with Innovative Optics, Inc. and
Barton Dietrich Investments, L.P. (15)
10.37 Escrow Agreement with Innovative Optics, Inc., Barton Dietrich
Investments, L.P. and Mackey Price & Williams (15)
10.38 Assignment and Assumption Agreement with Innovative Optics,
Inc. (15)
10.39 General Assignment and Bill of Sale with Innovative Optics,
Inc. (15)
10.40 Non-Competition and Confidentiality Agreement with Mario F.
Barton (15)
10.41 Termination of Employment Agreement with Mark R. Miehle
10.42 Consulting Agreement with Mark R. Miehle
23.1 Consent of Mackey Price & Williams (Included in Exhibit 5.1)
23.2 Consent of Tanner & Co.
23.4 Consent of Johnson & Moser
(1) Incorporated by reference from Registration Statement on Form SB-2,
as filed on March 19, 1996.
(2) Incorporated by reference from Amendment No. 1 to Registration
Statement on Form SB-2, as filed on May 14, 1996.
(3) Incorporated by reference from Amendment No. 2 to Registration
Statement on Form SB-2, as filed on June 13, 1996.
(4) Incorporated Dby reference from Annual Report on Form 10-KSB, as
filed on April 16, 1998.
(5) Incorporated by reference from Quarterly Report on Form 10-QSB, as
filed on August 1, 1998.
(6) Incorporated Dby reference from Quarter Report on Form 10-QSB, as
filed on November 12, 1998.
(7) Incorporated by reference from Registration Statement on Form SB-2,
as filed on April 29, 1999.
(8) Incorporated Dby reference from Annual Report on Form 10-KSB, as
filed on March 30, 2000.
(9) Incorporated by reference from Form 8-K, as filed on June 5, 2000.
(10) Incorporated Dby reference from Report on Form 10-QSB, as filed on
August 16, 2000.
(11) Incorporated Dby reference from Report on Form 10-QSB, as filed on
November 1, 2000.
(12) Incorporated by reference from Report on Form 10-KSB, as filed on
March 15, 2001.
(13) Incorporated Dby reference from Report on Form 10-QSB, as filed on
June 30, 2001.
(14) Incorporated by reference from Report on Form 10-QSB, as filed on
September 30, 2001.
(15) Incorporated by reference from Current Report on Form 8-K, as filed
on March 5, 2002.
(16) 1Incorporated by reference from Amendment No. 1 to Registration

(b)

Statement on Form S-3, as filed on March 20, 2002.

II-4

Reports on Form 8-K
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Current Report on Form 8-K, as filed on March 5, 2002.
Amendment No. 1 to Form 8-K, as filed on May 17, 2002.

Item 17. Undertakings

The undersigned registrant hereby undertakes (a) subject to the terms
and conditions of Section 15(d) of the Securities Exchange Act of 1934 (the
"Exchange Act"), to file with the Securities and Exchange Commission such
supplementary and periodic information, documents and reports as may be
prescribed by any rule or regulation of the Commission heretofore or hereafter
duly adopted pursuant to authority conferred in that section; (b) to provide the
underwriter at the closing specified in the underwriting agreement certificates
in such denominations and registered in the names as required by the

underwriters to permit prompt delivery to each purchaser; (c) 1if any public
offering by the underwriters 1is to be made on terms differing from those set
forth on the cover page of the prospectus, to file a post-effective amendment

setting forth the terms of such offering; and (d) to deregister, Dby means of a
post—- effective amendment, any securities covered by this registration statement
that remain unsold at the termination of this offering.

Insofar as indemnification for liabilities arising under the Securities
Act of 1933 (the "Securities Act") may be permitted to directors, officers and
controlling persons of the registrant pursuant to the foregoing provisions, or
otherwise, the registrant has been advised that in the opinion of the Securities
and Exchange Commission such indemnification is against public policy as
expressed in the Securities Act and is, therefore, wunenforceable. In the event
that a claim for indemnification against such 1liabilities (other than the
payment by the registrant of expenses incurred or paid by a director, officer or
controlling person of the registrant in the successful defense of any action,
suit or preceding) is asserted by such director, officer or controlling person
in connection with the securities being registered, the registrant will, unless
in the opinion of its counsel the matter has been settled Dby controlling
precedent, submit to a court of appropriate Jjurisdiction the question whether
such indemnification by it is against policy as expressed in the Securities Act
and will be governed by the final adjudication of such issue.

The undersigned registrant also undertakes that:

(1) For purposes of determining any liability under the Securities Act,
the information omitted from the form of prospectus filed as part of a
registration statement in reliance upon Rule 430A and contained in a form of
prospectus filed by the registrant pursuant to Rule 424 (b) (1) or (4) or Rule
497 (h) under the Securities Act shall be deemed to be part of this registration
statement as of the time it was declared effective.

(2) For the purposes of determining any liability under the Securities
Act, each post-effective amendment that contains a form of prospectus shall be
deemed to be a new registration statement relating to the securities offered
therein, and the offering of such securities at that time shall be deemed to be
the initial bona fide offering of those securities.

The undersigned registrant also undertakes that it will file, during
any period in which it offers or sells securities, a post- effective amendment
to this registration statement to (i) include any prospectus required by Section
10(a) (3) of the Securities Act, (1ii) reflect in the prospectus any facts or
events which, individually or together, represent a fundamental change in the
information in the registration statement, and (iii) include any additional or
changed material information on the plan of distribution.

The undersigned registrant further undertakes that, for purposes of
determining any liability under the Securities Act, each filing of registrant's

52



Edgar Filing: PARADIGM MEDICAL INDUSTRIES INC - Form S-3/A

annual report pursuant to section 13(a) or section 15(d) of the Exchange Act
(and, where applicable, each filing of an employee benefit plan's annual report
pursuant to section 15(d) of the Exchange Act) that is incorporated by reference
in the registration statement shall be deemed to be a new registration statement
relating to the securities offered therein, and the offering of such securities
at that time shall be deemed to be the initial bona fide offering thereof.

II-5

SIGNATURES

In accordance with the requirements of the Securities Act of 1933, the
Registrant certifies that it has reasonable grounds to believe that it meets all
of the requirements of filing on Form S-3 and has duly caused this registration
statement to be signed on its Dbehalf by the wundersigned, in Salt Lake City,
State of Utah, on the 26th day of September, 2002.

PARADIGM MEDICAL INDUSTRIES, INC.

By: /s/ Heber C. Maughan

Heber C. Maughan, Interim Chief Executive Officer,
Vice President of Finance, Treasurer and Chief
Financial Officer

POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that each person whose signature
appears below constitutes and appoints Thomas F. Motter as his true and lawful
attorney-in-fact and agent with full power of substitution and resubstitution,
for him and in his name, place and stead, in any and all capacities, to sign any
and all amendments to this Registration Statement, and to file the same, with
all Exhibits thereto, and other documents in connection therewith, with the
Securities and Exchange Commission, granting unto said attorney-in-fact and
agent, full power and authority to do and perform each and every act and thing
requisite or necessary to be done in and about the premises as fully to all
intents and purposes as he might or could do in person, hereby ratifying and
confirming all that said attorney-in-fact and agent or his substitute or
substitutes, may lawfully do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Act of 1933, this
registration statement has been signed below by the following persons on behalf
of the registrant and in the capacities and on the dates indicated:

Signature Title

/s/ Heber C. Maughan Vice President of Finance, Treasurer and

———————————————————————————— Chief Financial Officer (Principal Executive,
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Heber C. Maughan Financial and Accounting Officer)

/s/ Randall A. Mackey Chairman of the Board and Secretary

Randall A. Mackey

/s/ David M. Silver * Director

David M. Silver

/s/ Keith D. Ignotz * Director
g

Keith D. Ignotz

II-6

Stock issued for services

Stock issued for extinguishment

of related party loans

Se

Se

Se

12,000,000

1,560,000

1,560,000

30,000,000

3,900,000
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Reclassification of equity

to derivative liability

)
Comprehensive loss:

Net loss

)

Foreign currency translation

3,900,000

(629,000

(629,000

(4,573,280

(4,573,280

(4,573,280
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adjustment

(13,858
)
(13,858
)
(13,858
)
Comprehensive loss
$
(4,587,138
)
Balance, June 30, 2007
247,473,726
$
22,720,050
$
3,174,031
$
(26,927,168
)
$
(34,713
)
$
(1,067,800
)
The accompanying notes are an integral part
of these condensed consolidated financial statements.
5

56



Edgar Filing: PARADIGM MEDICAL INDUSTRIES INC - Form S-3/A

NANOBAC PHARMACEUTICALS, INCORPORATED AND SUBSIDIARIES

CONDENSED CONSOLIDATED
STATEMENTS OF CASH FLOWS
(UNAUDITED)

CASH FLOWS FROM OPERATING ACTIVITIES
Net loss

Adjustments to reconcile net loss to cash
flows from operating activities:

Depreciation and amortization

Impairment loss on intangible asset

Loss on disposition of fixed assets
Derivative gain

Charges for common stock issued for services
Loss on related party debt extinguishment
Interest expense accrued for stockholder loan
Net (increase) decrease in assets:

Accounts receivable

Inventory

Other assets

Net increase (decrease) in liabilities:
Accounts payable

Accrued compensation

Accrued expenses

Deferred revenue

Total adjustments

Net cash flows from operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Acquisition of furniture and equipment

Proceeds from sale of furniture and equipment

Refund (payment) of security deposits

Net cash flows from investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from stockholder loans

Proceeds from notes payable

Payment of notes payable

Net cash flows from financing activities

Effect of exchange rate changes
Net change in cash

Cash balance, beginning of period
Cash balance, end of period

$

Six Months
ended
June 30, 2007

(4,573,280) $

231,932

(299,500)
1,560,000
1,560,000

88,884

(987)
(1,413)
(42,860)

520,855
274,570
81,510

3,972,991
(600,289)

(1,532)
3,221

50,400

52,089

512,262

512,262
(2,600)

(38,538)
39,505

97 $

Six Months
ended
June 30, 2006

(2,883,147)

306,028
585,000
18,330

560,000
84,280

(1,642)
6,382
8,329

61,716
(5,882)

12,784
(17,357)

1,617,968
(1,265,179)

(3,942)
6,547
(2,731)

(126)

1,502,673

2,601
(53,675)

1,451,599

(8,434)
177,860

8,975
186,835
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Supplemental disclosures of cash flow information:

Cash paid for interest $ 1,069 $ 228
Supplemental schedule of non-cash investing and financing activities:

Common stock issued in exchange for current liabilities $ 2,340,000 $ 121,500
Reclasification of equity to derivative liability $ 629,000 $ -

The accompanying notes are an integral part
of these condensed consolidated financial statements.
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NANOBAC PHARMACEUTICALS, INCORPORATED AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2007
(UNAUDITED)

1. Nature of operations and summary of significant accounting polices
Nature of business

Nanobac Pharmaceuticals, Incorporated and subsidiaries, ("Nanobac”, the "Company", or "NNBP") trades under the
symbol "NNBP."

Nanobac’s primary business is the study and development of therapeutic and diagnostic technologies related to
nanobacterium sanguineum (‘“‘Nanobacteria”). Nanobacteria are believed to be small, slowly growing nano-particles that
can be found in human blood, kidney stones and arterial wall plaques. The Company’s researchers are attempting to
determine the role Calcifying Nano-Particles in human disease and develop products and services in the detection and
treatment of Nanobacteria.

Principles of Consolidation

The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries,
Nanobac Sciences LLC, Nanobac OY and Nanobac Research Institute LLC. All material intercompany transactions
and balances have been eliminated in consolidation.

Basis of Presentation

In the opinion of management, the accompanying financial statements include all adjustments, consisting only of
normal recurring items, necessary for their fair presentation in conformity with generally accepted accounting
principles. The results of operations for the three and six months ended June 30, 2007 are not necessarily indicative of
the results for a full year.

The December 31, 2006 condensed consolidated balance sheet data was derived from audited financial statements, but
does not include all disclosures required by accounting principles generally accepted in the United States of America.

The financial statements for the period ended June 30, 2007 and notes thereto should be read in conjunction with the
financial statements and notes thereto for the year ended December 31, 2006 for the Company as filed in the annual
report on Form 10-KSB, which information is included herein by reference.

Liquidity and Management Plans

The accompanying financial statements have been prepared assuming that the Company will continue as a going
concern. The Company has incurred recurring losses and has a working capital deficiency at June 30, 2007. The
Company is dependent on continued financing from outside investors including additional stockholder loans. All of
these matters raise substantial doubt about the ability of the Company to continue as a going concern. Management
believes that the Company will need to raise additional capital in order to launch new clinical trials, fund research and
development for new treatment areas, and general working capital requirements. Capital may be raised through further
sales of equity securities, which may result in dilution of the position of current stockholders. At this time, there is no
firm commitment to invest in NNBP.

7
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NANOBAC PHARMACEUTICALS, INCORPORATED AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2007
(UNAUDITED)

1. Nature of operations and summary of significant accounting policies (continued):

There can be no assurances that NNBP will be successful in obtaining debt or equity financing in order to achieve its
financial objectives and continue as a going concern. The financial statements do not include any adjustments to the
carrying amount of assets and the amounts and classifications of liabilities that might result from an adverse outcome
of this uncertainty.

2. Related Party Transactions:

An entity controlled by the Chief Executive Officer (who is also the largest stockholder of NNBP), has provided
working capital loans to NNBP throughout 2006 and 2007. These loans bear interest at the rate of 5% per annum and
are due on demand. During January 2007, $2.3 million of the above loan was converted into 30,000,000 shares of the
Company’s common stock with a fair value (based on the trading price of the Company’s stock on the date of the
transaction of $0.13 per share) of approximately $3.9 million. The excess of the fair value of the shares issued over the
amount of the related party loan paid was approximately $1.6 million and is included as a charge to other expenses in
the accompanying condensed consolidated statements of operations. The remaining loan balance at June 30, 2007 was
approximately $3.6 million. Interest expense for the above loans for the three and six months ended June 30, 2007 was
$43,442 and $88,884, respectively.

3. Financial Instruments

On January 30, 2007, the Company’s board of directors approved the issuance of 42,000,000 shares of common stock
(see notes 2 and 4). As a result of this issuance, the Company does not have sufficient authorized and unissued shares
available to settle all commitments that may require the issuance of stock. The Company’s inability to settle these
commitments caused the outstanding warrants (which had previously been classified as stockholders’ equity) to qualify
as derivative liabilities. On January 30, 2007, the Company reclassified $629,000 of additional paid-in capital
(representing the fair value of the warrants on that date) to a derivative liability. At June 30, 2007, the derivative
liability had a fair value of approximately $329,500 resulting in a derivative gain of $299,500 being recognized in the
condensed consolidated statements of operations for the six months ended June 30, 2007.

4. Stockholders’ Equity

On January 29, 2007, the Company issued 12,000,000 shares of the Company’s common stock valued at $1.6 million
to the individual members of the Board of Directors for services.

5. Income Taxes

The Company is required to file income tax returns in the U.S. federal jurisdiction and various states. Nanobac OY, a
wholly owned subsidiary is required to file income tax returns in Finland. With few exceptions, the Company is no
longer subject to federal, state, local or non-US income examinations by tax authorities for years before 2002. The
Company has not filed a U.S. federal or state income tax returns since 2001. Nanobac OY has filed tax returns through
December 31, 2005.

8
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NANOBAC PHARMACEUTICALS, INCORPORATED AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2007
(UNAUDITED)

5. Income Taxes (Continued):

The Company adopted the provisions of FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes
(“FIN 48”), on January 1, 2007. As a result or the implementation of FIN 48, the Company recognized a $6,000
decrease in the deferred tax asset related to net operating loss. As this loss was wholly offset by the Company’s
valuation adjustment, there is no impact on retained earnings or prior year operations. The Company classifies interest
and penalties on income tax deficiencies as interest expense and income tax expense, respectively.

6. Contingencies

On August 10, 2004, the Company was served with a civil action as filed in the Superior Court of Fulton County State
of Georgia by Foltz Martin LLC and Openbook Learning Club, Inc. (“Foltz”). This suit alleges that the Company is
liable for approximately $67,000 of liabilities plus approximately $11,000 interest for services performed by the
plaintiffs for HealthCentrics, Inc. in 2003 and 2004. The Company owned 100% of HealthCentrics from December
2003 through March 2004 when HealthCentrics was sold by the Company to an affiliate. Management does not
believe that the Company is liable for the obligations of HealthCentrics.

On January 19, 2006, the Company was served with a civil action as filed in the Superior Court of Fulton County

State of Georgia by EliteCorp Atlanta, LLC (“EliteCorp”). This suit alleges that the Company is liable for approximately
$318,000 of liabilities plus approximately $110,000 interest for services performed by the plaintiffs for

HealthCentrics, Inc. in 2003 and 2004. The Company responded to this action on February 17, 2006 and denied

virtually all the allegations of EliteCorp. Management does not believe that the Company is liable for the obligations

of HealthCentrics.

During January 2007, the Company, along with the Company’s CEO and a Board of Director member was served with
civil action in the Circuit Court of Cook County, Illinois by Nutmeg Group LLC, an unaffiliated holder of

subscription agreements described in our most recent Form 10-KSB. The suit is seeking damages for alleged breaches
of contract by the Company and the affiliates as a result of the alleged failure to register and deliver stock and
warrants that were allegedly due to be registered and delivered under certain subscription, registration rights, and other
agreements between the parties. Additionally, the suit seeks the recovery of $65,000 for penalties for failure to register
shares subject to the registration rights agreement. We filed a motion to quash the summons, contending there is no
jurisdiction in Illinois for this matter. The Court granted a substantial portion of the Company’s motion to dismiss. The
Court also granted Nutmeg a chance to replead. The Company has not changed its posture as to the Nutmeg litigation.

Management believes that no amount is owed and therefore, no liability related to the aforementioned matters has
been recorded in the financial statements.

9
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Item 2: Management's Discussion and Analysis of Financial Condition and Results of Operations
Business

Nanobac is a research-based bio-lifescience company formed in 1994 as a Florida corporation. The current business
described below commenced in June 2003 with the acquisition of NanobacLabs Pharmaceuticals, Inc.

We are a life science company dedicated to the discovery and developments of products and services to improve
people's health through the detection and treatment of Calcifying Nanoparticles (“CNPs”), otherwise known as
"nanobacteria”". The Company's research is directed toward establishing the pathogenic role of nanobacteria in soft
tissue calcification, particularly in coronary artery heart disease, prostatitis and vascular disease.

Nanobac’s drug discovery and development is focused on new and existing compounds that effectively inhibit, destroy
or neutralize CNPs. Nanobac manufactures and markets In Vitro Diagnostic (IVD) kits and reagents for detecting
calcifying nanoparticles. IVD products include assays, proprietary antibodies and reagents for uniquely recognizing
CNPs. Nanobac's BioAnalytical Services works with biopharmaceutical partners to develop and apply methods for
avoiding, detecting, and inactivating or eliminating CNPs from raw materials. Nanobac's drug discovery and
development efforts are focused on developing new and existing compounds that effectively inhibit, destroy or
neutralize CNPs.

Calcification is a significant feature in most diseases that are leading causes of death, including heart disease.
Calcification is shown in numerous studies to block circulation, cause inflammation and cell disruption, and is a sign
of various cancers. We have decided to have a sharpened focus on drug therapy based on findings by Nanobac
scientists that certain drugs, when combined, are effective at halting the calcification process. Some of these drug
combinations have not been tested in animals or humans.

Our plan is to focus on the following priorities over the next 12-18 months:

- Therapy - We are entering into agreements to support the United States Food and Drug Administration
pre-Investigational New Drug “(PIND”) to test our proprietary drug combinations to treat stone-forming diseases, with
a preliminary focus on prostatitis, which affects millions of men and currently is largely untreatable. We also expect
to conduct tests with other stone forming diseases such as gallstones and kidney stones.

- Pharmaceutical Drug Development - The FDA approved Nanobac to move forward with PIND 73,524 for
Chronic Prostatitis/Chronic Pelvic Pain Syndrome (“CP/CPPS”). We are currently evaluating several contract service
providers who have formulation and manufacturing capabilities. Once a contract is entered into, we expect to begin
assembling the supporting documentation for completing the Investigational New Drug (“IND”) application. We
intend to have the IND submitted by the end of the third quarter, financing permitted. The submission is part of the
process for obtaining FDA approval to begin clinical studies to determine if Nanobac’s therapy is effective for Type
III Prostatitis patients. Additional clinical and non-clinical studies will be determined by the outcome of the first
study.

10
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Item 2: Management's Discussion and Analysis of Financial Condition and Results of Operations (continued)
Business (continued)

The decision to proceed with the clinical development program (guidance for which is given by the FDA and the
purpose for which is to inform prescribers and patients about the documented benefits of a product, in this case, a new
drug combination) is on hold until proper funding is obtained by the Company. The kinetics (the study of reaction
rates, an important area of chemistry) pilot study is the first study to be submitted to the FDA for commencing
Nanobac’s IND and starting clinical trials. The study will evaluate EDTA and two well established bisphosphonates
(etidronate and alendronate). (EDTA is the acronym for the chemical compound ethylenediamine tetraacetic acid.
EDTA refers to the chelating agent. This amino acid is widely used to sequester di- and trivalent metal ions). To meet
the requirements set forth by the FDA, stability testing is required for any drug to be utilized in any clinical trial.
Therefore, the use of a Good Manufacturing Process (“GMP”’) compliant facility is required to formulate and
manufacture the EDTA.

- Infection - The gold standard for proving that something is infectious and causes diseases is Koch's postulates. We
intend to validate earlier findings on Koch's postulates with calcifying nanoparticles in laboratory animals, including
testing whether the infection can be prevented or treated with a proprietary drug combination. In June 2006, a new
study published by independent scientists in a peer reviewed journal demonstrated key elements of Koch’s postulates
by showing that CNPs are implicated in formation of black pigment gallstones in an animal model. In August 2006,
we announced that we entered into an agreement to validate this finding with the same scientists including Dr.
LiMin Wang from Shantou University Medical College, Guangdong, China, who will be the Principle Investigator.

Characterization - We have preliminary photographic and biochemical evidence that calcifying nanoparticles

self-replicate in non-precipitating conditions, suggesting further that they have a self-sustaining mechanism and might

be infectious. In a recent agreement with Fetzer Memorial Trust, we have begun experiments at our NASA laboratory

in Houston to demonstrate this replication via time-lapse photography using award-winning CytoViva microscope

technology capable of breaking through the 200 nanometer (nm) barrier for light microscopes. Our Scientific Director

at NASA’s Johnson Space Center has recently taken preliminary photographs of CNPs at magnifications that we
believe had not been previously achieved. We own the intellectual property arising from the above experiments.

- Thrombosis - Thrombosis is the cause of death in most hemodialysis patients. We intend to validate findings that
calcifying nanoparticles discovered in human blood provoke thrombosis and might be preventable.

- Diagnostics - We believe that our proprietary Elisa antibody test uniquely recognizes calcifying nanoparticles
known as nanobacteria, and plan to further validate the functionality of this diagnostic test.

All of the aforementioned activities will require additional funding from third parties. No assurance can be given that
such funding will be available at commercially reasonable terms, if at all.
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Item 2: Management's Discussion and Analysis of Financial Condition and Results of Operations (continued)
Business (continued)
Protein Array Development

Our monoclonal antibody (mAb 8D10) used in our NanoCapture™ and Nano-Sero™ ELISA kits detects CNPs. This is the
first step in our diagnostic information to clinicians. From this base knowledge, we characterized the antibody targets

and developed a Surface Antigen Pattern ImmunoAssay (“SAPIA”) for finding out what antigens are present on the
accessible surface of CNPs. We can utilize this technique to map the antigens in human identified CNP blood

samples. Previously, specific antibodies against calcium-dependent conformation of Factor II, Factor IX and Factor X
have been produced and used in analysis of the auto assembly and catalytical activation of the clotting cascade. 8D10

is the first case known to us where the noncovalent phosphate-mediated interaction with calcium phosphate mineral is

the key element detected. Since blood does not normally contain apatite mineral, this target is specific for the

detection of CNPs.

We screened serum samples of patients with 13 diseases, 40 samples per disease using ELISA tests for CNPs and for
anti-CNP antibodies. The results indicate CNPs are present in several diseases with a very high correlation and
prevalence. In diseases such as Parkinson’s disease and breast cancer, there are negative and positive patients. CNPs
also caused a measurable immune response with IgG antibodies. Further studies are needed. Further studies include
running more disease state samples, creating more specific antibodies to different diseases, running those sample
panels with new antibodies, performing the statistical analysis for sensitivity, specificity, positive prediction and
negative prediction values. Upon completion of the studies, we will likely seek a GMP kit manufacturing partner to
manufacture and validate the kits. We will concurrently go to diagnostic equipment manufacturers and discuss
platform solutions and possible level of interest in a joint development project.

We will continue optimizing our proprietary diagnostics, with a clear focus on developing effective therapies in
cooperation with well-established partners including NASA, Mayo Clinic, Cleveland Clinic, and numerous other
institutions. Once these experiments are completed, we hope to have a compelling and well-rounded scientific basis
for the Company to move forward.
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Item 2: Management's Discussion and Analysis of Financial Condition and Results of Operations (continued)

Business (continued)

Patents - We have filed applications for a number of patents, have been granted patents, and await prosecution of
pending application in the US and International Stages.

Patent
US 5,135,851 U.S.

US 6,706,290 US. &
PCT/EP1999/004555 International
Application
(PCT)
U.S. & PCT
Applications
Filed
U.S. & PCT
Applications
Filed
U.S.

U.S. & PCT
Application
Filed

U.S. & PCT
Applications
filed

General Subject Matter
-Method for the culture and detection of nanobacteria also

known as calcifying nanoparticles

(issued in 1992)

-Methods for the eradication of Nanobacteria from articles
and animals using various novel combinations of systems,
chemicals, compounds, drugs, prodrugs, supplements, etc.
(issued in 2004)

-Methods and Compositions (combinations) for treating
diseases characterized by pathological calcification

(Filed in 2004)

-Methods and combinations of compositions including
Bisphosphonates, chelators, and citrates

(Filed in 2004)

-Methods for the treatment of disease associated with
calcification and/or plaque formation

(Filed in 2004)

-Detection of antibodies against compositions of
conformationally changed proteins comprising calcium

binding protein hydroxy apatite complexes and novel in vitro

test methods
(Filed in 2005)

-Methods and compositions to detect calcifying nanoparticles

including the identification and quantification of proteins
thereon and correlation to diseases thereof
(Filed in 2005)

Expiration Date
August 11, 2010

Jul 6, 2018

There can be no assurance that our patents or pending applications will afford legal protection against competitors or
provide significant proprietary protection or competitive advantage. In addition, our patents or pending applications
could be held invalid or unenforceable by a court, or infringed or circumvented by others, or others could obtain
patents that we would need to license or circumvent. Competitors or potential competitors may have filed patent
applications or received patents, and may obtain additional patents and proprietary rights relating to proteins, small
molecules, compounds, or processes competitive with ours. Additionally, for certain of our product candidates,
competitors, or potential competitors may claim that their existing or pending patents prevent us from
commercializing such product candidates in certain territories. Further, when our patents expire, other companies
could develop new competitive products to our products.
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Item 2: Management's Discussion and Analysis of Financial Condition and Results of Operations (continued)

Patents (continued) - Trade secret protection for our unpatented confidential and proprietary information is important
to us. To protect our trade secrets, we generally require our staff members, material consultants, scientific advisors,
and parties to collaboration and licensing agreements to execute confidentiality agreements upon the commencement
of employment, the consulting relationship, or the collaboration or licensing arrangement with us. However, others
could either develop independently the same or similar information or obtain access to our information.

Results of Operations
The following table presents the percentage of period-over-period dollar change for the line items in our Condensed

Consolidated Statements of Operations for the three and six month periods ended June 30, 2007 and 2006. These
comparisons of financial results are not necessarily indicative of future results.

Three months ended June 30 Six months ended June 30
%
2007 2006 Change 2007 2006 % Change
Revenue $ 2,432 % 37,565 94% $ 7,444  $ 198,851 -96%
Cost of revenue 1,902 22,623 -92% 6,162 67,818 91%
Gross Profit 530 14,942 -96% 1,282 131,033 -99%
Gross Profit
percentage 22% 40% 17% 66%
Selling, general and
administrative 279,499 275,289 2% 2,342,164 1,261,159 86%
Research and
development 285,132 431,016 -34% 664,107 785,338 -15%
Impairment loss on
intangible asset - - - 585,000 -100%
Depreciation and
amortization 115,286 117,811 - 2% 231,932 306,028 -24%
Operating loss (679,387) (809,174) -16% (3,236,921) (2,806,492) 15%
Other income
(Expense) (37,175) (26,286) 41% (1,336,359) (76,655) 1,643%
Net loss $ (716,562) $ (835,460) (14%) s (4,573,280) $ (2,883,147) 59%
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Item 2: Management's Discussion and Analysis of Financial Condition and Results of Operations (continued)
Revenue

Revenue for the three and six months ended June 30, 2007 and 2006 is summarized as follows:

Three months ended June 30 Six months ended June 30
2007 2006 2007 2006
Nanobac Supplement $ = $ 2,202 $ = $ 122,495
Observation Rights - 6,000 - 12,000
Diagnostic Products 2,432 29,363 7,444 64,356
$ 2,432 $ 37,565 $ 7,444 $ 198,851

Revenue for the three and six months ended June 30, 2007 was primarily from our Finland office.

During March 2006, we terminated the marketing and selling of dietary supplements in order for the Company to
focus exclusively on the science related to CNPs, which we plan to lead to drug discovery and the development of
diagnostic products for the detection and treatment of CNP related diseases. Accordingly, we had no revenue from
dietary supplements for the three or six months ended June 30, 2007. We expect no revenue from dietary supplements
in future periods.

Revenue from observation rights was recognized over the agreement’s 12-month term using the straight-line method.
This term ended on August 31, 2006, accordingly, there is no revenue from observation rights in future periods.

Cost of Revenue
Cost of revenue consists of direct materials and testing services in our Finland office.
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Item 2: Management's Discussion and Analysis of Financial Condition and Results of Operations (continued)
Selling, General and Administrative

During January 2007, we issued 3,000,000 shares of our common stock to each of the members of our Board of
Directors (total of 12,000,000 shares). The fair value of these shares as of the date of issuance was $1.6 million, which
is included in our selling, general and administrative (“SG&A™) expenses.

Excluding the stock issuance referred to above, over 75% of SG&A expenses are comprised of payroll and
professional fees. The majority of professional fees are related to patents and public company expenses for audit, legal
and investor relations. Other significant SG&A expenses include facility rental and insurance.

SG&A remained essentially the same for the three months ended June 30, 2007 as compared to the three months
ended June 30, 2006.

SG&A increased $1.1 million for the six months ended June 30, 2007 compared to the six months ended June 30,
2006. $1.6 million of this increase was attributable to the stock issuance to the Board of Directors as described above.
In addition, we recorded a $147,000 royalty expense in 2007 in connection with potential payments due under
Subscription agreements and our patents and professional fees increased by $192,000. These increases were offset by
decreases in payroll expenses of $135,000 as we eliminated payroll associated with the sale of Nanobac Supplements;
a decrease rent expense of $124,000 primarily associated with the abandoned lease described below; and a decrease in
other compensation associated with a stock grant bonus issued in 2006 of $560,000.

During March 2006, the Company ceased occupying leased office space in Tampa, Florida. As a result of the early
abandonment of this office lease, a charge to earnings of approximately $106,000 for the acceleration of lease
payments associated with the abandoned lease has been recognized in the accompanying financial statements for the
six months ended June 30, 2006. An additional charge is included in other expense for the write-off of leasehold
improvements.

Research and Development

For the six months ended June 30, 2007 and 2006 research and development (“R&D) expenses consisted of the
following types of expenses:

Six Months ended Jun 30
2007 2006
U.S. Payroll and medical directors 54% 54%
Finland payroll and laboratory 22% 32%
Research studies 24% 9%
Other 1% 6%
100% 100%

R&D expenses decreased $146,000 for the three months ended June 30, 2007 as compared to the three months ended
June 30, 2006 and R&D expenses decreased $121,000 for the six months ended June 30, 2007 compared to the six
months ended June 30, 2006. The decrease was primarily associated with the contraction of research activities due to
lower levels of cash funding.
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Item 2: Management's Discussion and Analysis of Financial Condition and Results of Operations (continued)
Impairment loss on intangible assets

During March 2006, we established a plan to discontinue the sale of dietary supplements. As a result of the above
decision, the product rights’ intangible asset was deemed fully impaired and an impairment loss of $585,000 was
recognized during the six months ended June 30, 2006.

Depreciation and amortization

Approximately 95% of depreciation and amortization are related to the amortization of intangible assets (primarily
patents) acquired in the June 2003 acquisition of LABS and the November 2003 acquisition of OY. Amortization
expense decreased for the three and six months ended June 30, 2007 compared to the three and six months ended June
30, 2006 as the amortization of product rights was eliminated due to the impairment of this intangible asset in March
2006 as described above.

Operating Loss

Our operating loss increased to $3.2 million for the six months ended June 30, 2007 compared to $2.8 million for the
six months ended June 30, 2006. Revenue decreased by approximately $191,000 during the six months ended June 30,
2007 as compared to the same period during 2006 as a result of our termination of the sale of dietary supplements.
Approximately $1.6 million of the 2007 loss was the result of the stock issuance to our Board of Directors. This was
partially offset by the $585,000 impairment loss on intangible assets that occurred during 2006. The remaining
differences were related to slight reductions during the six months ended June 30, 2007 in research and development
expenses and depreciation and amortization expenses as compared to the six months ended June 30, 2006.
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Item 2: Management's Discussion and Analysis of Financial Condition and Results of Operations (continued)
Other income (expense)

Other income (expense) for the three and six months ended June 30, 2007 and 2006 is summarized as follows:

Three months ended June 30 Six months ended June 30
2007 2006 2007 2006

Interest expense
Related party loans $ (43,442) % (46,257) $ (88,884) (84,280)
Other (281) (12) (1,069) (228)
Derivative gain 0 0 299,500 0
Loss on related party debt
extinguishment 0 0 (1,560,000) 0
Loss on disposition of assets 0 0 (18,330) (18,330)
Foreign exchange gain (loss) 6,925 17,236 14,132 24,238
Other, net (377) 2,747 18,292 1,945
Total $ (37,175 % (26,286) $ (1,336,359) $ (76,655)

The derivative gain relates to 5 million exercisable warrants for which we do not have sufficient authorized and
unissued shares. The related derivative liability for the warrants was computed based upon the value of our stock as of
January 30, 2007 as quoted on established markets, using the Black-Scholes method, assuming an expiration date of
the warrants of August 31, 2009, a 100% volatility percentage and an annual interest rate of 4.87%. This was the date
the Company first had insufficient authorized and unissued shares to allow the issuance of shares of its common stock
if the warrants were fully exercised. The fair value of the derivative liability was again determined at June 30, 2007,
the last date of the period, based upon the Black-Scholes methodology described above. Since the value of the
Company’s common stock, as quoted on these established markets, decreased between these dates, the total amount of
the obligation decreased resulting in the recognition of a derivative gain.

The loss on related party debt extinguishment relates to the settlement of $2.3 million of related party debt in
exchange for the issuance of 30,000,000 shares of our common stock valued at $3.9 million based on the trading price
of the Company’s stock on the date of the transaction of $0.13 per share.

Loss on disposition of assets is attributable to leasehold improvements in connection with the abandonment of our
lease in March 2006. Foreign currency gain results from exchange rate changes between the U.S. dollar and the Euro
on intercompany advances between our U.S. subsidiary and our Finland subsidiary.

Net Loss

We are experiencing significant losses as we conduct research and development related to nanobacteria. We believe it
will take significant time before we will earn meaningful revenue to offset our expenses and there is no assurance that
we will be able to accomplish this goal. As a result of the losses, we are dependent on affiliates of our CEO and other
investors to provide sufficient cash sources to fund our operations.
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Item 2: Management's Discussion and Analysis of Financial Condition and Results of Operations (continued)
Liquidity and Capital Resources

Since the United States Bankruptcy Court confirmed a plan of reorganization that allowed the Company to emerge
from Chapter 11 during calendar 2002, the Company has financed its activities primarily through loans made by
entities affiliated with our current Chief Executive Officer (referred to herein as “the Affiliated Entities”) and the sale of
common stock. The stockholder loans were made as funding was needed and were extremely advantageous to the
Company in that the amounts were funded as the Company needed financial infusions and allowed the Company to
avoid the costs and distractions of attempting to raise these amounts from unrelated parties. It is unrealistic to believe
that unrelated parties would have offered terms as generous as those obtained from the Affiliated Entities, and it is
also unlikely that any financing could have been obtained under any terms without the financing of the Affiliated
Entities.

As discussed in the Company’s most recent Form 10-KSB, since August of 2004, the Company has received $1.4
million (net of $125,000 of expenses) from three unaffiliated investors and one affiliate for shares of the Company’s
stock and an equal amount of warrants to acquire additional shares of the Company’s stock. The exact number of
shares to be issued is dependent upon the average closing bid price of the Company’s stock on the five trading days
immediately prior to the date on which a registration statement for these shares is declared effective. The purchase
price of the shares is equal to the lesser of (1) $.12 or (2) 52% of the average closing price described above. An
additional $1.5 million is to be received from these investors within five days of registering the common shares and
warrants. A registration statement was filed in 2005 for these shares and is now dormant. Additional information
concerning the above obligation is included in the Company’s most recent Form 10-KSB and is incorporated herein by
reference.

As of June 30, 2007, we had total assets of $7.5 million of which only $133,000 were current assets. At June 30, 2007,
we had total current liabilities of $5.8 million and a working capital deficit of $5.7 million. $3.6 million of the $5.7
million working capital deficit is attributable to the related party loans from CEO Affiliated Entities described above.

Net cash used in operations for the six months ended June 30, 2007 was $600,000. The negative cash flow from
operations reflects the $4.6 million net loss for the period offset by non-cash charges of $1.6 million for the common
stock issuance to our Board of Directors, $1.6 million for the loss incurred on the extinguishment of related party debt
in exchange for our common stock, $232,000 for non-cash charges for depreciation and amortization and $877,000
increase in current liabilities.

Net cash provided by investing activities for the three months ended June 30, 2007 of $49,000 primarily reflects the
return of a $50,000 security deposit.

Net cash provided by financing activities for the three months ended June 30, 2007 was $512,000, which is
attributable to related party loans.

As noted above, cash from related party loans financed our negative cash flow from operations. We are dependent on
raising additional funding necessary to implement our business plan. Should we not be successful in raising cash from

our CEO and other investors, we are unlikely to continue as a going concern.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)
Forward Looking Statements

Our disclosure and analysis in this Form 10-QSB contains some forward-looking statements, within the meaning of

the Private Securities Litigation Reform Act of 1995 (“the Act”), that set forth anticipated results based on our plans and
assumptions. From time to time, we also provide forward-looking statements in other materials we release to the

public as well as oral forward-looking statements. Such statements give our current expectations or forecasts of future
events; they do not relate strictly to historical and current facts. We have tried wherever possible to identify such

statements by using words such as “anticipate”, “estimate”, “expect”, “project”, “intend”, “plan”, “believe”, “will” and similar
expressions in connection with any discussion of future operating or financial performance.

In light of the important factors that can materially affect results, including those set forth above and elsewhere in this
report, the inclusion of forward-looking information herein should not be regarded as a representation by us or any
other person that our objectives or plans will be achieved. We may encounter competitive, technological, financial and
business challenges making it more difficult than expected to continue to market our products and services;
competitive conditions within our industry may change adversely; we may be unable to retain existing key
management and research personnel; our forecasts may not accurately anticipate market demand; and there may be
other material adverse changes in our operations or business. Certain important factors affecting the forward looking
statements made herein include, but are not limited to (i) accurately forecasting capital expenditures; (ii) obtaining
new sources of external financing; (iii) successfully conducting experiments to support that CNPs are an infectious in
accordance with Koch’s postulates and (iv) successfully implementing and protecting our intellectual property.
Assumptions relating to budgeting, marketing, product development and other management decisions are subjective in
many respects and thus susceptible to interpretations and periodic revisions based on actual experience and business
developments, the impact of which may cause the Company to alter its capital expenditure or other budgets, which
may in turn affect the Company's financial position and results of operations.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)
Quantitative and Qualitative Disclosures About Market Risk

While most of our operations are conducted in the United States, we also operate a laboratory in Kuopio Finland. We
face two risks related to foreign currency exchange: translation risk and transaction risk. Amounts invested in our
Finland operations are translated into US Dollars at the exchange rates in effect at the balance sheet date. Since the
functional currency of our Finland subsidiary is the local currency, foreign currency translation of the balance sheet is
reflected as a component of stockholders’ equity and does not impact operating results.

Our Finland subsidiary collects revenue and pays expenses in Euros, mitigating transaction risk. Revenues and
expenses in Euros translate into varying amounts of US Dollars depending upon whether the US Dollar weakens or
strengthens against the Euro. Therefore, changes in exchange rates may negatively affect the Company’s consolidated
revenues and expenses (as expressed in US Dollars) from foreign operations.

Currency transaction gains or losses are incurred on our US Subsidiary’s intercompany advance to our Finland
Subsidiary. We recognize a gain on the intercompany advance as the US Dollar weakens against the Euro and we
recognize a loss when the US Dollar strengthens against the Euro.

The Company has not entered into any material amount of foreign currency forward exchange contracts or other
derivative financial instruments to hedge the effects of adverse fluctuations in foreign currency exchange rates.

Item 3: Controls and Procedures
Disclosure controls and procedures

Under the supervision and with the participation of our management, including our principal executive officer and
principal financial officer, we have evaluated the effectiveness of the design and operation of our disclosure controls
and procedures within 90 days of the filing date of this report. Based on their evaluation, our principal executive
officer and principal financial officer have concluded that there are material weakness in our internal controls and
procedures.

During the quarter ended June 30, 2006, we neglected to record the issuance of 8,000,000 shares of common stock and
the resultant charge to operations of $560,000. To correct this material weakness, we have instituted procedures
whereby we will reconcile our stock records to the transfer agent’s records on a quarterly basis.

Disclosure controls and procedures are our controls and other procedures that are designed to ensure that information
required to be disclosed by us in the reports we file or submit under the Exchange Act is recorded, processed,
summarized and reported, within the time periods specified in the Securities and Exchange Commission's rules and
forms. Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure that
information required to be disclosed by us in the reports that we file under the Exchange Act is accumulated and
communicated to our management, including our principal executive officer and principal financial officer, as
appropriate to allow timely decisions regarding required disclosure.
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Item 3: Controls and Procedures (continued)
Section 404 of the Sarbanes-Oxley Act of 2002

Section 404 of the Sarbanes-Oxley Act of 2002 requires our report on Form 10-KSB for 2007 to include a report of
management on internal control over financial reporting. Internal control over financial reporting, as defined under
these rules, is a process designed to provide reasonable assurance regarding the reliability of financial reporting and
the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles.

In our report, we will be required, among other things, to assess the effectiveness of our internal control over financial
reporting. The report must also disclose any material weaknesses in internal control over financial reporting identified
by management, and if there are any material weaknesses, we must conclude that our internal control over financial
reporting was not effective. A material weakness, under the applicable rules, is a control deficiency, or combination of
control deficiencies, that results in more than a remote likelihood that a material misstatement of the annual or interim
financial statements will not be prevented or detected.

In conducting our ongoing assessment of its internal control over financial reporting to prepare for compliance with
the requirements under Section 404 of the Sarbanes-Oxley Act, we have identified a lack of segregation of duties to be
a potential material weakness in internal controls. Lack of segregation of duties is inherent to our company due to the
small number of employees. Our assessment is still in process to determine if this situation is actually a material
weakness or if there are any other material weaknesses. We have also identified our procedures for accounting for
stock-based transactions as having a material weakness. To correct this material weakness, we have instituted
procedures whereby we will reconcile our stock records to the transfer agent records on a quarterly basis.

Changes in internal controls
There were no significant changes in our internal controls or in other factors that could significantly affect these
controls subsequent to the date of their evaluation except for the material weakness and our corrective plan as

described above.
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PART II - OTHER INFORMATION
Item 1: Legal Proceedings

Except as described below, we know of no material, active or pending legal proceedings against us, nor are we
involved as a plaintiff in any material proceedings or pending litigation. There are no proceedings in which any of our
directors, officers or affiliates, or any registered or beneficial stockholders are an adverse party or has a material
interest adverse to us.

On August 10, 2004, we were served with a civil action as filed in the Superior Court of Fulton County State of
Georgia by Foltz Martin LLC and Openbook Learning Club, Inc. (“Foltz”). This suit alleges that the Company is liable
for approximately $67,000 of liabilities plus approximately $11,000 interest for services performed by the plaintiffs
for HealthCentrics, Inc. in 2003 and 2004. The Company owned 100% of HealthCentrics from December 2003
through March 2004 when HealthCentrics was sold by the Company to an affiliate. We do not believe that the
Company is liable for the obligations of HealthCentrics.

On January 19, 2006, we were served with a civil action as filed in the Superior Court of Fulton County State of
Georgia by EliteCorp Atlanta, LLC (“EliteCorp”). This suit alleges that the Company is liable for approximately
$318,000 of liabilities plus approximately $110,000 interest for services performed by the plaintiffs for
HealthCentrics, Inc. in 2003 and 2004. We responded to this action on February 17, 2006 and denied virtually all the
allegations of EliteCorp. We do not believe that the Company is liable for the obligations of HealthCentrics.

During January 2007, the Company, along with the Company’s CEO and a Board of Director member was served with
civil action in the Circuit Court of Cook County, Illinois by Nutmeg Group LLC, the sole unaffiliated holder of

subscription agreements described in our most recent Form 10KSB. The suit is seeking damages for alleged breaches

of contract by the Company and the affiliates as a result of the alleged failure to deliver stock and warrants that were

allegedly due to be delivered under certain subscription agreements between the parties. Additionally, the suit seeks

the recovery of $65,000 for penalties for failure to register shares subject to the registration rights agreement. We filed

a motion to quash summons, contending there is no jurisdiction in Illinois for this matter. The Court granted a

substantial portion of the Company’s motions to dismiss. The Court also granted Nutmeg a chance to replead.

Management believes that no amount is owed and therefore, no liability related to the aforementioned matters has
been recorded in the financial statements.
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Item 2: Unregistered Sales of Equity Securities and Use of Proceeds

From August 2004 through February 2005, we executed Subscription Agreements with three unaffiliated investors
and one affiliated investor. These investors paid us 50% of the subscription price at execution and the remaining 50%
is due within five days from the date that a registration statement is declared effective for the common shares that are
being issued. In exchange for the cash consideration, we are to issue these investors shares of our common stock equal
to the amount paid divided by the lesser of (a) $0.12 or (b) fifty-two percent of the average closing bid price for our
common stock for the five days immediately prior to the date on which a registration statement is declared effective
(“The Fixed Price”). In addition, each of these investors will receive an equivalent number of warrants with expiration
dates of five years from the date of issuance. One half of these warrants will be priced at 110% of the Fixed Price and
the remainder will be priced at 150% of the Fixed Price. During 2006, the CEO Affiliate acquired the rights and
obligations under the above Stock Subscription Agreements from two of the three unaffiliated investors except for
common stock previously issued to these investors and 2.7 million of the warrants. The minimum number of shares
and warrants that will be issued under these Subscription Agreements (assuming a Fixed Price of $0.12 per share) is
as follows:

Number of Shares Per Share Proceeds
Common Stock, previously issued:
Unaffiliated Investors 8,125,000 $ 012 $ 975,000
Affiliates 4,166,667 $ 0.12 500,000
12,291,667 $ 1,475,000
Common Stock, future issuances
Unaffiliated Investors 5,416,667 $ 0.12 $ 650,000
Affiliates 6,875,000 $ 0.12 825,000
12,291,667 $ 1,475,000
Warrants:
Unaffiliated Investors 8,125,000 $ 0.13
Affiliates 4,166,667 $ 0.13
Unaffiliated Investors 5,416,667 $ 0.18
Affiliates 6,875,000 $ 0.18
24,583,333

The actual number of shares and warrants that ultimately will be issued under these Subscription Agreements may be
substantially higher due to the variability of the Fixed Price. Based on our recent traded price of $0.04 to $0.08 per
share, three to six times as many shares and warrants would be issued as described above. Further, we do not have
sufficient authorized shares to issue the common stock and warrants required under the above subscription
agreements. Our stockholders need to approve any increase in our authorized shares.

Each of these investors received their shares in reliance upon Section 4(2) of the Securities Act of 1933, because each
of the holders was knowledgeable, sophisticated and had access to comprehensive information about us. At all
relevant times we were a reporting company under the Securities Exchange Act of 1934 and there was readily
available adequate current public information with respect to the Company.
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Item 3: Defaults upon Senior Securities

None.

Item 4: Submission of Matters to a Vote of Security Holders

None.

Item 5: Other Information

None

Item 6: Exhibits and Reports on Form 8-K

(a) The following exhibits are filed as part of this report:

Exhibit 31.1 - Certification to Section 302 of the Sarbanes-Oxley Act of 2002 - Chief Executive Officer
Exhibit 31.2 - Certification to Section 302 of the Sarbanes-Oxley Act of 2002 - Chief Financial Officer

Exhibit 32.1 - Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002 - Chief Executive Officer

Exhibit 32.2 - Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002 - Chief Financial Officer

(b) Reports on Form 8-K
None
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has caused this report to be signed
on its behalf by the undersigned thereunto duly authorized.

Dated: August 20, 2007 NANOBAC PHARMACEUTICALS, INCORPORATED

By: /s/ John D Stanton

John D Stanton
Chief Executive Officer and Chief Financial Officer
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EXHIBIT

NUMBER

31.1

31.2

32.1

322
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Nanobac Pharmaceuticals, Incorporated

EXHIBIT INDEX

DESCRIPTION

Certification to Section 302 of the Sarbanes-Oxley Act of 2002 - Chief Executive
Officer

Certification to Section 302 of the Sarbanes-Oxley Act of 2002 - Chief Financial
Officer

Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906
of the Sarbanes-Oxley Act of 2002 - Chief Executive Officer

Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906
of the Sarbanes-Oxley Act of 2002 - Chief Financial Officer
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