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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Form 10-KSB for VitaCube Systems Holdings, Inc. ( the Company ) contains forward-looking statements within the meaning of

Section 27A of the Securities Act and Section 21E of the Securities Exchange Act of 1934, as amended. All statements other than statements of

historical fact are forward-looking statements for purposes of federal and state securities laws, including any projections of earnings, revenue or

other financial items; any statements of the plans, strategies and objectives of management for future operations; any statements concerning

proposed new products or developments; any statements regarding future economic conditions or performance; any statements of belief; and any

statements of assumptions underlying any of the foregoing. Forward-looking statements may include the words may, will, estimate, intend,
continue, believe, expect or anticipate and other similar words.

Although we believe that the expectations reflected in any of our forward-looking statements are reasonable, actual results could differ
materially from those projected or assumed in any of our forward-looking statements. Our future financial condition and results of operations, as
well as any forward-looking statements, are subject to change and to inherent risks and uncertainties. Actual future results may differ
significantly from the results discussed in the forward-looking statements. Some of the risks that may affect our performance are discussed
below under Risk Factors Associated with Our Business.

RISK FACTORS ASSOCIATED WITH OUR BUSINESS

The Company is subject to various risks that could have a negative effect on the Company and its financial condition. These risks could cause
actual operating results to differ from those expressed in certain forward looking statements contained in this Form 10-KSB as well as in other
Company communications.

We have a history of operating losses and a significant accumulated deficit, and we may never achieve profitability.

We have not been profitable since inception in 2001. We had net losses for the years ended December 31, 2004 and 2003 of $2,513,999 and
$2,267,533, respectively. At December 31, 2004, we had an accumulated deficit of $7,564,955. We may never achieve or maintain profitability.
Our ability to achieve and maintain a profit is dependent upon our attracting and maintaining a large base of independent distributors who
generate significant sales.

We may be unable to continue as a going concern in which case our securities will have little or no value.

Our independent auditors have noted in their reports concerning our financial statements as of December 31, 2004 and 2003, that we have
incurred substantial losses since inception, which raises substantial doubt about our ability to continue as a going concern. In the event we are
not able to continue operations you will likely suffer a complete loss of your investment in our securities. See the auditors reports on our
consolidated financial statements elsewhere in this Form 10-KSB.

Our limited operating history and recent change in marketing strategy make it difficult to evaluate our prospects.
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We have a limited operating history on which to evaluate our business and prospects. Our products were formulated in 2000 and 2001, and we
began selling our products to the general public in early 2002. In late 2003, we began to refocus our sales and marketing efforts on direct sales of
products through our network of independent distributors. There is no assurance that we will achieve significant sales as a result of this new
strategy. Our revenue for the year ended December 31, 2004 decreased by 34% compared to 2003 due in large part to the start up efforts relating
to our direct sales program. There is no assurance that we will achieve significant sales as a result of our new marketing strategy.

We also may not be successful in addressing our operating challenges such as establishing a viable network of independent distributors,
developing brand awareness and expanding our market presence. Our prospects for
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profitability must be considered in light of our evolving business model. These factors make it difficult to assess our
prospects.

Our failure to recruit, maintain and motivate a large base of productive independent distributors could limit our ability to generate
revenues.

To increase revenue, we must increase the sales and recruiting productivity of our independent distributors. We cannot assure you that we will
be successful in recruiting and retaining productive independent distributors, particularly since direct sales organizations usually experience high
turnover rates of independent distributors. Our independent distributors can terminate their relationships with us at any time. The distributors
also typically work on a part-time basis and may engage in other business activities, which may reduce their efforts for us.

In recruiting and keeping independent distributors, we will be subject to significant competition from other direct sales organizations, both inside
and outside our industry. Our ability to attract and retain independent distributors will be dependent on the attractiveness of our compensation
plan, our product mix, and the support we offer to our independent distributors. Adverse publicity concerning direct sales marketing and public
perception of direct selling businesses generally could negatively affect our ability to attract, motivate and retain independent distributors.

Based on our knowledge of the direct selling industry, we anticipate that our independent distributor organization will be headed by a relatively
small number of key independent distributors who together with their downline network will be responsible for a disproportionate amount of
revenues. We believe this structure is typical in the direct selling industry, as sales leaders emerge in these organizations, and it is the current
situation with us. The loss of key independent distributors will adversely affect our revenues and could adversely affect our ability to attract
other independent distributors, especially if an independent distributor takes other independent distributors of ours to a competitor or to any
other organization.

A change in the amount of compensation paid to our independent distributors could reduce our ability to recruit and retain them and to
realize a profit.

We expect that one of our significant expenses will be payment of compensation to our independent distributors. This compensation includes
commissions, bonuses, awards and prizes. From the date we changed our sales method to direct sales through independent distributors,

August 1, 2003, through December 31, 2004, compensation paid to our independent distributors represented 29% of our total revenues. We may
change our independent distributor compensation plan in seeking to better manage these incentives, to monitor the amount of independent
distributor compensation paid and to prevent independent distributor compensation from having a significant adverse effect on our revenues.
Changes to our independent distributor compensation plan may make it difficult for us to recruit and retain qualified and motivated independent
distributors. We do not have any current plans to change our distributor compensation plan.

We are not in a position to exert the same level of influence or control over our independent distributors as we could if they were our
employees, and we may be subject to significant costs and reputational harm in the event our independent distributors violate any laws
or regulations applicable to our operations.
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Our independent distributors are independent contractors and, accordingly, we are not in a position to provide the same level of control and
oversight as we would if independent distributors were our employees. While we have implemented independent distributor policies and
procedures designed to govern independent distributor conduct and to protect our goodwill, there can be no assurance that our independent
distributors will comply with our policies and procedures. Violations by our independent distributors of applicable law or of our policies and
procedures dealing with customers could reflect negatively on our products and operations and harm our business reputation. To date, we have
not experienced any significant problems affecting our products, operations or business reputation caused by distributor violations of our
policies and procedures.

In addition, extensive federal, state and local laws regulate our direct selling program. The Federal Trade Commission ( FTC ) or a court could
hold us liable for the actions of our independent distributors. The FTC could also find us liable civilly for deceptive advertising if health benefit
representations made by our independent distributors are not supported by competent and reliable scientific evidence. If any of these
representations made by our independent distributors were deemed fraudulent, the FTC could refer the matter to the Department of Justice
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for criminal fraud prosecution. Also, the Food and Drug Administration ( FDA ) could seek to hold us civilly and
criminally liable for misbranding, for adulteration, or for sale of an unapproved new drug if an independent distributor
were to make false or misleading claims, sell a product past its shelf life, or represent that any of our products were
intended for use in the cure, treatment, or prevention of a disease or health-related condition. While we train our
independent distributors and attempt to monitor our independent distributors marketing claims and sales materials, we
cannot ensure that all of these materials comply with applicable law.

Our direct selling program through independent distributors could be found not to be in compliance with current or newly adopted
laws or regulations, which could subject us to increased costs and reduced distributor participation in sales efforts, and our revenues
would decrease significantly.

Our direct marketing program could be found to violate laws or regulations applicable to direct selling marketing organizations. These laws and
regulations generally are directed at preventing fraudulent or deceptive schemes, often referred to as pyramid or chain sales schemes, by
ensuring that product sales ultimately are made to consumers and that advancement within an organization is based on sales of the organization s
products rather than investments in the organization or other non-retail sales-related criteria. The regulations concerning these types of

marketing programs do not include bright line rules and are inherently fact-based. Thus, even in jurisdictions where we believe that our direct
selling program is in full compliance with applicable laws or regulations governing direct selling programs, we are subject to the risk that these
laws or regulations or the enforcement or interpretation of them by governmental agencies or courts can change. The failure of our direct selling
program to comply with current or newly adopted laws or regulations could result in costs and fines to us and make our independent distributors
reluctant to continue their sales efforts, which would reduce our revenues significantly.

We are also subject to the risk of private party challenges to the legality of our direct selling program. Direct selling programs of some other
companies have been successfully challenged in the past. The challenges centered on whether the marketing programs of direct selling
companies are investment contracts in violation of applicable securities laws and pyramid schemes in violation of applicable FTC rules and
regulations. These challenges have caused direct selling companies to focus greater attention on generating product sales to non-participants or
non-distributors. Direct selling companies have addressed these issues by promoting retail sales incentives, tying sales commissions more
directly to retail sales and reclassifying those persons who enroll as distributors but do not make sales to other persons as retail customers. An
adverse judicial determination with respect to our direct selling program, or in proceedings not involving us directly but which challenge the
legality of direct selling systems, could have a material adverse effect on our sales efforts, leading to lower revenues. To date, we have not been
subject to any adverse judicial determination with respect to our direct selling program.

We may be held responsible for taxes or assessments relating to the activities of our independent distributors resulting in greater costs
to us.

We treat our independent distributors as independent contractors and do not pay social security or similar taxes with respect to compensation
paid to them. In the event that we are required to treat our independent distributors as employees, rather than independent contractors, we may be
held responsible for social security and related taxes, plus any related assessments and penalties, which could significantly increase our
operating costs.

We are affected by extensive laws, governmental regulations, administrative determinations, court decisions and similar constraints
which can make compliance costly and subject us to enforcement actions by governmental agencies.
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The formulation, manufacturing, packaging, labeling, holding, storage, distribution, advertising and sale of our products are affected by
extensive laws, governmental regulations and policies, administrative determinations, court decisions and similar constraints at the federal, state
and local levels. There can be no assurance that we or our independent distributors will be in compliance with all of these regulations. A failure
by us or our distributors to comply with these laws and regulations could lead to governmental investigations, civil and criminal prosecutions,
administrative hearings and court proceedings, civil and criminal penalties, injunctions against product sales or advertising, civil and criminal
liability for the Company and/or its principals, bad publicity, and tort claims arising out of governmental or judicial findings of fact or
conclusions of law adverse to the Company or its principals. In addition, the adoption of new regulations and policies or changes in the
interpretations of existing regulations and policies may result in significant new compliance costs or discontinuation of product sales and may
adversely affect the marketing of our products, resulting in decreases in revenues.
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The FDA regulates our products and our product labeling. Among other matters the FDA regulates nutrient content and ingredient information,
claims of the effect of a dietary supplement or dietary ingredient on a body structure or function, and claims of the effect of a dietary supplement
or dietary ingredient on disease or risk of disease. The FDA can initiate civil and criminal proceedings against persons who make false or
misleading claims on labels or in labeling, who engage in misbranding, who evidence an intent to sell their products for a therapeutic use not
approved by the agency, who sell misbranded products, or who sell adulterated products. The FDA can also require the recall of all products that
are misbranded or adulterated.

The FTC has jurisdiction over our product advertising. The FTC can initiate civil proceedings for deceptive advertising and deceptive
advertising practices. It can seek for companies to make payments to consumers or disgorgement of profits from the sale of any product held to
have been deceptively advertised. The FTC or a federal court can require a company found liable to give notice of the availability of refunds in
part or whole for the product purchase price for all products sold through use of advertising deemed deceptive.

State authorities may likewise bring enforcement actions for misbranding, adulteration, and deceptive advertising. Those actions may be pursued
simultaneously with federal actions.

On March 13, 2003, the FDA proposed a new regulation to require current Good Manufacturing Practice guidelines ( cGMPs ) in the
manufacture, packing, holding, and distribution of nutritional supplements. The proposed rules would establish minimum standards that must be
met by all companies that manufacture, package, and hold nutritional supplements in the United States. Violation of those standards would
render the products in question presumptively adulterated and unlawful to sell. The proposed cGMPs would require manufacturers to follow
procedures that would track nutrients from source to finished product, test nutrients for identity, purity, quality, strength, and composition at
each stage of production, and record full compliance with specific regulations governing production, manufacture, and holding of nutritional
supplements. The cGMPs are expected to be adopted in 2005 and may become fully effective by 2007. We expect that the cGMPs will increase
our product costs by requiring our various contract manufacturers to expend additional capital and resources on quality control testing, new
personnel, plant redesign, new equipment, facilities placement, recordkeeping and ingredient and product testing.

The FDA and some state agencies invite the public to complain if they experience any adverse effects from the consumption of nutritional
supplements. These complaints may be made public. Regardless of whether complaints of this kind are substantiated or proven, public release of
complaints of this type may have an adverse effect upon public perception of us, the quality of our products or the prudence of taking our
products. Changes in consumer attitudes based on adverse event reports could adversely affect the potential market for and sales of our products
and make it more difficult to recruit and retain independent distributors and obtain endorsers.

We are dependent on a limited number of independent suppliers and manufacturers of our products, which may affect our ability to
deliver our products in a timely manner. If we are not able to ensure timely product deliveries, potential distributors and customers
may not order our products, and our revenues may decrease.

We rely entirely on a limited number of third parties to supply and manufacture our products. Our manufacturers produce our products on a
purchase order basis only and can terminate their relationships with us at will. Our two primary supplement manufacturers are Vitatech
International Inc. and GMP Laboratories of America, Inc. These third parties may be unable to satisfy our supply requirements, manufacture our
products on a timely basis, fill and ship our orders promptly, provide services at competitive costs or offer reliable products and services. The
failure to meet of any of these critical needs would delay or reduce product shipment and adversely affect our revenues, as well as jeopardize our
relationships with our independent distributors and customers. In the event any of our third party manufacturers were to become unable or
unwilling to continue to provide us with products in required volumes and at suitable quality levels, we would be required to identify and obtain
acceptable replacement manufacturing sources. There is no assurance that we would be able to obtain alternative manufacturing sources on a
timely basis. An extended interruption in the supply of our products would result in decreased product sales and our revenues would likely

10
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decline. We believe that we can meet our current supply and manufacturing requirements with our current suppliers and manufacturers or with
available substitute suppliers and manufacturers. Historically, we have not experienced any delays or disruptions to our business caused by
difficulties in obtaining supplies.

11
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We are dependent on our third party manufacturers to supply our products in the compositions we require, and we do not
independently analyze our products. Any errors in our product manufacturing could result in product recalls, significant legal
exposure, and reduced revenues and the loss of distributors.

While we require that our manufacturers verify the accuracy of the contents of our products, we do not have the expertise or personnel to
monitor the production of products by these third parties. We rely exclusively, without independent verification, on certificates of analysis
regarding product content provided by our third party suppliers and limited safety testing by them. We cannot be assured that these outside
manufacturers will continue to supply products to us reliably in the compositions we require. Errors in the manufacture of our products could
result in product recalls, significant legal exposure, adverse publicity, decreased revenues, and loss of distributors and endorsers.

We face significant competition from existing suppliers of products similar to ours. If we are not able to compete with these companies
effectively, then we may not be profitable.

We face intense competition from numerous resellers, manufacturers and wholesalers of energy drinks, protein shakes and nutritional
supplements similar to ours, including retail, online and mail order providers. We consider the significant products in the U.S. market to be
Myoplex® for protein drinks, Gatorade®, Powerade®, Acclerade® and All Sport® for energy drinks, and that Nature s Bounty, Inc. and General
Nutrition Centers, Inc. are the significant producers of vitamins. Most of our competitors have longer operating histories, established brands in
the marketplace, revenues significantly greater than ours, more capital and better access to capital than us. We expect that these competitors may
use their resources to engage in various business activities that could result in reduced sales of our products. Companies with greater capital and
research capabilities could re-formulate existing products or formulate new products that could gain wide marketplace acceptance, which could
have a depressive effect on our future sales. In addition, aggressive advertising and promotion by our competitors may require us to compete by
lowering prices because we do not have the resources to engage in marketing campaigns against these competitors, and the economic viability of
our operations likely would be diminished.

We may not be able to attract high visibility endorsers, which may result in reduced product sales for us.

A principal component of our marketing program is the use and endorsement of our products by well-known professional and Olympic athletes
and others associated with professional sports teams. Although we have obtained several well-known sports celebrities as endorsers of our
products, some of these persons may not continue their endorsements, may not continue to succeed in their fields, may engage in activities
which could bring disrepute on themselves and, in turn, on us and our products, and our revenues could suffer. We also may not be able to attract
new endorsers, especially sports celebrities that may emerge in the future. Competition for endorsers is significant and adverse publicity
regarding us or our industry could make it more difficult to attract and retain endorsers.

Adverse publicity associated with our products, ingredients or direct selling program, or those of similar companies, could adversely
affect our sales and revenues.

Adverse publicity concerning any actual or purported failure of our Company or our independent distributors to comply with applicable laws and
regulations regarding any aspect of our business could have an adverse effect on the public perception of our Company. This, in turn, could
negatively affect our ability to obtain endorsers and attract, motivate and retain independent distributors, which would have a material adverse
effect on our ability to generate sales and revenues.

12
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Our independent distributors and customers perception of the safety and quality of our products as well as similar products distributed by others
can be significantly influenced by national media attention, publicized scientific research or findings, product liability claims and other publicity
concerning our products or similar products distributed by others. Adverse publicity, whether or not accurate, that associates consumption of our
products or any similar products with illness or other adverse effects, will likely diminish the public s perception of our products. Claims that any
products are ineffective, inappropriately labeled or have inaccurate instructions as to their use, could have a material adverse effect on the

market demand for our products, including reducing our sales and revenues.

The results of new nutritional dietary supplement studies could be contrary to general industry knowledge on which the formulation and
marketing of our products are based and could materially and adversely impact our

13
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product sales. The federal government, research institutes, universities and others regularly conduct research into the
use, effectiveness and potential for adverse results from the use of nutritional dietary supplements. Even if adverse
studies are subject to substantial criticism or not supported by accepted scientific methodology, publicity surrounding
the reports of these studies may result in flat or decreased sales of our products. In the past few years, the effectiveness
of, and potential for harm from, some of the leading herbal supplements, which contain ingredients not in our
products, have come into question as a result of research studies. These negative study results and other negative
publicity could adversely affect the potential market and sales of our products, as well as increase our product returns,
resulting in increased expenses to us.

While we have not received any direct negative publicity, recent negative publicity such as the ban from the FDA on the ingredient ephedra and
the publicized studies associating increased mortality rates with high dosages of Vitamin E has increased awareness of our consumers relating to
the safety of the ingredients in our supplements.

Nutritional supplement products may be supported by only limited conclusive clinical studies resulting in less market acceptance of
these products and lower revenues or lower growth rates in revenues.

Our nutritional supplement products are made from vitamins, minerals, amino acids, herbs, botanicals, and other substances for which there is a
long history of human consumption. However, there is little long-term experience with human consumption of certain product ingredients or
combinations of ingredients in concentrated form. Although we believe all of our products fall within the generally known safe limits for daily
doses of each ingredient contained within them, nutrition science is imperfect. Moreover, some people have peculiar sensitivities or reactions to
nutrients commonly found in foods and may have similar sensitivities or reactions to nutrients contained in our products. Furthermore, nutrition
science is subject to change based on new research. New scientific evidence may disprove the efficacy of our products or prove our products to
have effects not previously known. We could be adversely affected in the event that our products should prove to be or if they are asserted to be
ineffective or harmful to consumers, or if adverse effects are associated with a competitor s similar products.

Our products have higher prices than the products of most of our competitors, which may make it difficult for us to achieve significant
revenues.

We may have difficulty in achieving market acceptance of our products because our products are among the highest priced in their categories
due to the ingredients that we require in our products. While we believe that our products are superior to competing, lower priced products,
consumers must be educated about our products. If we are unable to achieve market acceptance, we will have difficulty in achieving revenue
growth, which would likely result in continuing operating losses.

The sale of our products involves product liability and related risks that could expose us to significant insurance and loss expenses.

We face an inherent risk of exposure to product liability claims if the use of our products results in, or is believed to have resulted in, illness or
injury. Most of our products contain combinations of ingredients, and there is little long-term experience with the effect of these combinations.
In addition, interactions of these products with other products, prescription medicines and over-the-counter drugs have not been fully explored or
understood and may have unintended consequences. While our third party manufacturers perform tests in connection with the formulations of
our products, these tests are not designed to evaluate the inherent safety of our products.

14
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Although we maintain product liability insurance, it may not be sufficient to cover product liability claims and such claims could have a material
adverse effect on our business. The successful assertion or settlement of an uninsured claim, a significant number of insured claims or a claim
exceeding the limits of our insurance coverage would harm us by adding further costs to our business and by diverting the attention of our senior
management from the operation of our business. Even if we successfully defend a liability claim, the uninsured litigation costs and adverse
publicity may be harmful to our business.

Any product liability claim may increase our costs, and adversely affect our revenues and operating income. Moreover, liability claims arising
from a serious adverse event may increase our costs through higher insurance premiums and deductibles, and may make it more difficult to
secure adequate insurance coverage in the future. In addition, our product liability insurance may fail to cover future product liability claims,
which if adversely determined could subject us to substantial monetary damages.

15
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We have primarily used one individual to formulate all of our products, and the loss of his services may result in delays in formulating
new products and our revenues may decrease.

The loss of the services of Dr. William Wheeler, a nutritionist, could have an adverse effect on our future revenues, as he is the primary person
responsible for the formulation of all of our existing products. Although we have entered into a consulting agreement providing us with certain
services by Dr. Wheeler, there is no assurance that he will be available to formulate new products for us. In addition, Dr. Wheeler formulates
nutritional products for others, including his own company, and these products may compete with our products. Dr. Wheeler formulated and
markets Gold Standard Protein®, a protein shake which competes with our VitaPro® shakes, although we sell our products through direct
marketing and his protein shake is sold directly to consumers without network marketing. If he is unavailable to us for any reason, our ability to
formulate new products may be impaired, which could result in lower revenues.

A slower growth rate in the nutritional supplement industry could lessen our sales and make it more difficult for us to achieve growth
and become profitable.

According to the Nutrition Business Journal (May/June 2004), nutritional supplement companies, analysts, publications and other industry
sources have indicated that the nutritional supplement industry has experienced a significantly slower rate of growth in recent years, although
available data revealed this trend was reversed in 2003, and numbers for 2004 are not available. In our view, this slowdown may be attributable
in part to the maturing of the market for nutritional supplements, the lack of any significant developments of new products over the past few
years, negative publicity about the effectiveness of some ingredients in certain nutritional supplements, the increase in the number of products
competing in the industry, and the increased number of private label brands. Despite the growth in 2003, a slowdown in the industry s rate of
growth could continue over the long term and impair the prospects for increasing the sale of and the demand for our products.

New products may render our products obsolete and our sales may suffer.

The nutritional supplement market historically has been influenced by fad products that became popular due to changing consumer tastes and
media attention. Our products may be rendered obsolete by changes in popular tastes as well as media attention on new products or adverse
media attention on nutritional supplements, which could reduce our sales. It may be difficult for us to change our product line to adapt to
changing tastes. In addition, other fad food regimens, such as low carbohydrate diets, may decrease the overall popularity and use of our
products, as well as result in higher returns of our products, thereby increasing our expenses.

We may from time to time write off obsolete inventories resulting in higher expenses and consequently greater net losses.

Because we maintain high levels of inventories to meet the product needs of our independent distributors and customers, a change by us of our
product mix could result in writedowns of our inventories. For example, in 2003 and 2004 we discontinued certain products and sales tools that
we deemed obsolete, and we incurred a writedown against inventory in 2003 of $177,896 and a charge against obsolete inventory of $22,319 in
2004. Writedowns and charges of this type have historically increased our net losses, and if experienced in the future, will make it more difficult
for us to achieve profitability.
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Product returns in excess of our estimates could require us to incur significant additional expenses, which would make it difficult for us
to achieve profitability.

We have established a reserve in our financial statements for product returns which is based upon our limited historical experience. If this
reserve were to be inadequate, we may incur significant expenses for product returns. We began our direct selling marketing in the last quarter of
2003 and expanded our return policy in May 2004 to allow product returns for up to 12 months after purchase. We may need to revise our
reserves for product returns as we gain more operating experience.
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If we are not able to adequately protect our intellectual property, then we may not be able to compete effectively and we may not be
profitable.

Our existing proprietary rights may not afford remedies and protections necessary to prevent infringement, reformulation, theft,
misappropriation and other improper use of our products by competitors. We own the formulations contained in our products. We consider our
product formulations our critical proprietary property, which must be protected from competitors. We do not have any patents because we do not
believe they are necessary to protect our proprietary rights. Although trade secret, trademark, copyright and patent laws generally provide such
protection and we may attempt to protect ourselves through contracts with manufacturers of our products, we may not be successful in enforcing
our rights. In addition, enforcement of our proprietary rights may require lengthy and expensive litigation. We have attempted to protect the
trade names and trademarks used for our products by registering them with the U.S. Patent and Trademark Office, but we must rely on common
law trademark rights to protect our unregistered trademarks. Common law trademark rights do not provide the same remedies as are granted to
federally registered trademarks and the rights of a common law trademark are limited to the geographic area in which the trademark is actually
used. Our inability to protect our intellectual property could have a material adverse impact on our ability to compete and could make it difficult
for us to achieve a profit.

Interruptions to or failure of our information processing systems may disrupt our business and our sales may suffer.

We are dependent on our information processing systems to timely process customer orders, oversee and manage our distributor network and
control our inventory, and for our distributors to communicate with their customers and distributors in their network. Since the initial purchase
of our technology system in 2001 through December 31, 2004, we had spent $180,151 on technology system upgrades. We have experienced
interruptions and may in the future experience interruptions to or failure of our information processing system; however, none of the
interruptions to date have materially disrupted our business. Interruptions to or failure of our information processing systems may be costly to fix
and may damage our relationships with our customers and distributors, and cause us to lose customers and distributors. If we are unable to fix
problems with our information processing systems in a timely manner our sales may suffer.

Loss of key personnel could impair our ability to operate.

Our success depends on the skills, experience and efforts of our senior management and skilled employees, including Earnest Mathis, Jr., our
Chief Executive Officer, Timothy Transtrum, our Chief Operating Officer, David Litt, our Vice President of Sales and Marketing and Sanford
D. Greenberg, our founder, in order to expand our business. As with all personal service providers, our officers can terminate their relationship
with us at will. Our inability to retain these individuals may result in our reduced ability to operate our business. We do not have key man life
insurance on any of our executive officers.
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We develop, sell, market and distribute nutritional supplement products primarily through a direct sales or network marketing system in which
independent distributors sell our products, as well as purchase them for their own personal use. We also sell our products directly to professional
and Olympic athletes and to professional sports teams.

We formulated our products in 2000 and 2001 for sale to professional and Olympic athletes. We launched our sales and marketing programs to
the general public in early 2002 through our internal sales force targeting specialty retail stores, health clubs and personal trainers. During 2003,
we refocused our marketing and sales strategy on direct selling through independent distributors. We believe, based upon our sales experience in
2001 and 2002, our products can be more effectively sold through the face-to-face sales method afforded by direct selling.

A key part of our marketing strategy, in conjunction with our direct sales program, is the endorsement of our products by sports celebrities.
Some of our celebrity endorsers include:

Mike Shanahan (football): Head Coach, Denver Broncos five Super Bowl teams;

Randy Johnson (baseball): Pitcher, New York Yankees four-time Cy Young Award Winner and 2001
World Series Co-MVP;

Mike Alstott (football): Fullback, Tampa Bay Buccaneers four-time Pro Bowl selection;

John Lynch (football): Safety, Denver Broncos six-time Pro Bowl selection;

Gary Gait (lacrosse): Forward, Colorado Mammoth six-time National Lacrosse League MVP; and

Megan Addy (track and field): world-ranked 400 meter hurdler.

In addition, we supply our products to the following professional sports teams:

National Football League ( NFL ): Denver Broncos, Buffalo Bills, Chicago Bears, Green Bay Packers,
New England Patriots, Seattle Seahawks;

Major League Baseball ( MLB ): Arizona Diamondbacks, Boston Red Sox, Cincinnati Reds, Chicago
White Sox, Milwaukee Brewers and Oakland Athletics;
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National Basketball Association ( NBA ): Denver Nuggets, Los Angeles Clippers, Memphis Grizzlies,
Washington Wizards; and

National Hockey League ( NHL ): Columbus Blue Jackets and Florida Panthers.

We were formed in 2001, under the name Instanet, Inc. to provide Internet fund transfers. Instanet, which had no operating revenues, was a
development stage company. Instanet s business model was not successful and it was searching for an operating business. V3S, a Colorado
corporation formed in October 2000, contacted Instanet in May 2003. The parties completed a stock-for-stock exchange on June 20, 2003, in
which Instanet acquired V3S. The acquisition was conducted on an arms-length basis. In the exchange, the then existing stockholders of V3S
exchanged their stock in V3S for 2,714,403 shares of common stock of Instanet, then representing a 90% ownership interest in Instanet. V3S
then became a wholly-owned subsidiary of Instanet and V3S s management became management of Instanet. Instanet changed its name to
VitaCube Systems Holdings, Inc. V3S at the time of the acquisition had $810,743 of current and long-term assets and $3,000,080 of current and
long-term liabilities. V3S s assets included cash and cash equivalents, inventory, product formulations, an office information technology system

10
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and office equipment and furniture. The acquisition of V3S by Instanet is considered a reverse acquisition and
accounted for under the purchase method of accounting. Under reverse acquisition accounting, V3S is considered the
acquirer for accounting and financial reporting purposes.

The description of our business describes the business conducted by V3S. Instanet discontinued its business prior to the stock-for-stock
exchange.

Industry Overview

Industry Overview 24
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According to the latest industry overview, Nutrition Business Journal (May/June 2004), despite the changing regulatory atmosphere surrounding
supplements, the fundamentals of growth for the nutrition industry aging baby boomers health concerns, the obesity epidemic and rising health
care costs were strong enough to propel nutritional industry growth overall to 8.2% and total U.S. consumer sales to $62.9 billion in 2003, the
first increase in sales growth in several years. The supplements segment contributed $19.8 billion to nutrition industry sales and increased 5.7%
in 2003 over the prior year, the highest annual growth rate since 1999. Vitamin sales grew 7.6% over 2002 or the highest growth rate since 1997.
Topping the growth list were minerals and specialty supplements, both of which advanced sales by 15% in 2003. Rounding out the supplement
categories is sports nutrition that gained 8% in sales in 2003 over 2002.

We believe that the size of the supplement market is due to public awareness of the positive effects of nutritional dietary supplements. Helping
to increase awareness are reports and industry marketing that provides a correlation between the consumption of nutritional dietary supplements
and better health. Both the United States government and universities have increased sponsorship of research relating to nutritional dietary
supplements. For example, in fiscal year 2002, the National Institutes of Health (NIH) continued to lead all Federal agencies with a total of $917
million spent on research and training. This total represents the combined individual contributions of the 18 NIH institutes and three centers that
supported biomedical nutrition research and training. In addition, as part of the NIH, Congress has established the Office of Alternative
Medicine, which focuses on alternative medical treatments, and the Office of Dietary Supplements, which conducts and coordinates research
regarding the role of dietary supplements in maintaining health and preventing disease. New developments in 2004 have been the FDA s ban on
ephedra and the steroid scandals in Major League Baseball and Track and Field. While these scandals may be perceived as having a negative
effect on the nutritional supplement business, we have never produced or sold any products with the ingredients under public scrutiny.

The Direct Selling Industry
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Firms that use direct sales as their distribution method have grown in numbers, sales and profits, both domestically and abroad. Results of the
2004 Direct Selling Association s Annual Growth and Outlook Survey indicate a 10.7% increase in direct sales over the previous two years to a
record high of $29.55 billion. This represents the 19" consecutive year of growth for the industry. The survey, which measures the size and
activity of the U.S. direct selling industry, is conducted annually and includes responses from a cross-section of direct selling companies. Other
major results of the survey indicate wellness products, such as weight loss products and nutritional supplements, account for approximately
15.3% of direct sales. The Direct Selling Association s published figures for 1999-2003 indicate that annual U.S. retail sales for the five years
ended December 31, 2003, have grown from $24.5 billion to nearly $30 billion along with the independent distributor base growing from 10.3
million to nearly 13.3 million during the same time period.

We believe the prospects for continued growth in direct sales are good and should benefit us, and we perceive several reasons as to why such
growth has occurred:

The growth of direct sales has given it public visibility. We believe that governmental regulation of the direct
selling industry has facilitated the public s market acceptance of legitimate direct selling companies.

The current economic climate of business closures, lay-offs, downsizing, outsourcing, and merging has
resulted in motivated, educated workers seeking direct sales. These workers generally have professional and social
networks, which offer personalized credibility to the direct selling industry.
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With improved technology and the expanding use of the Internet, direct selling firms can become more
efficient. For example, none of our independent distributors are required to carry inventory or personally conduct
public presentations, and our computer systems keep track of and communicate with independent distributors and
their organizations. We believe these efficiencies make direct selling easier to administer than in the past.

Our Products

Our Products
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Currently we offer 18 different nutritional products. None of our products contain substances that have been the subject of publicized health
concerns by the medical community such as ephedra, creatine, androstene, androstenedione, aspartame, steroids or human growth hormones.
Our products include:

eForce® Sports Drink

eForce® is a sports drink that has been reformulated to support sustained energy without the levels of sugar and caffeine of most colas, and with
one-tenth the amount of carbohydrates and two additional hydrating electrolytes not found in Gatorade®, a competing sports drink. eForce® has
been reformulated to provide support for sustained energy before activity by incorporating the ingredients D-Ribose, 5 ginsengs and a complete
B-Vitamin Complex (B1, B2, B6 and B12). eForce® also contains antioxidants such as Vitamins A, C and E and pomegranate extract in its
formulation designed to benefit the body after activity.

VitaPro® Nutrition Shake

VitaPro® is a balanced shake that has a blend of proteins, carbohydrates and sugars and is available in chocolate or vanilla flavors. Its blend of
proteins is designed to support metabolism and provide energy.

VitaPro® is formulated with 27 vitamins, minerals and antioxidants delivered in a shake form to help provide nourishment. VitaPro® combines
various protein sources, vitamins, and minerals with ingredients such as Aminogen® an ingredient that contributes amino acids to the body and
Fibersol-2®, a fiber that aids in digestion.

Vitamins and Minerals

Our vitamins, minerals, and specialty formulations are sold in various VitaCubes®, and consist of tablets, capsules and soft gel formulations.
The VitaCube® is a compartmentalized container in which each supplement is separated into its own compartment, with a label above to
designate the location of supplement. This label also provides the supplement name, a photograph, its benefits, the main ingredients and dosages,
and the time to take it. VitaCubes® are divided into three primary and gender-specific packages:

VitaCube® Basic, designed for individuals who are new to nutritional supplement programs or who are
recreational athletes;

VitaCube® Essential, designed for the individuals who have taken supplements previously and who seek a
continued, serious exercise routine; and

VitaCube® Elite, designed for the individual who wants to maximize his or her exercise regimen and sports
performance.

33



Edgar Filing: VITACUBE SYSTEMS HOLDINGS INC - Form 10KSB

Supplements found in our VitaCube® and their product description:
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Name of Supplement
M32+® (Multi System Formula)

Cal/Mag+
Absorbit

CP Complex®
AO Elite®

ZMA Pro

WNB

GC Elite®

Ultra EFA

AlphaNac®

JSH® (Joint Support Health)*

Q-Zyme®*

Product Description/Intended Benefits
32 vitamins and minerals multivitamins

Calcium and Magnesium support bones and muscles
Digestive Enzymes and Aminogen® aid digestion of nutrients
Vitamin C and Potassium aid metabolic function

L-Arginine and L-Ornithine aid circulation and muscle repair

Zinc and Magnesium Aspartate support muscle function and muscle recovery
from exercise

Women s Natural Balance support for women s health

L-Glutamine and L-Carnitine amino acids facilitate muscle recovery and fat
metabolism

Essential Fatty Acids with Vitamin E support cardiovascular health (essential
fatty acids) and cellular functions (Vitamin E)

Alpha Lipoic Acid and N-Acetyl-L-Cysteine antioxidants help neutralize
effects of muscle stress associated with exercise

Glucosamine and Chondroitin support joint flexibility and mobility

CoEnzyme Q10 support energy metabolism in the heart

* Also sold separately from our VitaCube®

Products sold individually:

Name of Supplement
Complex SPP®

Visual Eyes®
Enduro Max

Pure Heat®

Quality in Our Products

Product Description/Intended Benefits
Saw Palmetto support prostate health in men over 30

Lutein and Vitamin A support eye health
B Vitamins and 5 Types of Ginsengs support endurance and stamina

Cayenne, Boswellia and Turmeric support soft tissue health

In seeking quality in our products, we require that before a product is brought to market, all:
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supplements are supported with publicly available scientific research and references;

our manufacturers carry applicable manufacturing licenses;

ingredients are combined so that their effectiveness is not impaired;

ingredients are in dosage levels that fall within tolerable upper intake levels established for healthy people by
the Institute of Medicine of the National Academies;

products do not contain adulterated ingredients such as ephedra, creatine, androstenedione, aspartame,
steroids or human growth hormones;

formulations have a two year shelf life;

products are 100% free of lead and the typical allergens of wheat, corn and yeast; and
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tablets, capsules and soft gels are designed to readily dissolve in the body to facilitate absorption.

Product Development and Advisory Boards

Product Development and Advisory Boards
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In February of 2001, we retained the services of William E. Wheeler, PhD., ACSM, to act as our Director of Science and Technology. Dr.
Wheeler has over 25 years of experience in the nutritional industry with over 260 senior author scientific publications as well as three
Presidential Awards for Excellence in Research. Dr. Wheeler also served as staff nutritionist to the President of the United States (1976-1981)
and served as staff nutritionist to the 1996 U.S. Olympic Decathlon Team. We employed Dr. Wheeler from February 2001 until April 2002.
During this time, Dr. Wheeler headed a team of manufacturers and third party experts to research, formulate and test our products, the

proprietary rights to which are solely ours. Currently, we have entered into a consulting agreement providing us with Dr. Wheeler s services on a
limited basis, including advising us on product formulations and updates on nutritional science, for $2,000 per month plus reasonable expenses.
The agreement expires in March 2007, and may be terminated by either party upon 30 days written notice.

Over the past two years, we have assembled a Scientific Review and Medical Advisory Board and a Professional Athletic Advisory Board. Our
Scientific Review and Medical Advisory Board is composed of Dr. Wheeler (chairman), Herbert Jacobs, M.D., FACS, FACOG, and Paul
Dragul, M.D. These health and medical professionals emphasize nutrition and nutritional supplement in their practices. They advise us on
potential products, ingredients and formulations, and they review our existing products for potential enhancements to improve effectiveness and
marketability.

Due to the number of professional athletes using our products, we created a Professional Athletic Advisory Board made up of strength coaches
and trainers from various professional sports. Members of our Professional Athletic Advisory Board are Steve Hess, Professional Strength and
Conditional Coach for the Denver Nuggets, National Basketball Association, Dave Page, Strength and Conditioning Coach for the Arizona
Diamondbacks, Major League Baseball, and Mark Casterline, Strength and Conditioning Coach for the Columbus Blue Jackets, National
Hockey League. This board provides feedback on the use and perceived benefits of our products.

New Product Identification. From time to time we expand our product line through the development of new products.
New product ideas are derived from a number of sources, including trade publications, scientific and health journals,
consultants, distributors, and other third parties. Prior to introducing new products, we investigate product
formulations as they relate to regulatory compliance and other issues. We expect to formulate from two to four new
products within the next 12 to 18 months.

Celebrity Endorsements
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As part of our marketing efforts, we compensate several sports celebrities for endorsing our products. We believe these endorsements lead health
and fitness conscious consumers to use our products.

Our endorsers have agreed to provide written testimonials to advertise our products including the use of their name, likeness, and pictures for
print, radio, electronic media, and video announcements. Additionally some endorsers have agreed to make personal appearances, participate in
website chats, and wear apparel containing our logo.

The terms of our endorsement contracts vary. These contracts are generally for a period of one to three years and the endorsers are provided with
our products for personal use on a reduced or no cost basis. In addition to receiving our products, these endorsers may receive cash
compensation, stock options, stock grants, a percentage of net revenues, or other consideration. Some of our endorsement contracts also provide
that the endorser will not endorse any competing products.

Our Independent Distributors and Customers
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Overview. We distribute products through a direct selling program with independent distributors. Our distributors
purchase products for their own consumption and for sale to their customers. Generally distributors do not maintain an
inventory of products, but rather introduce new customers who purchase directly from us.
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Independent distributors are encouraged to recruit and sign up new independent distributors and customers for us, the result of which is the
creation of new levels within their sales organizations. These new enrollees are referred to as the downline of their enrolling distributor.
Downline independent distributors are also encouraged to recruit new independent distributors, thereby creating additional levels in their
organizations, but still connected to the original enrolling distributor. Enrollments occur based on personal introduction regardless of geographic
location. We have no sales territories. Our independent distributors are compensated with commissions and bonuses on sales generated through
their downline.

We believe direct selling is an effective way to distribute our products because:

distributors can educate consumers about our products in person;

direct sales allows for actual product samplin