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Date filed:

VALENTIS, INC.
863A MITTEN ROAD
BURLINGAME, CALIFORNIA 94010

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
TO BE HELD ON JANUARY 23, 2003

To the Stockholders of VALENTIS, INC.:

NOTICE IS HEREBY GIVEN that the Annual Meeting of Stockholders of VALENTIS, INC., a Delaware corporation (the
"Company"), will be held on January 23, 2003, at 1:00 p.m. local time at the offices of the Company, 863A Mitten Road, Burlingame,
California 94010 for the following purposes:

1. To approve an amendment to the Company's Certificate of Incorporation to (i) adjust the conversion price of the Series A
Convertible Redeemable Preferred Stock (the "Series A Preferred Stock") from $9.00 to $0.242 (the "Series A Adjusted Conversion
Price") and (ii) eliminate the redemption provisions relating to the Series A Preferred Stock (such amendments to be referred to
collectively as the "Series A Amendments").

2. To approve (i) an amendment to the Company's Certificate of Incorporation to cause all outstanding shares of Series A
Preferred Stock to be automatically converted into Common Stock, at the Series A Adjusted Conversion Price, at 5:00 p.m. Eastern
Standard Time on the date the Restated Certificate (defined below) is filed with the Secretary of State of the State of Delaware (the
"Conversion Time") (such automatic conversion to be referred to as the "Series A Conversion") and (ii) the Series A Conversion,

including the issuance of approximately 127 million shares of Common Stock upon the Series A Conversion.

3. To approve an amendment to the Company's Certificate of Incorporation to increase the number of shares of Common

Stock that the Company is authorized to issue from 65 million to 190 million;

4.  To approve an amendment to the Company's Certificate of Incorporation to effect a reverse stock split of the Company's
outstanding Common Stock, to become effective immediately after the Series A Conversion, in the range of 1:5 to 1:40 (such
reverse stock split to be referred to herein as the "Reverse Stock Split"), as determined in the discretion of the Board of Directors of
the Company.

5. To elect two directors to hold office until the 2005 Annual Meeting of Stockholders;

6.  To ratify the selection of Ernst & Young LLP as independent auditors of the Company for its fiscal year ending June 30,
2003; and

7. To transact such other business as may properly come before the meeting or any adjournment or postponement thereof.

Approval of all of the amendments set forth in Proposal Nos. 1, 2, 3 and 4 would constitute approval of, and is required for adoption of,
the amended and restated certificate of incorporation set forth in Appendix A (the "Restated Certificate"). As further described in this proxy
statement, the Company seeks approval of the entire Restated Certificate. Therefore, unless the stockholders of the Company approve each of
Proposal Nos. 1, 2, 3 and 4, the Company will not undertake any of the actions described in Proposal Nos. 1, 2, 3 and 4. Accordingly, a vote
AGAINST any of Proposal Nos. 1, 2, 3 and 4 may have the effect of a vote AGAINST all of Proposal Nos. 1, 2, 3 and 4.
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The foregoing items of business are more fully described in the Proxy Statement accompanying this Notice.

The Board of Directors has fixed the close of business on December 12, 2002, as the record date (the "Record Date") for the
determination of stockholders entitled to notice of and to vote at this Annual Meeting and at any adjournment or postponement thereof.

By Order of the Board of Directors

Alan C. Mendelson
Secretary

Burlingame, California
December 12, 2002

ALL STOCKHOLDERS ARE CORDIALLY INVITED TO ATTEND THE MEETING IN PERSON. WHETHER OR NOT YOU
EXPECT TO ATTEND THE MEETING, PLEASE COMPLETE, DATE, SIGN AND RETURN THE ENCLOSED PROXY AS
PROMPTLY AS POSSIBLE IN ORDER TO ENSURE YOUR REPRESENTATION AT THE MEETING. A RETURN ENVELOPE
(WHICH IS POSTAGE PREPAID IF MAILED IN THE UNITED STATES) IS ENCLOSED FOR THAT PURPOSE. EVEN IF YOU
HAVE GIVEN YOUR PROXY, YOU MAY STILL VOTE IN PERSON IF YOU ATTEND THE MEETING. PLEASE NOTE,
HOWEVER, THAT IF YOUR SHARES ARE HELD OF RECORD BY A BROKER, BANK OR OTHER NOMINEE AND YOU
WISH TO VOTE AT THE MEETING, YOU MUST OBTAIN FROM THE RECORD HOLDER A PROXY ISSUED IN YOUR
NAME.

VALENTIS, INC.
863A MITTEN ROAD
BURLINGAME, CALIFORNIA 94010

PROXY STATEMENT
FOR ANNUAL MEETING OF STOCKHOLDERS
JANUARY 23,2003

INFORMATION CONCERNING SOLICITATION AND VOTING
GENERAL

The enclosed proxy is solicited on behalf of the Board of Directors of Valentis, Inc., a Delaware corporation (the "Company"), for use at
the Annual Meeting of Stockholders to be held on January 23, 2003, at 1:00 p.m. local time (the "Annual Meeting"), or at any adjournment or
postponement thereof, for the purposes set forth herein and in the accompanying Notice of Annual Meeting. The Annual Meeting will be held
at the offices of the Company, 863 A Mitten Road, Burlingame, California 94010. The Company intends to mail this proxy statement and
accompanying proxy card on or about December 17, 2002, to all stockholders entitled to vote at the Annual Meeting.

SOLICITATION
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The Company will bear the entire cost of solicitation of proxies, including preparation, assembly, printing and mailing of this proxy
statement, the proxy and any additional information furnished to stockholders. Copies of solicitation materials will be furnished to banks,
brokerage houses, fiduciaries and custodians holding in their names shares of common stock of the Company, par value $0.001 per share (the
"Common Stock"), beneficially owned by others to forward to such beneficial owners. The Company has retained Georgeson Shareholder to
assist in the proxy solicitation for a customary fee plus expenses. In addition, the Company may reimburse persons representing beneficial
owners of Common Stock for their costs of forwarding solicitation materials to such beneficial owners. Original solicitation of proxies by mail
may be supplemented by telephone, telegram or personal solicitation by directors, officers or other regular employees of the Company. No
additional compensation will be paid to directors, officers or other regular employees for such services.

VOTING RIGHTS AND OUTSTANDING SHARES

Only holders of record of Common Stock at the close of business on December 12, 2002 (the "Record Date") will be entitled to notice of
and to vote at the Annual Meeting. At the close of business on the Record Date, the Company had outstanding and entitled to vote 36,903,580
shares of Common Stock.

Each holder of record of Common Stock on the Record Date will be entitled to one vote for each share held on all matters to be voted
upon at the Annual Meeting.

All votes will be tabulated by the inspector of election appointed for the meeting, who will separately tabulate affirmative and negative
votes, abstentions and broker non-votes. The inspector will also determine whether or not a quorum is present. In general, Delaware law
provides that a quorum consists of a majority of the shares entitled to vote and present in person or represented by proxy. Abstentions will be
counted towards the tabulation of votes cast on proposals presented to the stockholders and will have the same effect as negative votes. Broker
non-votes are counted towards a quorum, but are not counted for any purpose in determining whether a matter has been approved, which will
have the same effect as negative votes where an affirmative vote of the majority of all outstanding shares is required. Directors will be elected
by a plurality of the votes cast that are present

in person or represented by proxy. Abstentions, withheld votes and broker non-votes will not affect the election of directors. The affirmative
vote of the holders of a majority of all outstanding shares of Common Stock will be required for approval of the Restated Certificate (defined
below). All other proposals require the favorable vote of the majority of the votes present in person or represented by proxy and entitled to
vote on a particular proposal. The Company believes that the tabulation procedures to be followed by the inspector are consistent with the

general statutory requirements in Delaware concerning voting of shares and determination of a quorum.

Any proxy that is executed and returned using the form of proxy enclosed and that is not marked as to a particular item will be voted as

follows:

FOR Proposal No. 1 to approve an amendment to the Company's Certificate of Incorporation to (i) adjust the conversion price
of the Series A Preferred Stock from $9.00 to $0.242 (the "Series A Adjusted Conversion Price") and (ii) eliminate the
redemption provisions relating to the Series A Preferred Stock (such amendments to be referred to collectively as the "Series A

Amendments").

FOR Proposal No. 2 to approve (i) an amendment to the Company's Certificate of Incorporation to cause all outstanding
shares of Series A Preferred Stock to be automatically converted into Common Stock, at the Series A Adjusted Conversion
Price, at 5:00 p.m. Eastern Standard Time on the date the Restated Certificate (defined below) is filed with the Secretary of
State of the State of Delaware (the "Conversion Time") (such automatic conversion to be referred to as the "Series A
Conversion") and (ii) the Series A Conversion, including the issuance of approximately 127 million shares of Common Stock
upon the Series A Conversion.
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FOR Proposal No. 3 to approve an amendment to the Company's Certificate of Incorporation to increase the number of shares
of Common Stock that the Company is authorized to issue from 65 million to 190 million.

FOR Proposal No. 4 to approve an amendment to the Company's Certificate of Incorporation to effect a reverse stock split of
the Company's outstanding Common Stock, to become effective immediately after the Series A Conversion, in the range of 1:5
to 1:40 (such reverse stock split to be referred to as the "Reverse Stock Split"), as determined in the discretion of the Board of

Directors of the Company.

FOR Proposal No. 5 to elect two directors, Patrick G. Enright and Alan C. Mendelson, to hold office until the 2005 Annual
Meeting of Stockholders.

FOR Proposal No. 6 to ratify the selection of Ernst & Young LLP as independent auditors for the fiscal year ending June 30,
2003.

As the proxy holders deem advisable, on other matters that may come before the meeting, as the case may be with respect to
the item not marked.

Approval of all of the amendments set forth in Proposal Nos. 1, 2, 3 and 4 would constitute approval of, and is required for adoption of,
the amended and restated certificate of incorporation set forth in Appendix A (the "Restated Certificate"). As further described in this proxy
statement, the Company seeks approval of the entire Restated Certificate. Therefore, unless the stockholders of the Company approve each of
Proposal Nos. 1, 2, 3 and 4, the Company will not undertake any of the actions described in Proposal Nos. 1, 2, 3 and 4. Accordingly, a vote
AGAINST any of Proposal Nos. 1, 2, 3 and 4 may have the effect of a vote AGAINST all of Proposal Nos. 1, 2, 3 and 4.

REVOCABILITY OF PROXIES

Any person giving a proxy pursuant to this solicitation has the power to revoke it at any time before it is voted. It may be revoked by
filing with the Secretary of the Company at the Company's principal executive office, 863 A Mitten Road, Burlingame, California 94010, a
written notice of revocation or a duly executed proxy bearing a later date, or it may be revoked by attending the meeting and voting in person.
Attendance at the meeting will not, by itself, revoke a proxy.

STOCKHOLDER PROPOSALS TO BE PRESENTED AT THE NEXT ANNUAL MEETING

Proposals of stockholders that are intended to be presented at the Company's 2003 Annual Meeting of Stockholders pursuant to
Rule 14a-8 under the Securities Exchange Act of 1934, as amended (the "Exchange Act") must be received by the Company not later than
August 14, 2003, in order to be included in the proxy statement and proxy relating to that Annual Meeting. Stockholders are also advised to
review the Company's Bylaws, which contain additional requirements with respect to advance notice of stockholder proposals and director
nominations. To be considered timely under provisions of the Company's Bylaws, stockholder proposals must be received by the Company
not later than the close of business on November 24, 2003, nor earlier than the close of business on October 25, 2003.

BACKGROUND TO PROPOSAL NOS. 1,2,3 AND 4

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document


http://www.secdatabase.com

Introduction

The Company's Common Stock is currently listed on The Nasdaq Stock Market's National Market ("The Nasdaq National Market")
under the symbol "VLTS." As further described below, the Company has been notified by Nasdaq that it does not currently meet certain of the
requirements for continued listing on The Nasdaq National Market (specifically, the stockholders' equity and minimum bid price requirements
of Maintenance Standard 1 of The Nasdaq National Market) and has been given a specified amount of time to demonstrate the ability to
achieve compliance or be subject to delisting. In the event of delisting from The Nasdaq National Market or the breach of certain covenants
made by the Company to the holders of the Company's Series A Preferred Stock (the "Series A Holders"), the Series A Holders would have
the right to require the Company to redeem their shares of Series A Preferred Stock. The Company does not currently have the funds available
to redeem all outstanding shares of the Series A Preferred Stock, and in the face of a redemption election by the Series A Holders would likely
need to consider taking action that may result in the Company's dissolution, insolvency or seeking protection under bankruptcy laws or other
similar actions.

In order to prevent the redemption of the Series A Preferred Stock, the Company has negotiated and entered into an agreement with the
Series A Holders, pursuant to which the Series A Holders have waived their redemption rights, pending the vote at the Annual Meeting. Under
the terms of that agreement, the Company has agreed to seek the approval of the Restated Certificate from the holders of its Common Stock.
Accordingly, the Company is seeking the approval of Proposal Nos. 1, 2, 3 and 4 set forth in this proxy statement, which will enable the
Company to file the Restated Certificate and effect the Series A Amendments, the Series A Conversion and the Reverse Stock Split, as more
fully described in this proxy statement. Approval and filing of the Restated Certificate will convert all shares of Series A Preferred Stock into
Common Stock, thereby enabling the Company to avoid the redemption rights of the Series A Preferred Stock, even if the Common Stock
eventually is delisted from The Nasdaq National Market.

Approval of all of the amendments set forth in Proposal Nos. 1, 2, 3 and 4 would constitute approval of, and is required for adoption of,
the Restated Certificate. As further described in this proxy statement, the Company seeks approval of the entire Restated Certificate.
Therefore, unless the stockholders of the Company approve each of Proposal Nos. 1, 2, 3 and 4, the Company will not undertake any of the
actions described in Proposal Nos. 1, 2, 3 and 4. Accordingly, a vote AGAINST any of Proposal Nos. 1, 2, 3 and 4 may have the effect of a
vote AGAINST all of Proposal Nos. 1, 2, 3 and 4.

Although the approval and consummation of the transactions set forth in Proposal Nos. 1, 2, 3 and 4 will permit the Company to avoid
redemption of its Series A Preferred Stock and will better position the Company to achieve compliance with the continued listing
requirements of The Nasdaq National Market, these actions alone are not expected to be sufficient to achieve compliance with the continued
listing requirements of The Nasdaq National Market. However, the Company believes that the consummation of all of the transactions set
forth in Proposal Nos. 1, 2, 3 and 4 may enable it to meet the requirements for listing on The Nasdaq Stock Market's SmallCap Market ("The
Nasdaq SmallCap Market"), although there can be no assurance that the Company will obtain such listing.

The Company's Series A Preferred Stock

On December 5, 2000, pursuant to Subscription Agreements, dated as of November 20, 2000, by and between the Company and each
holder of Series A Preferred Stock (the "Subscription Agreements"), the Company sold and issued 31,500 shares of Series A Preferred Stock,
at a purchase price of $1,000 per share, for an aggregate purchase price of $31,500,000 and Common Stock purchase warrants exercisable for
up to an aggregate of 1,126,828 shares of Common Stock (the "Warrants"). The Company filed a Certificate of Designations of the Series A
Preferred Stock with the Secretary of

State of the State of Delaware on December 5, 2000 (the "Certificate of Designations"), which sets forth the rights, preferences and privileges
of the Series A Preferred Stock. The Series A Preferred Stock is not publicly traded. One holder has converted 700 shares of Series A

Preferred Stock into Common Stock, and 30,800 shares of Series A Preferred Stock remain outstanding.
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Under the Company's current certificate of incorporation, which contains the Certificate of Designations (together, the "Certificate of
Incorporation"), the Series A Preferred Stock, with a stated value of $1,000 per share, is entitled to cumulative dividends which accrue at an
annual rate of 5%, payable quarterly, in cash, or, at the Company's election, in shares of Common Stock. Each share of Series A Preferred
Stock is currently convertible, at the option of the holder, into that number of shares of the Company's Common Stock that is calculated by
dividing the $1,000 stated value, plus accrued and unpaid dividends and arrearage interest on unpaid dividends, by a fixed conversion price of
$9.00, subject to certain anti-dilution adjustments described in the Certificate of Designations. In the event of the Company's liquidation, the
Series A Holders will be entitled to a liquidation preference, equal to the $1,000 stated value plus accrued and unpaid dividends and arrearage
interest on unpaid dividends, before any amounts are paid to the holders of Common Stock. The Company currently is required to redeem the
Series A Preferred Stock on June 4, 2004, subject to a one-year extension at the option of the holder, at a per share price equal to the $1,000
stated value plus accrued and unpaid dividends and arrearage interest on unpaid dividends (the "Series A Redemption Price"). The Series A
Holders also may require that the Company redeem their shares at a price equal to the Series A Redemption Price under certain circumstances
more specifically set forth below, including in the event that (i) the Common Stock ceases to be listed on The Nasdaq National Market,

(ii) there is a fundamental change in control of the Company or (iii) the Company breaches its covenants to the holders of the Series A
Preferred Stock set forth in the Subscription Agreements. The Company may redeem all, but not less than all, of the outstanding shares of
Series A Preferred Stock if at any time the closing bid price of the Company's Common Stock exceeds $24.83 (subject to adjustment in the
event of a change in the Series A Preferred Stock conversion price) for twenty consecutive trading days. As a result of the cash redemption
features of the Series A Preferred Stock, the Series A Preferred Stock is required to be recorded as mezzanine debt and is not included in
stockholders' equity on the Company's balance sheet.

Other than as required by law, the Series A Holders have no voting rights, except that the consent of the holders of a majority of the
Series A Preferred Stock is required to effect any change in the Certificate of Incorporation that materially and adversely would affect any
rights of the Series A Preferred Stock or would create any series of Preferred Stock with rights senior to or on a parity with those of the
Series A Preferred Stock. Because the Series A Amendments and the Series A Conversion described in Proposal Nos. 1 and 2 would
materially and adversely affect the rights of the Series A Preferred Stock by eliminating the redemption features of the Series A Preferred
Stock and by effecting the automatic conversion of the Series A Preferred Stock into Common Stock, the consent of the Series A Holders is
required to effect such changes. As described more fully below under the heading "The Company's Nasdaq Compliance Plan," each of the
Series A Holders have executed an Amendment, Consent and Waiver Regarding the Subscription Agreement and Certificate of Designations
for the Series A Preferred Stock (the "Series A Amendment, Consent and Waiver") pursuant to which the Series A Holders have approved and
given their consent to the Series A Amendments and the Series A Conversion to be effected by the Restated Certificate.

The Company's Nasdaq Listing Issue
The Company's Common Stock is quoted on The Nasdaq National Market under the symbol "VLTS." In order for the Company's

Common Stock to continue to be quoted on The Nasdaq National Market, it must satisfy various listing maintenance standards established by
Nasdaq. Among other things, the Company is required to comply with at least one of two specified maintenance

standards, which are referred to herein as Maintenance Standards 1 and 2. The Company is not required to comply with both Maintenance
Standards 1 and 2.

To comply with Maintenance Standard 1, the Company must have:

D) atleast 750,000 shares publicly held by persons other than officers, directors and beneficial owners of greater than 10% of its
total outstanding shares;

2)  amarket value of publicly held shares of at least $5 million;
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3)  stockholders' equity of at least $10 million;

4)  atleast 400 stockholders who own at least 100 shares; and

5)  a minimum bid price of at least $1.00 per share.

To comply with the Maintenance Standard 2, the Company must have:

D) atleast 1.1 million shares publicly held by persons other than officers, directors and beneficial owners of greater than 10% of
its total outstanding shares;

2)  amarket value of publicly held shares of at least $15 million;
3)  amarket value of listed securities of at least $50 million;

4)  at least 400 stockholders who own at least 100 shares; and

5)  a minimum bid price of at least $3.00 per share.

If the Company does not comply with either Maintenance Standard 1 or Maintenance Standard 2, Nasdaq could delist the Company's
Common Stock from The Nasdaq National Market. If such a delisting were to occur, the Company's Common Stock may be transferred to The
Nasdaq SmallCap Market, or failing that, would trade on the OTC Bulletin Board or the OTC Market. The OTC Bulletin Board and OTC
Market generally are considered to be less efficient and less broad-based than The Nasdaq National Market or The Nasdaq SmallCap Market.
Further, and as described more fully below, if Proposal Nos. 1, 2, 3 and 4 are not approved and the Company's Common Stock is delisted from
The Nasdaq National Market, the current Certificate of Incorporation entitles each Series A Holder to require the Company to redeem all of
such holder's shares of Series A Preferred Stock at a price per share equal to the Series A Redemption Price. The Company does not currently
have the funds available to redeem all outstanding shares of Series A Preferred Stock, and in the face of a redemption election by the Series A
Holders, would likely need to consider taking action that may result in the Company's dissolution, insolvency or seeking protection under
bankruptcy laws or other similar actions. As described further below under the section captioned " The Company's Nasdaq Compliance Plan,"
as a result of the execution of the Series A Amendment, Consent and Waiver, approval and filing of the Restated Certificate will enable the
Company to avoid the redemption of the Series A Preferred Stock, even if the Common Stock eventually is delisted from The Nasdaq
National Market.

On July 22, 2002, the Company received a letter from Nasdaq advising the Company that its market capitalization had not met the
minimum $50 million requirement of Maintenance Standard 2 for ten consecutive trading days and that, if the Company were unable to
demonstrate compliance with this requirement for ten consecutive trading days during the 30 calendar days ending August 21, 2002, Nasdaq
could commence procedures to delist the Company's Common Stock. The Company additionally did not, and currently does not, comply with
the $3.00 minimum bid price requirement of Maintenance Standard 2. Following the 30 calendar-day period ending August 21, 2002, the
Company received a letter from Nasdaq, advising it that it had not regained compliance with the $50 million market capitalization requirement
for continued listing on The Nasdaq National Market and that the Company's Common Stock would be therefore subject to delisting from The
Nasdaq National Market. In response, the Company requested a hearing before a Nasdaq Listing Qualifications Panel (the
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"Panel"). At a hearing before the Panel on October 4, 2002, the Company presented a plan to regain compliance with Nasdaq's listing
requirements by achieving compliance with Maintenance Standard 1. Because the Company did not, and currently does not, comply with the
$10 million stockholders' equity requirement and $1.00 minimum bid price requirement of Maintenance Standard 1, the Company proposed at
the hearing to (i) increase the Company's stockholders' equity by, among other measures, eliminating the redemption provisions of its Series A
Preferred Stock and (ii) implement a reverse stock split of the Company's outstanding Common Stock.

On November 11, 2002, the Company received the Panel's written decision. The Panel determined to continue the listing of the
Company's securities on The Nasdaq National Market, provided that the Company file a proxy statement with the Securities and Exchange
Commission (the "SEC") on or before November 22, 2002, and meet certain other deadlines with respect to achieving compliance with The
Nasdaq National Market stockholders' equity and bid price requirements and evidencing stockholder approval for a reverse stock split and
restructuring of the Series A Preferred Stock. On December 3, 2002, the Company received a letter from the Panel acknowledging that the
Company had met the November 22, 2002 deadline for filing its proxy statement and extending the Company's deadline for the following
actions to January 31, 2003: (i) filing documentation with Nasdaq evidencing receipt of stockholder approval of a reverse stock split and
restructuring of the Series A Preferred Stock; (ii) making a public filing with the SEC and Nasdaq evidencing stockholders' equity of
$10 million; and (iii) achieving a closing bid price of at least $1.00 and maintaining a closing bid price of $1.00 for a minimum of ten
consecutive trading days thereafter. In addition to the foregoing, the Company must be able to demonstrate an ability to sustain compliance
with all requirements for continued listing on The Nasdaq National Market. The Panel has notified the Company that in the event the
Company fails to demonstrate compliance, as well as an ability to sustain compliance, with all requirements for continued listing on The
Nasdaq National Market, the Company's securities may be transferred to The Nasdaq SmallCap Market, provided the Company evidences
compliance, as well as an ability to sustain compliance, with the requirements for continued listing on that market.

To be transferred to The Nasdaq SmallCap Market, the Company must satisfy the applicable listing maintenance standards established by
Nasdaq. Among other things, the Company is required to comply with the continued listing requirements of The Nasdaq SmallCap Market
("The Nasdaq SmallCap Requirements"). To comply with such requirements, the Company must have:

D atleast 500,000 shares publicly held by persons other than officers, directors and beneficial owners of greater than 10% of its
total outstanding shares;

2)  amarket value of publicly held shares of at least $1 million;

3)  stockholders' equity of at least $2.5 million;

4)  at least 300 stockholders who own at least 100 shares; and

5) 2 minimum bid price of at least $1.00 per share.

Assuming the stockholders approve Proposal Nos. 1, 2, 3 and 4, the Company will effect a reverse stock split in the range of 1:5 to 1:40,
at the ratio determined by the Board of Directors to be most likely sufficient to allow the Company to meet the $1.00 minimum bid price
requirement. Additionally, assuming the stockholders approve Proposal Nos. 1, 2, 3 and 4 and the elimination of the redemption rights of the
Series A Preferred Stock and the Series A Conversion are effected, the Company estimates that its stockholders' equity will increase by
approximately $20.6 million, from a net stockholders' deficit of approximately $13.6 million as of September 30, 2002, to stockholders' equity
of approximately $7.0 million. Accordingly, the Company will be required to take other actions to achieve and maintain long-term compliance
with the $10.0 million stockholders' equity requirement of Maintenance Standard 1 of The Nasdaq National Market. Such other actions may
include obtaining additional financing through public or private sales of equity securities or strategic partnership
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arrangements. There can be no assurance that the Company will be able to obtain any such financing on acceptable terms or at all. However,
in the event the Company does not obtain financing, stockholders' equity of $7.0 million would exceed the $2.5 million stockholders' equity

required for listing on The Nasdaq SmallCap Market.

Although there is no assurance that the Panel will transfer the Company's securities to The Nasdaq SmallCap Market in the event the
Company fails to achieve compliance with the standards for continued listing on The Nasdaq National Market, the Company believes at this
time that the Company would qualify for listing on The Nasdaq SmallCap Market if Proposal Nos. 1, 2, 3 and 4 were approved and that such
listing would benefit all of its stockholders. Like The Nasdaq National Market, The Nasdaq SmallCap Market operates under an electronic,
screen-based dealer market with trading executed through an advanced computer and telecommunications network and is generally considered

to be an efficient market.
The Company's Nasdaq Compliance Plan

The Board of Directors of the Company has considered the potential harm to the Company of a delisting of the Company's Common
Stock from The Nasdaq National Market, including the resulting impairment in liquidity of the Company's Common Stock and the triggering
of the redemption rights of the Series A Holders, and has determined that the consummation of the Series A Conversion and the Reverse Stock
Split is the best way to maintain liquidity by achieving compliance with Maintenance Standard 1 of The Nasdaq National Market or The
Nasdaq SmallCap Requirements and to prevent the redemption of the Series A Preferred Stock. The summary below sets forth the Company's

plan to increase its stockholders' equity and the bid price of its Common Stock.
Plan to Increase Stockholders' Equity—Series A Amendments and Series A Conversion

The Company negotiated with each of the Series A Holders to structure a transaction that would, among other things, increase
stockholders' equity by eliminating the redemption rights of the Series A Preferred Stock. The Company also sought to obtain a waiver from
the Series A Holders of their redemption rights pending the vote at the Annual Meeting; a waiver from the Series A Holders of payment of the
dividend on the Series A Preferred Stock, payable on December 15, 2002, until after the filing of the Restated Certificate; and the consent of
the Series A Holders to the automatic conversion of the Series A Preferred Stock, which will enable the Company to simplify its balance sheet
by eliminating the liabilities associated with the outstanding Preferred Stock. In exchange for those terms, the Series A Holders sought a
reduced conversion price of the Series A Preferred Stock and registration rights relating to their resale of the Company's Common Stock
issued (i) in the Series A Conversion, (ii) as dividends on the Company's Series A Preferred Stock and (iii) upon the exercise of the Warrants
held by the Series A Holders.

On November 11, 2002, the Company and each Series A Holder entered into the Series A Amendment, Consent and Waiver. A copy of
the form of the Series A Amendment, Consent and Waiver is set forth in Appendix B to this proxy statement and is incorporated herein by
reference. You are encouraged to read the form of the Series A Amendment, Consent and Waiver carefully. Other than the adjustment to the
conversion price of the Series A Preferred Stock and the registration rights described below, no consideration was provided to the Series A
Holders in exchange for their concessions in the Series A Amendment, Consent and Waiver. The Series A Amendment, Consent and Waiver

contains the following principal terms:

subject to the Company's receipt of the requisite approval of the holders of the Company's Common Stock, each Series A
Holder approved and consented to the adoption of the Restated Certificate, which includes (i) an adjustment of the conversion
price from $9.00 to the Series A Adjusted Conversion Price of $0.242, which was the average of the closing prices of the
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Company's Common Stock on the ten trading days prior to the execution date of the Series A Amendment, Consent and
Waiver and (ii) the elimination of the redemption features of the Series A Preferred Stock;

waiver by each Series A Holder of (i) certain redemption features of the Series A Preferred Stock and (ii) compliance by the
Company with certain covenants contained in the Subscription Agreements, each for an interim period of time to permit the
Company to seek the approval of the Restated Certificate by the holders of the Common Stock;

waiver by each Series A Holder of payment by the Company of the dividend payment on the Series A Preferred Stock, payable
on December 15, 2002, until the date the Restated Certificate is filed with the Secretary of State of the State of Delaware (the
"Restated Certificate Filing Date"); and

agreement by the Company to prepare and file with the SEC, within 45 days of the Restated Certificate Filing Date, a
registration statement covering (i) shares of Common Stock previously issued as dividends to the Series A Holders, (ii) shares
of Common Stock issued upon the Series A Conversion or issuable upon the exercise of the Warrants and (iii) in accordance
with Rule 416 under the Securities Act of 1933, as amended, such indeterminate number of additional shares of Common
Stock as may be issuable upon exercise of the Warrants to prevent dilution resulting from stock splits, stock dividends or
similar transactions.

Although approval and filing of the Restated Certificate will further the Company's efforts to achieve compliance with the listing
requirements for The Nasdaq National Market or The Nasdaq SmallCap Market, neither listing on The Nasdaq National Market nor listing on
The Nasdaq SmallCap Market is required for the continuing effectiveness of the Series A Amendment, Consent and Waiver. However, in the
event (i) the Company does not obtain the requisite approval by the holders of Common Stock of the Restated Certificate, (ii) the Company
does not file the Restated Certificate with the Secretary of State of the State of Delaware by January 31, 2003, or (iii) the Board withdraws or
adversely modifies its recommendation that the holders of the Company's outstanding Common Stock approve the Restated Certificate, the
Series A Amendment, Consent and Waiver will terminate and the Series A Holders will cease to be bound by its provisions. In addition, if the
Restated Certificate is not approved and filed, Nasdaq will delist the Company's Common Stock from trading on The Nasdaq National Market,
and the Series A Holders will be able to require the Company to redeem all of their Series A Preferred Stock. The Company does not currently
have the funds available to redeem all outstanding shares of Series A Preferred Stock, and in the face of a redemption election by the Series A
Holders, would likely need to consider taking action that may result in the Company's dissolution, insolvency or seeking protection under
bankruptcy laws or other similar actions.

Plan to Increase Minimum Bid Price—Reverse Stock Split

The Restated Certificate, as approved by the Series A Holders, provides for a Reverse Stock Split to be effected at 5:01 p.m., Eastern
Standard Time, immediately after the consummation of the Series A Conversion. Subject to the approval of the holders of the Company's
Common Stock, the Board will determine the ratio of the Reverse Stock Split, in the range of 1:5 to 1:40, as determined in the judgment of the
Board to be most likely sufficient to allow the Company to achieve and maintain compliance with the minimum $1.00 per share requirement
for listing on The Nasdaq National Market or The Nasdaq SmallCap Market. By way of illustration, assuming a per share price of $0.24 (the
closing price of the Company's Common Stock on December 2, 2002) immediately prior to the filing of the Restated Certificate, the Board
may determine that the Company should effect a 1:21 or 1:40 reverse stock split, with the goal of achieving a bid price of $5 or $10 per share,
respectively. Please refer to the section captioned "The Reverse Stock Split" in Proposal No. 4 for more detailed examples of the effects of the
range of ratios.

Reasons for Proposal Nos. 1, 2, 3 and 4
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Both Maintenance Standard 1 of The Nasdaq National Market and The Nasdaq SmallCap Market Requirements require a minimum bid
price of $1.00 per share. Additionally, Maintenance Standard 1 requires stockholders' equity of at least $10.0 million, while The Nasdaq
SmallCap Market Requirements require stockholders' equity of at least $2.5 million. The Company believes that maintaining listing on The
Nasdaq National Market or The Nasdaq SmallCap Market will provide it with a market for its Common Stock that is more accessible than if
the Company's Common Stock were traded on the OTC Bulletin Board or OTC Market. Among other factors, trading on Nasdaq increases
liquidity and may potentially minimize the spread between the "bid" and "asked" prices quoted by market makers. Further, a Nasdaq listing
may enhance the Company's access to capital, increase the Company's flexibility in responding to anticipated capital requirements and
facilitate the use of its Common Stock in acquisitions and financing transactions that it may undertake. The Company believes that prospective
investors will view an investment in the Company more favorably if its shares qualify for listing on Nasdaq. Finally, the proposed
amendments, which would effect the conversion of all shares of Series A Preferred Stock, would allow the Company to simplify its balance
sheet by eliminating the liabilities associated with outstanding preferred stock, including the redemption obligations with respect to the
Series A Preferred Stock.

The elimination of the cash redemption features of the Series A Preferred Stock will permit the Company to reclassify the Series A
Preferred Stock from debt to equity, thereby increasing stockholders' equity to approximately $7.0 million. In addition, the Company believes
that a reverse stock split at an appropriate ratio should have the effect of increasing the price level of the Company's Common Stock and
accordingly is the most effective way to maintain compliance with the $1.00 minimum bid price requirement for continued listing with The
Nasdaq National Market and/or The Nasdaq SmallCap Market.

Summary of Effects of the Approval of Proposal Nos. 1, 2, 3 and 4

Approval of Proposal Nos. 1, 2, 3 and 4 will permit the Company to file the Restated Certificate, which will have the following principal
effects:

an increase in the authorized shares of Common Stock from 65 million to 190 million;

elimination of all redemption rights of the Series A Preferred Stock;

an adjustment of the conversion price of the Series A Preferred Stock from $9.00 to the Series A Adjusted Conversion Price of
$0.242;

automatic conversion at the Conversion Time of all outstanding shares of Series A Preferred Stock (plus accrued and unpaid
dividends and arrearage interest on unpaid dividends) into approximately 127 million shares of Common Stock; and

immediately following the Conversion Time, a reverse stock split of the outstanding shares of Common Stock (including the
shares of Common Stock issued upon conversion of the Series A Preferred Stock) based on the exchange ratio selected by the
Board.

The approval and filing of the Restated Certificate will allow the Company to avoid redemption of the Series A Preferred Stock and will
better position the Company to achieve compliance with the continued listing requirements of The Nasdaq National Market or The Nasdaq
SmallCap Market, but it will not necessarily ensure that the Company's Common Stock will remain listed on The Nasdaq National Market or
be transferred to The Nasdaq SmallCap Market.
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Consequences if Stockholder Approval for Proposal Nos. 1, 2, 3 and 4 Is Not Obtained

If the Company does not obtain stockholder approval of Proposal Nos. 1, 2, 3 and 4, the Series A Amendment, Consent and Waiver will
terminate, and the Series A Holders will cease to be bound by its provisions. In addition, Nasdaq will delist the Company's Common Stock
from trading on The Nasdaq National Market. If the Company's Common Stock is delisted from The Nasdaq National Market, the Series A
Holders will be able to require the Company to redeem outstanding shares of the Series A Preferred Stock at a price per share equal to the
Series A Redemption Price. In addition, in the event the Company is not delisted from The Nasdaq National Market, if the Series A
Amendment, Consent and Waiver terminates, the Series A Holders may nevertheless require the Company to redeem their shares of Series A
Preferred Stock at a price per share equal to the Series A Redemption Price as a result of the Company's failure to remain in compliance with
certain requirements set forth in the Subscription Agreements. If the Series A Holders were to elect to exercise their redemption rights at this
time, the Company would not have the funds available to redeem all outstanding shares of Series A Preferred Stock and would likely need to
consider taking action that may result in the Company's dissolution, insolvency or seeking protection under bankruptcy laws or other similar
actions.

Even if the Company fails to maintain compliance with Maintenance Standard 1 of The Nasdaq National Market, stockholder approval of
each of Proposal Nos. 1, 2, 3 and 4 may still enable the Company to meet the $2.5 million minimum stockholders' equity requirement and
$1.00 per share minimum bid price requirement of The Nasdaq SmallCap Market. If however, such stockholder approval is not obtained, the
Company will not be able to satisfy the requirements for continued listing on either Nasdaq market. In that event, the Company's Common
Stock would trade on the OTC Bulletin Board or the OTC Market, the liquidity of the Company's Common Stock likely would be impaired
and investor interest could be negatively impacted. Such alternative markets generally are considered to be less efficient and less broad-based
than The Nasdaq National Market or The Nasdaq SmallCap Market. In addition, if the Company's Common Stock were to be delisted from
The Nasdaq National Market, the Company could become subject to Section 2115 of the California Corporations Code if (i) the average of the
property, payroll and sales factors attributable to California is more than 50% during the latest full tax year and (ii) more than 50% of the
outstanding voting securities are held of record by stockholders having California addresses. For purposes of determining the number of
outstanding shares, shares held of record by nominee holders, such as banks and broker-dealers, are not considered outstanding. If the
Company were to become subject to Section 2115 of the California Corporations Code, the Company would be required to comply with
specified provisions of the California Corporations Code, including provisions regarding annual election of directors, removal of directors
without cause and by court proceedings, filling of director vacancies where less than a majority in office was elected by stockholders,
directors' standard of care, liability of directors for unlawful distributions, indemnification of directors, officers and others, limitations on
corporate distributions in cash or property, liability of stockholders who receive unlawful distributions, requirement for annual stockholders
meetings, stockholders' rights to cumulate votes at any election of directors, imposition of supermajority voting requirements on certain
actions by the Company, limitations on sales of assets, limitations on mergers, reorganizations, dissenters' rights, records and reports, actions
by the California Attorney General and rights of inspection.

Recommendation of the Board of Directors

The Company's Board of Directors has determined that the terms of the proposed amendments and transactions, as described herein, are
fair to and in the best interests of the Company's stockholders. The Board of Directors has unanimously approved the Series A Amendments,
the Series A Conversion and corresponding issuance of Common Stock, the increase in the Company's authorized Common Stock and the
Reverse Stock Split. In light of the consequences that could occur upon a delisting of the Company's Common stock from The Nasdaq
National Market, the exercise of redemption rights by the Series A Holders and the absence of superior alternatives, the Board of Directors is
recommending that the stockholders vote in favor of Proposal Nos. 1, 2, 3 and 4.
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PROPOSAL NO. 1

APPROVAL OF AMENDMENT TO THE COMPANY'S CERTIFICATE OF INCORPORATION TO EFFECT THE SERIES A
AMENDMENTS
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Introduction

The background information necessary to understand fully this Proposal No. 1 and the reasons the Company is seeking stockholder
approval of this proposal are set forth above in the section captioned "Background to Proposal Nos. 1, 2, 3 and 4." We urge you to read that
background section carefully.

Summary of the Series A Amendments

Approval of this Proposal No. 1 is necessary to enable the Company to file the Restated Certificate and effect the Series A Amendments.
The Series A Amendments include the adjustment of the conversion price of the Series A Preferred Stock to the Series A Adjusted Conversion
Price and the elimination of the redemption features of the Series A Preferred Stock. Please refer to Appendix A to this proxy statement for the
full provisions of the Restated Certificate.

Under the terms of the Company's current Certificate of Incorporation, each share of Series A Preferred Stock has a stated value of
$1,000 and is convertible into 111.11 shares of Common Stock, which equals the stated value divided by the current conversion price of
$9.00. Therefore, the 30,800 total outstanding shares of Series A Preferred Stock are currently convertible into approximately 3,422,222
shares of Common Stock. The current Certificate of Incorporation also provides that the Company will be required to redeem the Series A
Preferred Stock at a per share price of $1,000, beginning on June 4, 2003, or earlier, at the option of any Series A Holder upon the occurrence
of certain events, including, among others, (i) there is no reported sale price for the Company's Common Stock on, or the Company's Common
Stock is not listed for trading on, any of The Nasdaq National Market, the New York Stock Exchange or the American Stock Exchange;

(ii) there is any "fundamental change" of the Company, including consolidation, merger, change of control or certain exchanges of capital
stock; (iii) the Company fails to declare or pay timely any dividend on the shares of Series A Preferred Stock; (iv) the Company or any
subsidiary undergoes a voluntary or involuntary liquidation, reorganization or other relief with respect to itself or its debts under any
bankruptcy, insolvency or other similar law or like transaction or event; or (v) the Company or any subsidiary defaults in the observance or
performance of any agreement, covenant or condition relating to certain indebtedness.

Under the terms of the Series A Amendment, Consent and Waiver, subject to the approval of the holders of the Company's Common
Stock of the Restated Certificate, the Series A Holders have waived, among other things, their rights to require redemption of their shares of
Series A Preferred Stock and have consented to the Series A Amendments. If the Restated Certificate is approved and filed, all redemption
rights of the Series A Preferred Stock will be eliminated, and the Series A Holders may not elect to require redemption of their shares under
any event, including any of the events listed above. Because the Series A Preferred Stock would no longer be mandatorily redeemable or
redeemable at the option of the Series A Holders, the Company would no longer have to treat the Series A Preferred Stock as being outside of
stockholders' equity on its balance sheet and could include it in stockholders' equity. The Company estimates that this change would increase
its stockholders' equity by approximately $20.6 million, from a net stockholders' deficit of $13.6 million as of September 30, 2002, to
stockholders' equity of $7.0 million. Although this would not meet the minimum $10.0 million stockholders' equity requirement of
Maintenance Standard 1 of The Nasdaq National Market, this change will better position the Company to achieve compliance with
Maintenance Standard 1 of The Nasdaq National Market and the Company's stockholders' equity would exceed the minimum $2.5 million
stockholders' equity requirement for The Nasdaq SmallCap Market. Although there is no assurance that the Panel will transfer the Company's
securities to The Nasdaq SmallCap
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Market, the Company believes at this time that, if each of Proposal Nos. 1, 2, 3 and 4 is approved and the Restated Certificate is filed, it would
qualify for listing on The Nasdaq SmallCap Market.

Additionally, the filing of the Restated Certificate would result in the reduction of the conversion price of the Series A Preferred Stock
from a fixed conversion price of $9.00 to the Series A Adjusted Conversion Price of $0.242. This reduction in the conversion price was
negotiated by the Series A Holders as part of the consideration for their agreement to enter into the Series A Amendment, Consent and

Waiver. The Series A Adjusted Conversion Price of $0.242 represents the average of the closing prices of the Company's Common Stock for
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the ten trading days immediately preceding the date of the execution of the Series A Amendment, Consent and Waiver. If the Restated
Certificate is approved and filed, each share of Series A Preferred Stock would be convertible into 4,132 shares of Common Stock, and the
30,800 outstanding shares of Series A Preferred Stock would be convertible into approximately 127 million shares of Common Stock. As
described further in "Proposal No. 2" below, the conversion of the Series A Preferred Stock at the Series A Adjusted Conversion Price would
result in significant dilution of the interests of the holders of the Company's outstanding Common Stock.

The continuing effectiveness of the Series A Amendment, Consent and Waiver is conditioned upon the approval by the holders of the
Company's Common Stock of the Restated Certificate, including the Series A Amendments, the Series A Conversion and the Reverse Stock
Split, which together are the subjects of Proposal Nos. 1, 2, 3 and 4.

Subject to the requisite approval of the holders of Common Stock, the Board has approved unanimously the Restated Certificate and the
Series A Amendments.

Consequences of a Failure to Approve this Proposal

If this Proposal No. 1 is not approved, the Company will be unable to file the Restated Certificate and effect the Series A Amendments.
In addition, each of Proposal Nos. 1, 2, 3 and 4 must be approved for the Company to file the Restated Certificate and prevent the redemption
of the Series A Preferred Stock. Accordingly, a vote AGAINST any of Proposal Nos. 1, 2, 3 or 4 may have the effect of a vote against all of
Proposal Nos. 1, 2, 3 and 4. If any of these proposals are not approved, even if the others are, the Company will be unable to file the Restated
Certificate, will be unable to achieve compliance with the continued listing requirements of either The Nasdaq National Market or The Nasdaq
SmallCap Market and will likely be unable to prevent the redemption of the Series A Preferred Stock. In the event of a delisting, if the
Series A Holders were to elect to exercise their redemption rights at this time, the Company would not have the funds available to redeem all
outstanding shares of Series A Preferred Stock and would likely need to consider taking action that may result in the Company's dissolution,
insolvency or seeking protection under bankruptcy laws or other similar actions.

Please refer to the discussion in the section of the proxy statement captioned "Background to Proposal Nos. 1, 2, 3 and 4" above, and the
subsection therein captioned "Consequences if Stockholder Approval for Proposal Nos. 1, 2, 3 and 4 Is Not Obtained," for a more complete
explanation of the possible consequences if the Company is unable to amend its Certificate of Incorporation to effect the Series A
Amendments.

No Dissenters' Rights

Under applicable Delaware law, the Company's stockholders are not entitled to dissenters' or appraisal rights with respect to the approval
of the Series A Amendments.

13

Interest of Certain Persons in the Proposal

The Series A Holders have an interest in the approval of the Restated Certificate because, among other things, the proposed adjustment to
the conversion price of the Series A Preferred Stock to the Series A Adjusted Conversion Price will result in substantial dilution of the
interests of the Company's current holders of outstanding Common Stock in favor of the current Series A Holders, as more fully described

below in the section captioned "Proposal No. 2."
Vote Required

The affirmative vote of (i) the holders of a majority of all outstanding shares of Common Stock and (ii) all of the Series A Holders,
voting as a separate class, is required for approval of the amendments to the Certificate of Incorporation set forth in this Proposal No. 1. The
Series A Holders have previously approved and consented unanimously to the filing of the Restated Certificate, subject to the Company

obtaining the requisite approval of the holders of Common Stock. Broker non-votes with respect to this proposal will be treated as votes
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"against" the proposal because they represent shares entitled to vote which have not been voted in the affirmative. Abstentions will have the
same effect as votes "against" the proposal because they represent shares entitled to vote which have not been voted in the affirmative.

THE BOARD OF DIRECTORS RECOMMENDS
A VOTE IN FAVOR OF PROPOSAL NO. 1.
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PROPOSAL NO. 2

APPROVAL OF (I) AMENDMENT TO THE COMPANY'S CERTIFICATE OF INCORPORATION TO EFFECT THE SERIES A
CONVERSION AND (II) THE SERIES A CONVERSION, INCLUDING THE ISSUANCE OF COMMON STOCK UPON THE
SERIES A CONVERSION

Introduction

The background information necessary to understand fully this Proposal No. 2 and the reasons why the Company is seeking stockholder
approval of this proposal are set forth above in the section captioned "Background to Proposal Nos. 1, 2, 3 and 4." We urge you to read that
background section carefully.

The Series A Conversion and the Issuance of Common Stock Upon the Series A Conversion

Approval of this Proposal No. 2 is necessary to enable to Company to file the Restated Certificate and effect the Series A Conversion and
the issuance of the Common Stock upon the Series A Conversion. Please refer to Appendix A to this proxy statement for the full provisions of
the Restated Certificate.

Under the terms of the Company's current Certificate of Incorporation, each Series A Holder has the option to convert some or all of its
shares of Series A Preferred Stock at any time, into Common Stock at the current conversion price of $9.00. If the Restated Certificate is
approved and filed, all outstanding shares of Series A Preferred Stock will automatically, and without any further action by any Series A

Holders, be converted into shares of Common Stock at the Conversion Time.

As further described above in "Background to Proposal Nos. 1, 2, 3 and 4" and "Proposal No. 1," the filing of the Restated Certificate
will also adjust the conversion price of the Series A Preferred Stock from $9.00 to the Series A Adjusted Conversion Price of $0.242. At the
Series A Adjusted Conversion Price, the Series A Conversion will result in the issuance of approximately 127 million shares of Common
Stock, which is approximately 77% of the approximately 164 million total shares of the Company's Common Stock that will be outstanding
after the Series A Conversion. Further dilution of the interests of the holders of the Company's Common Stock will also result from future
issuances of equity securities in financing transactions and increases in the reserves of Common Stock allocated to the Company's equity
compensation plans.

Subject to the requisite approval of the holders of Common Stock, the Board has approved unanimously the Restated Certificate, the
Series A Conversion and the resulting issuance of Common Stock upon the Series A Conversion.

Change of Control as a Result of the Series A Conversion

The Series A Holders will hold a substantial majority of the outstanding Common Stock of the Company if Proposal Nos. 1, 2, 3 and 4
are approved and the Series A Conversion is effected. At the Series A Adjusted Conversion Price of $0.242, the Series A Conversion will
result in the issuance to the Series A Holders of approximately 127 million shares of Common Stock, which is approximately 77% of the
approximately 164 million total shares of the Company's Common Stock that will be outstanding after the Series A Conversion. Thus, the
Series A Conversion could be deemed to result in a change of control of the Company. Based on information publicly reported by the Series A

Holders, the following Series A Holders will hold more than 5% of the outstanding shares of the Company's Common Stock following the
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Series A Conversion: Perseus-Soros BioPharmaceutical Fund (25.27%), entities affiliated with Delta Opportunity Fund, Ltd. (25.76%),
Omicron Master Trust (12.60%) and Triaxis Trust AG (5.04%).
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As a consequence of the Series A Conversion, the current Series A Holders would be able to influence significantly all matters requiring
approval by the Company's stockholders, including the election of directors and significant corporate transactions, such as mergers or other
business combination transactions. Based on current information available to the Company, the Company has no reason to believe that any of

the Series A Holders have agreed to act in concert with respect to voting their Common Stock.
Nasdaq Stockholder Approval Requirements

The Company's Common Stock is listed on The Nasdaq National Market. The rules governing companies with securities listed on
Nasdaq require stockholder approval in connection with a transaction other than a public offering involving the sale or issuance by the issuer
of common stock (or securities convertible into or exercisable for common stock) equal to 20% or more of the common stock or 20% or more
of the voting power outstanding before the issuance for less than the greater of book or market value of the stock. This requirement is set forth
in Nasdaq Marketplace Rule 4350(i)(1)(D). In addition, the Nasdaq rules require stockholder approval in connection with the issuance of
securities that could result in a change of control of an issuer. This requirement is set forth in Nasdaq Marketplace Rule 4350(i)(1)(B).

Because the conversion of the Series A Preferred Stock into Common Stock will result in the issuance by the Company of approximately
127 million shares of Common Stock, which would represent more than 20% of the Company's currently outstanding Common Stock (also
20% or more of voting power at less than the greater of book or market value of the Common Stock), stockholder approval is required for the
issuance of shares of Common Stock upon the Series A Conversion. Because the issuance of shares of Common Stock to the former Series A
Holders would result in such holders collectively holding approximately 77% of the issued and outstanding shares of the Company's capital
stock, the issuance could be deemed to result in a change of control of the Company. Accordingly, the Company is seeking stockholder
approval to ensure compliance with Rules 4350(i)(1)(B) and 4350(i)(1)(D) as well as with the other rules for which stockholder approval is or

may be required for the issuance of shares of Common Stock upon the Series A Conversion.
Accounting Treatment of the Conversion of the Series A Preferred Stock

The conversion of the Series A Preferred Stock would result in the reclassification of the Series A Preferred Stock account balance
($26.5 million as of September 30, 2002) to the Company's stockholders' equity accounts, specifically Common Stock and additional paid-in
capital. Additionally, the excess of the fair value of the Common Stock issued to the Series A Holders over the fair value of the Common
Stock issuable pursuant to the original conversion terms is considered to be a deemed dividend to the Series A Holders. Accordingly, such
dividend would be reflected as an increase in the net loss applicable to common stockholders for purposes of computing net loss per share of
Common Stock. Assuming a fair value of $0.242 per share of Common Stock, the increase in net loss applicable to common stockholders

would be approximately $24.4 million.
Tax Consequences of the Conversion of Series A Preferred Stock to the Company

The Company will recognize neither gain nor loss by reason of the conversion of the Series A Preferred Stock.

Generally, under Section 382 of the Code, a corporation's ability to utilize its net operating losses is subject to limitations with respect to
taxable years that end after the date on which that corporation undergoes an "ownership change." The Company has not done a study to
determine the applicability of Section 382, and hence the Company does not know whether any prior transactions resulted in the Company

undergoing an "ownership change," or whether the conversion results in an "ownership
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change" for the Company. It is possible that the IRS may assert that the conversion of the Series A Preferred Stock results in an "ownership
change," which could cause the Company's ability to utilize its net operating losses to be limited under Section 382 of the Code.

Consequences of a Failure to Approve this Proposal

If this Proposal No. 2 is not approved, the Company will be unable to effect the Series A Conversion and the issuance of Common Stock
upon the Series A Conversion. In addition, each of Proposal Nos. 1, 2, 3 and 4 must be approved for the Company to file the Restated
Certificate and prevent the redemption of the Series A Preferred Stock. Accordingly, a vote AGAINST any of Proposal Nos. 1, 2, 3 or 4 may
have the effect of a vote against all of Proposal Nos. 1, 2, 3 and 4. If any of these proposals are not approved, even if the others are, the
Company will be unable to file the Restated Certificate, will be unable to achieve compliance with the continued listing requirements of either
The Nasdaq National Market or The Nasdaq SmallCap Market and will likely be unable to prevent the redemption of the Series A Preferred
Stock. In the event of a delisting, if the Series A Holders were to elect to exercise their redemption rights at this time, the Company would not
have the funds available to redeem all outstanding shares of Series A Preferred Stock and would likely need to consider taking action that may
result in the Company's dissolution, insolvency or seeking protection under bankruptcy laws or other similar actions.

Please refer to the discussion in the section of the proxy statement captioned "Background to Proposal Nos. 1, 2, 3 and 4" above, and the
subsection therein captioned "Consequences if Stockholder Approval for Proposal Nos. 1, 2, 3 and 4 Is Not Obtained," for a more complete
explanation of the possible consequences if the Company is unable to amend its Certificate of Incorporation to effect the Series A Conversion.

No Dissenters' Rights

Under applicable Delaware law, the Company's stockholders are not entitled to dissenters' or appraisal rights with respect to the approval
of the Restated Certificate.

Interest of Certain Persons in the Proposal

The Series A Holders have an interest in the approval of the Restated Certificate because, among other things, the Series A Conversion
will result in substantial dilution of the interests of the Company's current holders of outstanding Common Stock in favor of the current
Series A Holders, as described in this section "Proposal No. 2."

Vote Required

The affirmative vote of (i) the holders of a majority of all outstanding shares of Common Stock and (ii) the holders a majority of the
outstanding shares Series A Preferred Stock, voting as a separate class, is required for approval of the amendment to the Company's Certificate
of Incorporation and the issuance of shares of Common Stock upon the Series A Conversion set forth in this Proposal No. 2. The Series A
Holders have previously approved and consented unanimously to the filing of the Restated Certificate, subject to the Company obtaining the
requisite approval of the holders of Common Stock. Broker non-votes with respect to this proposal will be treated as votes "against" the
proposal because they represent shares entitled to vote which have not been voted in the affirmative. Abstentions will have the same effect as
votes "against" the proposal because they represent shares entitled to vote which have not been voted in the affirmative.

THE BOARD OF DIRECTORS RECOMMENDS
A VOTE IN FAVOR OF PROPOSAL NO. 2.
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PROPOSAL NO. 3

APPROVAL OF AMENDMENT TO THE COMPANY'S
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CERTIFICATE OF INCORPORATION TO INCREASE THE NUMBER OF
AUTHORIZED SHARES OF COMMON STOCK FROM 65 MILLION TO 190 MILLION

Introduction

The background information necessary to understand fully this Proposal No. 3 and the reasons why the Company is seeking stockholder
approval of this proposal are set forth above in the section captioned "Background to Proposal Nos. 1, 2, 3 and 4." We urge you to read that
background section carefully.

Increase in the Number of Authorized Shares of Common Stock

Approval of this Proposal No. 3 is necessary to enable the Company to file the Restated Certificate and increase the number of authorized
shares of Common Stock from 65 million to 190 million. The increase in the number of authorized shares of Common Stock is necessary to
enable the Company to effect the Series A Conversion and the corresponding issuance of approximately 127 million shares of Common Stock
as described in the section captioned "Proposal No. 2." Please refer to Appendix A to this proxy statement for the full provisions of the
Restated Certificate.

As of December 2, 2002, there were 36,903,580 shares of Common Stock outstanding. Additionally, 3,422,222 shares of Common Stock
are reserved for issuance upon the conversion of the Series A Preferred Stock, 1,266,828 shares are reserved for issuance upon the exercise of
warrants, 3,774,409 shares are reserved for issuance upon the exercise of outstanding stock options and 4,550,612 shares are reserved for
issuance upon the exercise of stock options to be granted in the future under the Company's equity incentive plans. Accordingly, out of the
65 million shares of Common Stock authorized for issuance as of December 2, 2002, only 15,082,349 of the currently authorized shares were
unissued and unreserved as of that date.

In order to effect the Series A Conversion and the corresponding issuance of approximately 127 million shares of Common Stock, the
Company must have approximately at least an additional 109 million shares of authorized Common Stock. Assuming the Series A Conversion
and the increase in the number of authorized shares of Common Stock from 65 million to 190 million are effected, the Company will have
approximately 164 million shares of Common Stock outstanding, and, accounting for the shares of Common Stock reserved for issuance upon
the exercise of outstanding warrants and stock options or currently reserved for issuance under the Company's equity incentive plans (which
will not be affected by approval of this Proposal No. 3), the Company will have approximately 16 million shares of Common Stock authorized
but unissued and unreserved. Giving effect to the Reverse Stock Split (Proposal No. 4), the Company will have approximately 155 million to
186 million shares of Common Stock unissued and unreserved, depending on the ratio of the Reverse Stock Split selected by the Board of
Directors. The Company may use the additional authorized and unissued shares of its Common Stock to issue additional shares of its Common
Stock from time to time in equity financings, under its equity compensation plans or in connection with other matters; however the Company
currently has no definitive plans to issue additional shares of its Common Stock.

Subject to the requisite approval of the holders of Common Stock, the Board has approved unanimously the Restated Certificate and the
increase in the authorized number of shares of Common Stock from 65 million to 190 million.

Potential Anti-Takeover Effect of Authorized but Unissued Securities

This amendment to the Company's Certificate of Incorporation would result in a greater difference between the number of authorized
shares and the number of outstanding shares of Common Stock. The increase in the difference between the number of authorized shares and
the number of outstanding shares of Common Stock could have the overall effect of making the acquisition of the Company and the removal
of the Company's management more difficult because the Company could issue additional
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shares of Common Stock in an effort to dilute the stock ownership or voting rights of persons seeking to obtain control of the Company.
Accordingly, the issuance of shares of Common Stock under particular circumstances may discourage attempts to change control of the

Company, especially in the event of a hostile takeover bid, and this anti-takeover effect could benefit management at the expense of
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stockholders. The issuance of additional shares of Common Stock could also have the effect of diluting any earnings per share and book value
per share of outstanding shares of Common Stock.

The Board of Directors may authorize the issuance of Common Stock without stockholder approval, and the Company may issue new
securities without first offering them to stockholders. The holders of shares of Common Stock have no preemptive rights. Preemptive rights
generally give stockholders a right to purchase new securities issued by the Company, protecting stockholders from dilution by allowing them
to purchase shares according to their percentage ownership in each issuance of new securities. Therefore, the Company may issue shares in a
manner that dilutes its current stockholders.

Consequences of a Failure to Approve this Proposal

If this Proposal No. 3 is not approved, the Company will be unable to increase the authorized number of shares of Common Stock from
65 million to 190 million, which would be required to permit the Series A Conversion and the issuance of Common Stock upon the Series A
Conversion. In addition, each of Proposal Nos. 1, 2, 3 and 4 must be approved for the Company to file the Restated Certificate and prevent the
redemption of the Series A Preferred Stock. Accordingly, a vote AGAINST any of Proposal Nos. 1, 2, 3 or 4 may have the effect of a vote
against all of Proposal Nos. 1, 2, 3 and 4. If any of these proposals are not approved, even if the others are, the Company will be unable to file
the Restated Certificate, will be unable to achieve compliance with the continued listing requirements of either The Nasdaq National Market
or The Nasdaq SmallCap Market and will likely be unable to prevent the redemption of the Series A Preferred Stock. In the event of a
delisting, if the Series A Holders were to elect to exercise their redemption rights at this time, the Company would not have the funds
available to redeem all outstanding shares of Series A Preferred Stock and would likely need to consider taking action that may result in the
Company's dissolution, insolvency or seeking protection under bankruptcy laws or other similar actions.

Please refer to the discussion in the section of the proxy statement captioned "Background to Proposal Nos. 1, 2, 3 and 4" above, and the
subsection therein captioned "Consequences if Stockholder Approval for Proposal Nos. 1, 2, 3 and 4 Is Not Obtained," for a more complete
explanation of the possible consequences if the Company is unable to amend its Certificate of Incorporation to increase the number of
authorized shares of Common Stock to effect the Series A Conversion and the issuance of Common Stock upon the Series A Conversion.

No Dissenters' Rights

Under applicable Delaware law, the Company's stockholders are not entitled to dissenters' or appraisal rights with respect to the approval
of the Restated Certificate.

Vote Required

The affirmative vote of the holders of a majority of all outstanding shares of Common Stock is required for approval of the amendment to
the Company's Certificate of Incorporation set forth in this Proposal No. 3. Broker non-votes with respect to this proposal will be treated as
votes "against" the proposal because they represent shares entitled to vote which have not been voted in the affirmative. Abstentions will have
the same effect as votes "against" the proposal because they represent shares entitled to vote which have not been voted in the affirmative.

THE BOARD OF DIRECTORS RECOMMENDS
A VOTE IN FAVOR OF PROPOSAL NO. 3.
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PROPOSAL NO. 4

APPROVAL OF AMENDMENT TO THE COMPANY'S
CERTIFICATE OF INCORPORATION TO EFFECT A REVERSE STOCK SPLIT OF
THE OUTSTANDING COMMON STOCK
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Introduction

The background information necessary to understand fully this Proposal No. 4 and the reasons why the Company is seeking stockholder
approval of this proposal are set forth above in the section captioned "Background to Proposal Nos. 1, 2, 3 and 4." We urge you to read that
background section carefully.

The Reverse Stock Split

Approval of this Proposal No. 4 is necessary to enable the Company to file the Restated Certificate and effect the Reverse Stock Split at a
ratio in the range of 1:5 to 1:40. Please refer to Appendix A to this proxy statement and to the section captioned "Background to Proposal Nos.
1, 2, 3 and 4" for the full provisions of the Restated Certificate.

If the Restated Certificate is approved and filed, immediately following the Series A Conversion, the Company will effect the Reverse
Stock Split of outstanding shares of Common Stock (including the shares of Common Stock issued to the Series A Holders upon the Series A
Conversion). The actual ratio of the Reverse Stock Split will be in the range of 1:5 to 1:40, as determined in the judgment of the Board to be
most likely sufficient to allow the Company to achieve and sustain compliance with the $1.00 minimum per share price requirements of The
Nasdaq National Market or The Nasdaq SmallCap Market. The Board believes that stockholder approval of the specified range of ratios for
the Reverse Stock Split will provide the Board of Directors with the maximum flexibility to achieve the purpose of the Reverse Stock Split
and that this discretion is in the best interests of the Company's stockholders.

As of the date of this proxy statement, the Board expects to effect a Reverse Stock Split at a ratio in the range of 1:5 to 1:40 for which
approval is being sought. The ratio of the Reverse Stock Split will depend upon the market price of the Company's stock at or near the
Conversion Time. The goal of this split as described herein is to cause an increase in the market price of the Company's Common Stock. By
way of illustration, assuming a per share price of $0.24 (the closing price of the Company's Common Stock on December 2, 2002),
immediately prior to the time the Reverse Stock Split is to occur, if the Board determines that the desired target for the increased price is $5 or
$10, for example, the expected split to be undertaken would be in the ratio of 1:21 or 1:40, respectively.

The following table sets forth the number of shares of the Company's Common Stock that would be outstanding immediately after the
Reverse Stock Split at various exchange ratios, assuming the conversion of all issued and outstanding shares of the Company's Series A
Preferred Stock into shares of Common Stock at the Series A Adjusted Conversion Price. The table does not account for rounding as a result
of fractional shares.

Approximate Shares of

Common Approximate Shares of
Stock Outstanding Before Common Stock
Ratio of Reverse Stock Split
Reverse Stock Split Outstanding After
(after giving effect to the Reverse Stock Split

Series A Conversion)

None 164 million 164 million

1:5 164 million 32.8 million

1:10 164 million 16.4 million

1:20 164 million 8.2 million

1:30 164 million 5.5 million

1:40 164 million 4.1 million
20

If a stockholder owns 10,000 shares of Common Stock prior to the Reverse Stock Split, after the Reverse Stock Split that same
stockholder would own 2,000 shares in the case of a Reverse Stock Split in the ratio of 1:5, 1,000 shares in the case of a Reverse Stock Split in
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the ratio of 1:10, 500 shares in the case of a Reverse Stock Split in the ratio of 1:20, 333 shares in the case of a Reverse Stock Split in the ratio
of 1:30, and 250 shares in the case of a Reverse Stock Split in the ratio of 1:40.

The lasting effect of the proposed Reverse Stock Split upon the market price for the Company's Common Stock cannot be predicted, and
the history of similar reverse stock splits for companies in like circumstances is varied. The Company cannot assure you that the market price
per new share of the Company's Common Stock after the Reverse Stock Split (which we refer to as "New Shares") will rise in proportion to
the reduction in the number of old shares of the Company's Common Stock outstanding (which we refer to as "Old Shares") as a result of the
Reverse Stock Split. The Company also cannot assure you that the market price per New Share will either exceed or remain in excess of the
$1.00 minimum bid price as required by Nasdaq's Maintenance Standard 1 or The Nasdaq SmallCap Requirements, or that the Company will
otherwise meet the requirements of Nasdaq for continued inclusion for trading on either The Nasdaq National Market or The Nasdaq
SmallCap Market, including, for example, the applicable minimum stockholders' equity requirements of Maintenance Standard 1 or The
Nasdaq SmallCap Requirements. The market price of the Company's Common Stock is dependent on the Company's financial condition,
performance, prospects and a number of other factors, many of which are unrelated to the number of shares outstanding. If the Company's
efforts to meet the requirements of Maintenance Standard 1 or The Nasdaq SmallCap Requirements are unsuccessful, the Company's Common
Stock would remain subject to delisting.

The liquidity of the Company's Common Stock could be adversely affected by the reduced number of shares that would be outstanding
after the Reverse Stock Split. In addition, the Reverse Stock Split will increase the number of the Company's stockholders who own odd lots
(less than 100 shares). Stockholders who hold odd lots typically will experience an increase in the cost of selling their shares, as well as
possible greater difficulty in effecting those sales.

Subject to the significant dilution of the current holders of Common Stock that will result from the Series A Conversion, the Reverse
Stock Split will affect all of the Company's holders of Common Stock (including the holders of Common Stock received upon the Series A
Conversion) uniformly and will not affect any stockholder's percentage ownership interests in the Company or proportionate voting power,
except to the extent that the Reverse Stock Split results in any of the Company's stockholders owning a fractional share. In lieu of issuing
fractional shares, the Company will make a cash payment to any stockholder who otherwise would have been entitled to receive a fractional
share as a result of the Reverse Stock Split. The cash payment for any fractional share will be equal to the product of (x) the fractional share
and (y) the closing price of the Company's Common Stock on The Nasdaq National Market on the day immediately prior to the day the
Company files the Restated Certificate (or if such price is unavailable, then such other price as determined by the Board).

The Reverse Stock Split will not affect the par value of the Company's Common Stock. As a result, upon the effectiveness of the Reverse
Stock Split, the stated capital on the Company's balance sheet attributable to its Common Stock will be reduced proportionately based on the
exchange ratio selected by the Board for the Reverse Stock Split, and the additional paid-in capital account will be credited with the amount
by which the stated capital is reduced. The per share net loss and net book value of the Company's Common Stock will be decreased and
increased, respectively, because there will be fewer shares of the Company's Common Stock outstanding. In addition, proportionate
adjustments will be made to the per share exercise price and the number of shares issuable upon the exercise of all outstanding options and
warrants of the Company, and the number of shares reserved for issuance in the Company's existing stock option plans will be reduced
proportionately based on the exchange ratio selected by the Board for the Reverse Stock Split.
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Subject to the significant dilution of the current holders of Common Stock that will result from the Series A Conversion, the Reverse
Stock Split will not change the proportionate equity interests of the Company's stockholders, nor will the respective voting rights and other
rights of stockholders be altered, except for possible immaterial changes due to fractional shares as described above. The Company's issued
Common Stock will remain fully paid and non-assessable. The Company will continue to be subject to the periodic reporting requirements of
the Exchange Act.

The Reverse Stock Split will have no effect on the authorized shares of Common Stock that are not issued or outstanding and will have

no effect on the total number of shares of Common Stock the Company is authorized to issue under the Restated Certificate. Therefore, upon
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effectiveness of the Reverse Stock Split, the number of shares of Common Stock that are authorized and unissued will increase. The Company
may use the additional authorized and unissued shares of its Common Stock resulting from the Reverse Stock Split to issue additional shares
of its Common Stock from time to time in equity financings, under its equity compensation plans or in connection with other matters; however
the Company currently has no definitive plans to issue additional shares of its Common Stock.

Subject to the requisite approval of the holders of Common Stock, the Board has approved unanimously the Restated Certificate and the
Reverse Stock Split.

Potential Anti-Takeover Effect of the Reverse Stock Split

Upon effectiveness of the Reverse Stock Split, the number of authorized shares of Common Stock that are not issued or outstanding will
increase in proportion to the number of shares of Common Stock that are issued and outstanding prior to the Reverse Stock Split. Although
this increase could, under certain circumstances, have an anti-takeover effect (for example, by permitting issuances which would dilute the
stock ownership of a person seeking to effect a change in the composition of the Board or contemplating a tender offer or other transaction for
the combination of the Company with another company), this Proposal No. 4 is not being proposed in response to any effort of which the
Company is aware to accumulate the Company's shares of Common Stock or obtain control of the Company. Other than as set forth in
Proposal Nos. 1, 2 and 3 and this Proposal No. 4, the Board does not currently contemplate recommending the adoption of any other
amendments to the Company's Certificate of Incorporation that could be construed to affect the ability of third parties to take over or change
control of the Company.

Exchange of Stock Certificates

The Reverse Stock Split will be effected immediately following the Conversion Time. Beginning at the effective time of the Reverse
Stock Split, each certificate representing Old Shares will be deemed for all corporate purposes to represent New Shares. The text of the
Restated Certificate would be in substantially the form attached to this proxy statement as Appendix A; provided that the Restated Certificate
would be subject to modification to include such changes as may be required by the Secretary of State of the State of Delaware and as the
Board deems necessary or advisable to effect the Series A Conversion and to effect the Reverse Stock Split, including insertion of the
applicable Reverse Stock Split ratio approved by the Board within the range approved by the stockholders.

As soon as practicable after the effective time of the Reverse Stock Split, stockholders will be notified that the Series A Conversion has
been effected and that the Reverse Stock Split has been effected. The transfer agent for the Company will act as the "exchange agent" for
purposes of implementing the exchange of stock certificates. Holders of Old Shares will be asked to surrender to the exchange agent
certificates representing Old Shares in exchange for certificates representing New Shares in accordance with the procedures to be set forth in a
letter of transmitt