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PART T.
ITEM 101. DESCRIPTION OF BUSINESS
FORWARD-LOOKING STATEMENTS

This Form 10-SB contains statements that constitute forward-looking
statements. Such statements can be identified by the use of the forward-looking
words "anticipate," "estimate," "project," "likely," "believe," "intend" or
"expect" or similar words. When considering such forward-looking statements, you
should keep in mind the risk factors noted under the heading "Risk Factors" in
Item 2. "Management's Discussion and Analysis or Plan of Operation" and other
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cautionary statements throughout this Form 10-SB. You should also keep in mind
that all forward-looking statements are based on management's existing beliefs
about present and future events outside of management's control and on
assumptions that may prove to be incorrect.

OVERVIEW

Penge Corp is a Delaware corporation incorporated in 1987 with its
principal offices at 1501 North Fairgrounds, Midland, Texas 79705. Our telephone
number is (432) 683-8800. We are in the wholesale and retail nursery business.

Our stock is traded on the OTC Pink Sheets under the symbol "PNGC."

Our operations are directly or indirectly run through a subsidiary,

Penge Corp, a Nevada corporation ("Penge Nevada"), which was organized in 2002
to engage in the nursery business. On June 30, 2005, Penge Nevada merged with a
subsidiary of Profile Diagnostic Sciences, Inc., a Delaware corporation with no

current operations. Following the merger, the officers and directors of Penge
Nevada became the officers and directors of Profile Diagnostic Sciences, Inc.
and the business Penge Nevada and its affiliates became the business of Profile
Diagnostic Sciences, Inc. Following the merger, we changed the name of Profile
Diagnostic Sciences, Inc. to "Penge Corp." Unless otherwise specified,
descriptions of "Penge," "we," "us" or the "company" for periods prior to June
30, 2005 relate to Penge Nevada and its affiliates. For periods from and after
June 30, 2005, those descriptions relate to Penge Corp (f/k/a Profile Diagnostic
Sciences, Inc.) and its affiliates, including Penge Nevada.

Since commencing business in August 2002, we have acquired the land and
certain other assets from three tree, shrub and plant farms, one of which is in
Arizona and two of which are in Texas. As we have acquired the farming
properties, we have taken steps to improve operations and to expand the number
of trees, shrubs and plants growing on, and harvested from, each such property.

In October 2005, we purchased a vacant 13,000 square foot building on
four acres in Midland, Texas for the site of our first retail nursery. We
completed a $950,000 dollar conversion of the property including a complete
remodel of the building and the addition of 32,000 square feet of greenhouse and
40,000 feet of tree display area. Retail operations at the site commenced on
April 15, 2006, and in the first 10 weeks of operations we generated over
$560,000 in retail business. We also did over $400,000 in business with our
existing Midland wholesale customers. As we go forward both the wholesale and
retail business will be done at the retail center.

In 2005, we also purchased 7 acres of commercial property in San
Angelo, Texas that shares an intersection with Wal-Mart, Lowe's and Sam's Club.
We purchased the ground for $4.50 per foot. One-acre lots across the street from
Sam's Club have recently sold for $13.66 and $12.30 per square foot. We believe
that our property is currently worth at least $1 million more than we paid for
it. We plan to sell 3.5 acres of this property and develop the remaining 3.5
acres into a full service retail nursery in early 2007. We have not entered into
any agreements with respect to the sale of this site.

Going forward, our focus will be to create, and expand, a vertically
integrated wholesale and retail nursery business. We expect that tree, shrub and
plant farms will be able to provide a substantial portion of the inventories for
our recently opened and planned retail nurseries in the coming years. By owning
the tree, shrub and plant farms that provide much of the inventory for the
retail nurseries, we believe that we will be able to compete with, and even
undercut, the "big box stores" that have become the dominant force in the retail
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nursery business. These big box stores have been driving many retail nurseries
out of business by buying nursery materials in large quantities at big discounts
from wholesale nursery growers in the United States. This allows them to sell at
a discount using smaller margins and to undercut the small nurseries by 30% to
50%. We believe that our vertically integrated wholesale/retail nursery business
model will allow us to compete with the big box stores on price, while providing
better selection and service.

For our wholesale business, our goal is to expand the number of trees
and shrubs planted on our farms in the next few years while holding down
increases in our administrative and other general operating expenses. As we
spread our production costs over a larger inventory, we also hope to experience
a decline in our per-unit production and sales costs. We do not plan to expand
our wholesale sales. Instead, we plan to provide most of what we grow to our
retail centers.

OUR INDUSTRY AND WHOLESALE/RETAIL BUSINESS MODEL

The retail nursery business has been under attack for many years from
Home Depot, Lowe's and Wal-Mart. These big box stores buy nursery materials in
large quantities at big discounts from wholesale nursery growers. This allows
them to sell at a discount, using smaller margins, and to undercut the small
nurseries by 30%-50%. Small nurseries generally cannot compete on price and so
they try to compete by offering better service, better selection, and
convenience. Although this approach has worked for some small nurseries, it has
not worked for most of them, and a large number of small nurseries have gone out
of business in the last 10 years primarily because they are unable to compete on
price with the big box stores.

In the last 5 years, a new model has emerged in the nursery industry
that we believe is able to compete effectively with the big box stores. This
model requires a retail nursery to grow a substantial percentage its own plant
material (trees, shrubs, and flowers) instead of buying them from a wholesale
grower. It is capital intensive for a retail nursery to grow its own products,
and it takes from 3-5 years to get up to speed. But, once the model is in place,
it can allow the retail nursery to offer products at prices that are lower than
or equal to those of the big box stores, while continuing to offer a level of
selection and service the big box stores can not offer.

Over the last 4 years, we have purchased wholesale operations growing
trees, shrubs, and flowers and plan to continue to open retail operations in
addition to our Midland, Texas retail nursery. We believe that this new hybrid
retail/wholesale nursery business model will enable us to increase sales and
create and sustain a profitable operation. We also believe that the competition
in Texas and surrounding areas has not switched over to the new model, which
should give us at least a 3 - 5 year head start on rolling out the model in this
region.

Our Wholesale Business

We currently own three wholesale nursery operations in Texas and
Arizona. At the end of 2002, we purchased a 272-acre tree farm near Tucson,
Arizona known as "Major Trees" and now referred to as our Major Trees Tucson
Farm. In May of 2004, we acquired a l7-acre of farming property and certain
related assets near Houston Texas on which we have established a wholesale
operation we refer to as our Major Trees Houston Farm. In 2005, we purchased the
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S&S Plant Farm in Midland, Texas which specializes in plants and flowers. This
last farm is a 50-acre property with 8 acres under greenhouse and shade house,
and a full complement of equipment and machinery for propagating trees, shrubs,
plants and flowers from seeds and plugs.

We now have over 300,000 trees and shrubs planted on the three
wholesale farms, and enough infrastructure and equipment to grow trees, shrubs,
and flowers for multiple locations in west Texas.

Our wholesale operations are able to provide products to our retail
nurseries, which we believe will allow us to offer competitive pricing, service
and selection. Although we plan to divert our landscape trees, shrubs, plants
and flower to our retail stores as demand at such stores grows, we plan to
continue our wholesale business for the foreseeable future. We currently grow a
variety of landscape trees, shrubs, bedding plants and flowers on three farms in
Texas and Arizona. Our major wholesale customers include retail nurseries, major
retail outlets and landscape companies located in the southwest United States.
We have experienced strong demand from retailers and landscape companies for our
landscape products in the southwest United States over the last three years,
even as our production capacity has continued to grow, and expect to be able to
maintain relationships with a sufficient number of our customers in order to be
able to sell inventory that is not shipped to our retail stores.

Our Retail Business

Our current retail operations consist of a 4 acre retail nursery in
Midland, Texas and 7 acres of land for a second retail center in San Angelo,
Texas.

In October 2005, we purchased a vacant 13,000 square foot building on
four acres in Midland, Texas for the site of our first retail nursery at a very
good price. We completed a $950,000 dollar conversion of the property including
a complete remodel of the building and the addition of 32,000 square feet of
greenhouse and 40,000 feet of tree display area. Retail operations at the site
commenced on April 15, 2006, and in the first 10 weeks of operations we
generated over $560,000 in retail business. We also did over $400,000 in
business with our existing Midland wholesale customers. As we go forward, both
the wholesale and retail business will be done at the retail center.

In 2005, we also purchased 7 acres of commercial property in San
Angelo, Texas that shares an intersection with Wal-Mart, Lowe's and Sam's Club.
We purchased the ground for $4.50 per foot. One-acre lots across the street from
Sam's Club have recently sold for $13.66 and $12.30 per square foot. We believe
that our property is currently worth at least $1 million more than we paid for
it. We plan to sell 3.5 acres of this property and develop the remaining 3.5
acres into a full service retail nursery in early 2007. We have not entered into
any agreements with respect to the sale of this site.

As the availability of capital and business factors permit, we plan to
aggressively open retail centers and ramp up our wholesale operations in the
coming years in Texas and surrounding areas. There are over 30 million people in
this region which we believe could allow us to build over fifty nurseries to
compete in these markets.

PRINCIPAL PRODUCTS AND THEIR MARKETS

Our farms grow dozens of varieties of trees, shrubs, bedding plants,
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and flowers native to the Southwest region. These are primarily desert nursery
products that thrive in the dry and arid regions common throughout the
southwestern United States and are those varieties most commonly sold by
nurseries and utilized by landscape companies in that area.

The market for landscape trees, shrubs, bedding plants and flowers is
large and very diverse. Due to the significant transportation and shipping costs
as well as varying local growing conditions and landscaping needs, the markets
for landscape trees and shrubs are very localized and highly specific to
particular geographic and climatological region with the majority of landscape
trees grown in particular areas also ultimately being sold and planted in the
same geographic area. Historically, our major customer groups include retail
nurseries, major retail outlets, and landscape companies located in New Mexico,
Nevada, Oklahoma, Arizona and Texas. We plan to continue to market our trees,
shrubs, bedding plants and flowers to those customers; however, as our retail
operations grow, we expect to divert an increasing percentage of those plants to
our retail stores.

ELDARICA PINE. The primary tree grown by our Major Trees Tucson Farm is
the Eldarica Pine, which accounted for approximately 44% of our sales in our
fiscal year ended June 30, 2005 ("Fiscal 2005") and 29% of our sales in the nine
months of our fiscal year ended of June 30, 2006. The Eldarica Pine is from the
Middle East and Russia and is a desert tree with growth of 1-6 feet a year
depending on climate, water, and fertilizer. The tree is highly disease
resistant and hardy in warm climates. The Eldarica Pine has been sold in the
United States for decades and is a proven commodity in both hardiness and
marketability to the Christmas, landscape, and nursery markets in the southern
United States and the region from Texas to California in particular.

On our Major Trees Tucson Farm, we compete in a very small niche of the
larger Christmas tree market-potted, living trees. In the American Southwest,
unlike many other regions of our country, it is warm enough in the winter that
consumers can buy living trees, rather than cut trees, keep them indoors during
the Christmas season, and then plant them out of doors later that season. Our
Eldarica Pine trees are well suited for sale as a potted, living tree in the
Southwest because they are robust enough to withstand Christmas-season abuse,
need little water and are able to withstand replanting in a warm, dry
environment. Of our trees sold to Home Depot and similar retailers, we believe
that many are sold and used as potted, living Christmas trees and then planted
as landscaping trees. We plan to continue to operate our Major Trees Tucson Farm
primarily as a wholesale business, continuing to market to Home Depot and other
retailers or landscape companies in the Arizona area, as well as providing
product to our retail centers.

OTHER PRODUCTS. In addition to the Eldarica Pine, we also grow hundreds
of other varieties of trees, shrubs, bedding plants, and flowers on our two
Texas farms, and we buy additional products from regional wholesale suppliers
for our retail stores. These products represented the other 56% of our sales in
Fiscal 2005 and 71% of our sales in nine months ended June 30, 2006. We carry a
full line of diverse products to service many of the needs of a southwest retail
nursery center.

We grow our trees and shrubs from seed to harvest in l-gallon to
100-gallon plastic pots. The trees are sold at an average age of 3 years old,
with heights ranging from 3 feet to 18 feet, with the best selling trees being
6-7 feet tall. We grow bedding plants and flowers from seed and from starts and
sell most of the inventory out each year.
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MARKETING AND DISTRIBUTION

In the past, our focus has been on operating as a wholesale tree and
shrub provider to retail nurseries and landscaping companies. We do not employ
full-time sales force, engage third-party distributors or advertise our
products. Our marketing efforts for our wholesale operation are informal,
primarily through direct in-person contacts to management personnel at retail
nurseries, and we ship directly to our customers. Although we hope to expand our
wholesale operation in the future, consistent with our focus on becoming a
vertically integrated nursery operation, we do not expect to spend a significant
amount of money or other resources on the marketing of our wholesale business or
the development of a sophisticated distribution channel in the near future.

Going forward, our focus will be to create and to expand an integrated
wholesale and retail nursery business.

In the spring of 2006, we ran a large marketing campaign in Midland,
Texas in connection with the opening of our first retail center. The ad campaign
lasted for 10 weeks at a cost of approximately $55,000. We ran ads in the
newspaper, on television, and on the radio. We placed thousands of small ads in
an attempt to quickly build a brand name in Midland, and to get across our core
message of "Better Plants, Better Prices." We wanted the public to quickly
understand that there is a new retail nursery in town that grows much of the
product, cuts out the middlemen, and offers very low prices. The campaign
succeeded in attracting thousands of shoppers in the first 10 weeks we were
open.

COMPETITION

Competition-Wholesale

At the wholesale level, there are a large number of producers in any
area, and a grower must possess some form of sustainable competitive advantage
in order to be successful. This could take the form of geographic proximity to a
large number of retailers, cultivation of a unique species or variety of trees,
or access to affordable labor, natural resources or capital. The large number of
growers also results in highly competitive pricing and pressures on
profitability for people selling to the big box stores.

With respect to our Major Trees Tucson Farm, we believe that the size
of our Eldarica Pine operation, which is the largest in the Southwest, gives us
a competitive advantage with larger retailers because of our perceived ability
to meet their growing demand more easily than smaller growers. We also enjoy
close proximity to Arizona and Nevada markets that are experiencing rapid
population growth. We have not experienced a reduction in orders or significant
demands for price reduction from Home Depot and other cost sensitive retailers.
As a result, we believe that our prices (at least for our Eldarica Pine) are as
low as or lower than those of our competitors. With respect to other factors,
such as cost of production and access to labor, we do not have a significant
advantage or disadvantage overall, and may be perceived as having a competitive
advantage or disadvantage, depending upon which competitor we are being compared
with.

With respect to our wholesale operations in Texas, we believe that we
are reasonably competitive with respect to all key factors, but do not believe
that we have a significant advantage or disadvantage overall. We may be
perceived as having a competitive advantage or disadvantage, depending upon
which competitor we are being compared with. We plan on shrinking the size of
our wholesale business in Texas, and shipping most of the products to our retail
centers in the coming years.
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Competition—-Retail

In the retail nursery business, retailers compete primarily on the
basis of price, selection, quality and service. The retail nursery business is
presently dominated by big box retailers such as Home Depot, Lowe's and
Wal-Mart. Such stores buy nursery materials in large quantities at big discounts
from wholesale nursery growers. This allows them to sell at a discount, using
smaller margins and to undercut the small nurseries by 30%-50%. The big box
stores also have moderate selection and quality and are generally perceived as
having substandard service in this industry. There are numerous small nurseries
in any retail market that, although unable to compete on price, generally offer
good service and quality and, in certain circumstances, superior selection or
access to many types of plants.

Our experience operating a retail store is limited with our first store
having opened in April 2006. We expect to be able to match the big box
retailers, and beat the small nurseries, with respect to price. We expect that
our selection, quality and service will be comparable to that of a small
nursery. Our two biggest competitors in Texas (other than the big box stores)
are Houston Garden Center, with 20 locations in Houston, and Calloways, with 23
locations in various Texas markets. Both of these competitors use the old model
and buy all of their products from wholesale growers.

We do not know of any vertically integrated retailer in Texas that uses
our business model. However, Moon Valley Nursery is a vertically integrated
business located in Phoenix and Las Vegas that competes in the large tree
segment of retail nurseries. We believe that they currently have 11 locations
with exceptional selection and pricing. They are currently aggressively
expanding in Phoenix and Las Vegas.

DEPENDENCE ON SIGNIFICANT CUSTOMERS

During Fiscal 2005, sales to Home Depot accounted for 44% of our
revenues, and during nine months ended June 30, 2006, sales to Home Depot
accounted for 29% of our revenues. In the future, we expect our dependence upon
Home Depot to continue to decrease as our retail and other wholesale operations
expand.

OUR FARMING PROPERTIES

For information on our farming and retail properties, see Item 3
"Description of Properties."

INTELLECTUAL PROPERTY

We do not presently regard our intellectual property as critical to our
success. If we acquire any proprietary intellectual property rights that we
believe would benefit from patent, copyright, trademark or trade secret
protection, we intend to take appropriate steps in order to protect those
rights. This would likely include the filing of applications for appropriate
state and federal registrations of our intellectual property rights and
requiring any employees involved with the intellectual property to sign
confidentiality and invention agreements.

GOVERNMENT REGULATION

The nursery industry as a whole is not regulated by state, federal or
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local governments. As a result, our expenses associated with compliance with

government regulations are minimal. Because of the proximity of our properties
to the Mexican border and our use of temporary laborers, we do experience some
administrative expense in connection with our compliance with immigration and

employment laws, including laws requiring that we verify the immigration status
of our employees, limiting our ability to employ legal and illegal aliens,
granting certain minimum wage and other rights to employees and facilitating the
organization of labor. If we were to fail to comply with any such laws or
regulations, we may incur significant expenses in connection with any government
investigation or litigation and could be forced to pay fines and/or take costly
measures to ensure compliance. At that point, costs associated with government
regulations could become material.

RESEARCH AND DEVELOPMENT

We have not incurred any research and development expenses in the past
and do not anticipate incurring any such expenses in the foreseeable future.

ENVIRONMENTAL REGULATION

We are not required to obtain any environmental permits and do not use
any hazardous materials in connection with the operation of our nursery
business. Accordingly, we have incurred no material expenses associated with
environmental compliance. We do, however, use fertilizers and pesticides that
may contain chemicals that have been, or may be, determined to be harmful to the
environment, which chemicals could enter the air, surface water or ground water
in and around our farms or affect animals and plants in the area. If that were
to occur or if it has occurred in the past, we may be subject to fines,
penalties and remediation obligations under the environmental laws; such
include, without limitation, the Clean Air Act, the Clean Water Act, the
Resource Conservation and Recovery Act and the Comprehensive Environmental
Response, Compensation, and Liability Act. At such point, costs associated with
environmental compliance and remediation could become material.

EMPLOYEES

As of March 31, 2006, we had had a total of 45 employees, which
includes 7 executives/managers, and 38 general and administrative employees.
None of our employees 1is represented by a collective bargaining agreement, nor
have we experienced any work stoppage. We consider our relations with our
employees to be good.

SUBSIDIARIES

We run our operations through the following three subsidiaries: Major
Trees, Inc., an Arizona corporation, which runs our wholesale operations in and
around Tucson, Arizona and Houston, Texas; S&S Plant Farm, Inc., a Texas
corporation, which runs our wholesale operations in Midland, Texas; and Texas
Landscape Center, Inc., a Texas corporation, which runs our retail operations in
Midland, Texas.

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OR PLAN OF OPERATION

This section may include projections and other forward-looking
statements regarding management's expectations regarding performance of the
Company. You should not place undue reliance on such projections and forward
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looking statements, and, when considering such projections and forward-looking
statements, you should keep in mind the risk factors noted throughout this
Report. You should also keep in mind that all projections and forward-looking
statements are based on management's existing beliefs about present and future
events outside of management's control and on assumptions that may prove to be
incorrect. See the "Risk Factors" beginning on page 19.

OVERVIEW

Penge Corp is a Delaware corporation incorporated in 1987 with its
principal offices at 1501 North Fairgrounds, Midland, Texas 79705. Our telephone
number is (432) 683-8800. We are in the wholesale and retail nursery business.
Our stock is traded on the OTC Pink Sheets under the symbol "PNGC."

Our operations are directly or indirectly run through a subsidiary,

Penge Corp, a Nevada corporation ("Penge Nevada"), which was organized in 2002
to engage in the nursery business. On June 30, 2005, Penge Nevada merged with a
subsidiary of Profile Diagnostic Sciences, Inc., a Delaware corporation with no

current operations. Following the merger, the officers and directors of Penge
Nevada became the officers and directors of Profile Diagnostic Sciences, Inc.
and the business Penge Nevada and its affiliates became the business of Profile
Diagnostic Sciences, Inc. Following the merger, we changed the name of Profile
Diagnostic Sciences, Inc. to "Penge Corp" Unless otherwise specified,
descriptions of "Penge," "we," "us" or the "company" for periods prior to June
30, 2005 relate to Penge Nevada and its affiliates. For periods from and after
June 30, 2005, those descriptions relate to Penge Corp (f/k/a Profile Diagnostic
Sciences, Inc.) and its affiliates, including Penge Nevada.

Since commencing business in August 2002, we have acquired the land and
certain other assets from three tree, shrub and plant farms, one of which is in
Arizona and two of which are in Texas. As we have acquired the properties, we
have taken steps to improve operations and to expand the number of trees, shrubs
and plants growing on, and harvested from, each such property.

In October 2005, we purchased a vacant 13,000 square foot building on
four acres in Midland, Texas for the site of our first retail nursery. We
completed a $950,000 dollar conversion of the property including a complete
remodel of the building and the addition of 32,000 square feet of greenhouse and
40,000 feet of tree display area. Retail operations at the site commenced on
April 15, 2006, and in the first 10 weeks of operations we generated over
$560,000 in retail business. We also did over $400,000 in business with our
existing Midland wholesale customers. As we go forward, both the wholesale and
retail business will be done at the retail center.

In 2005, we also purchased 7 acres of commercial property in San
Angelo, Texas that shares an intersection with Wal-Mart, Lowe's and Sam's Club.
We purchased the ground in a sale for $4.50 per foot. One-acre lots across the
street from Sam's Club have recently sold for $13.66 and $12.30 per square foot.
We believe that our property is currently worth at least $1 million more than we
paid for it. We plan to sell 3.5 acres of this property and develop the
remaining 3.5 acres into a full service retail nursery in early 2007. We have
not entered into any agreements with respect to the sale of this site.

Going forward, our focus will be to create, and expand, a vertically
integrated wholesale and retail nursery business. We expect that our tree, shrub
and plant farms will be able to provide a substantial portion of the inventories
for our recently opened and planned retail nurseries in the coming years. By
owning the tree, shrub and plant farms that provide much of the inventory for
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the retail nurseries, we believe that we will be able to compete with, and even
undercut, the "big box stores" that have become the dominant force in the retail
nursery business. These big box stores have been driving many retail nurseries
out of business by buying nursery materials in large quantities at big discounts
from wholesale nursery growers in the United States. This allows them to sell at
a discount using smaller margins and to undercut the small nurseries by 30% to
50%. We believe that our vertically integrated wholesale/retail nursery business
model will allow us to compete with the big box stores on price, while providing
better selection and service.

For our wholesale business, our goal is to expand the number of trees
and shrubs planted on our farms in the next few years while holding down
increases in our administrative and other general operating expenses. As we
spread our production costs over a larger inventory, we also hope to experience
a decline in our per-unit production and sales costs. We do not plan to expand
our wholesale sales. Instead, we plan to provide most of what we grow to our
retail centers.

Our Properties

OUR ARIZONA WHOLESALE OPERATIONS. In September 2002, we acquired
property in southern Arizona, 90 minutes southeast of Tucson and the related
wholesale tree business. We refer to this as our Major Trees Tucson Farm. This
operation is a 20-year-old tree and shrub farm on 272 acres that grows trees and
shrubs that are sold wholesale to retail outlets, such as Home Depot, and to
retail nurseries and landscape companies primarily in Arizona, New Mexico,
Texas, Oklahoma, and Nevada.

Our Major Trees Tucson Farm produces and sells a variety of trees and
shrubs and is the largest supplier of Eldarica Pine trees in the Southwest,
selling these pine trees as, among other things, living, potted Christmas trees.
As of March 31, 2006, we have an inventory of approximately over 150,000 trees
growing on our Major Trees Tucson Farm.

During the fiscal year ended June 30, 2005 ("Fiscal 2005") and
nine-months ended March 31, 2006 ("nine months ended June 30, 2006"), our Major
Trees Tucson Farm generated the following amount of revenue:

Fiscal Year Gross Revenue
2005 $840,000
2006 (9 months) $860, 000

OUR TEXAS WHOLESALE OPERATIONS. In May 2004, we acquired a 1l7-acre
farming property near Houston, Texas and certain related farming assets. We
refer to this farm as our Major Trees Houston Farm. We grow a variety of
landscape trees and shrubs on our Major Trees Houston Farm, which we ship almost
exclusively to our retail nursery in Midland, Texas. We presently have an
inventory of over 100,000 trees, palms and shrubs on the Major Trees Houston
Farm, which we plan on harvesting and selling over the next 3-5 years.

In March 2005, we acquired a bedding plant and flower farm in Midland,
Texas, which we refer to as our S&S Plant Farm. We grow a variety of bedding
plants, flowers, shrubs and trees on the S&S Plant Farm. Wholesale sales from
the S&S Plant Farm occur primarily in spring and fall. In the future we plan on
having the S&S Plant Farm supply exclusively to our retail stores, but most of
the sales in the nine months ended June 30, 2006 were to other wholesale

10
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customers.

RETAIL NURSERY LOCATION - MIDLAND, TEXAS. In October 2005, we purchased
a vacant 13,000 square foot building on four acres in Midland, Texas for the
site of our first retail nursery. We completed a $950,000 conversion of the
property including a complete remodel of the building and the addition of 32,000
square feet of greenhouse and 40,000 feet of tree display area. Retail
operations at the site commenced on April 15, 2006, and in the first 10 weeks of
operations we generated over $560,000 in retail business. We also did over
$400,000 in business with our existing Midland wholesale customers. As we go
forward, both the wholesale and retail business will be done at the retail
center.

PROPOSED RETAIL NURSERY LOCATION - SAN ANGELO, TEXAS. In 2005, we also
purchased 7 acres of commercial property in San Angelo, Texas that shares an
intersection with Wal-Mart, Lowe's and Sam's Club. We purchased the ground for
$4.50 per foot. One-acre lots across the street from Sam's Club have recently

10

sold for $13.66 and $12.30 per square foot. We believe that our property is
currently worth at least $1 million more than we paid for it. We plan to sell
3.5 acres of this property and develop the remaining 3.5 acres into a full
service retail nursery in early 2007. We have not entered into any agreements
with respect to the sale of this site.

SEASONALITY. Our underlying wholesale business is the production and
sale of trees, shrubs, bedding plants, and flowers to retailers and landscape
companies. As with other agricultural businesses, our business is seasonal in
nature with the majority of our revenues coming during the March-June and
September-December periods.

On our Major Trees Tucson Farm, we generally harvest trees in the fall
and generate over 80% of our revenues from that farm between October and
December. Revenues from our Major Trees Tucson Farm during other months of the
year are growing but are still small. Costs associated with the Major Trees
Tucson Farm also peak during approximately the same period as we harvest the
trees, transport them to market and conduct most of our planting activities.

On our S&S Plant Farm and the Major Trees Houston Farm, we generally
harvest trees, shrubs, bedding plants and flowers between March and June and
between September and December of each year. We generate substantially all of
our revenues from those farms directly, or indirectly through our retail
operations at the Texas Landscape Center, during thfrom Same period. We also
incur increased transportation, sales and planting expenses during that period.

The acquisition of the Texas-based farms and retain business has helped
balance the seasonality of our business to some extent. Even so, we will
continue to experience dramatic increases and decreases in revenue and expenses
throughout the year and, as a result, our quarterly or multi-quarterly results
will generally not be indicative of our annual results.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Management is basing this discussion and analysis of our financial
condition and results of operations on our consolidated financial statements.
The preparation of these financial statements requires us to make estimates and
judgments that affect the reported amounts of assets, liabilities, revenue and
expenses, and related disclosure of contingent assets and liabilities. On an
ongoing basis, we evaluate our critical accounting policies and estimates,

11
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including those related to agricultural productions, inventories, property and
equipment, acquisition costs and revenue recognition. We base our estimates on
historical experience and on various other assumptions that we believe to be
reasonable under the circumstances, the results of which form the basis for
making judgments about the carrying values of assets and liabilities that are
not readily apparent from other sources. Actual results may differ from these
estimates under different assumptions or conditions.

We believe the following critical accounting policies affect the more
significant judgments and estimates used in the preparation of our consolidated
financial statements. These judgments and estimates affect the reported amounts
of assets and liabilities and the reported amounts of revenues and expenses
during the reporting periods. Changes to these judgments and estimates could
adversely affect our future results of operations and cash flows.

o Agricultural Production - We account for agricultural activities in
accordance with Statement of Position 85-3, "Accounting by Agricultural
Producers and Agricultural Cooperatives". All direct and indirect costs of
growing crops are either accumulated as inventory or expensed as cost of goods
sold. Permanent land development costs are capitalized and not depreciated.
Limited-1life land development costs and the development costs to bring long-life
and intermediate-life plants into production are capitalized and depreciated
using the straight-line method over the estimated useful lives of the assets.

11

o Inventories - Growing crops inventory is stated at the lower of cost
or market using the retail method as we have a large quantity of inventory items
that have similar costs and markups; we do not have any individually significant
items. Because our inventory has these characteristics, it is not beneficial to
track inventory costs to each individual unit of inventory. Under the retail
method, we count and extend our inventory at estimated sales prices, based upon
historical sales, which we then multiply by our cost ratio to determine
inventory at cost. Our cost ratio is determined by adding the total cost of the
beginning inventory and all direct and indirect costs of growing crops divided
by the total estimated sales price of ending inventory, based on historical
sales, plus sales revenues. Raw material inventory is stated at the lower of
market or cost using the first-in first-out (FIFO) method.

o Property And Equipment - Property and equipment are stated at cost or
carryover basis. Expenditures for major renewals and betterments that extend the
useful lives of property and equipment are capitalized upon being placed in
service. Expenditures for maintenance and repairs are charged to expense as
incurred. Depreciation is computed using the straight-line method over the
estimated useful lives of the assets. In accordance with Statement of Financial
Accounting Standards No. 144, "Accounting for the Impairment or Disposal of
Long-Lived Assets", we periodically review our property and equipment for
impairment.

o Acquisition Costs - Costs related to proposed acquisitions are
deferred and will be included in the acquisition price upon completion of the
related acquisition. In the event an acquisition is unsuccessful, the costs
related to the acquisition are written off to expense.

o Revenue Recognition - Our revenue comes primarily from the sale of
nursery products. We recognize revenue from the sale of nursery products when
rights and risk of ownership have passed to the customer, there is persuasive
evidence of a sales arrangement, product has been shipped or delivered to the
customer, the price and terms are finalized and collection of the resulting
receivable is reasonably assured.

12
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RESULTS OF OPERATIONS

NINE MONTHS ENDED MARCH 31, 2006 COMPARED WITH NINE MONTHS ENDED
MARCH 31, 2005

The following table reflects selected operational results for
nine-month periods ended March 31, 2006 and March 31, 2005, which represent the
nine months of Fiscal 2006 and Fiscal 2005:

PERIODS ENDED

MARCH 31,
2006 2005

STATEMENT OF OPERATIONS DATA:

REVENUE $ 1,707,552 S 991, 906
COST OF GOODS SOLD 1,197,099 611,065
GROSS PROFIT 510,453 380,841
OPERATING EXPENSES 729,004 999,168
LOSS FROM OPERATIONS (218,551) (618,327)
INTEREST EXPENSE 638,968 222,693
NET LOSS $ (857,519) S (841,020)
LOSS PER COMMON SHARE (.04) (.04)
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Our results of operations for the nine-months ended March 31, 2006
included the operations of our Major Trees Houston Farm, Major Trees Tucson Farm
and S&S Plant Farm. Results of operations for the nine-months ended March 31,
2006 do not include the Texas Landscape Center, which was opened in April 2006.
We expect to do approximately 1.3 million in sales in the quarter ending June
30, 2006.

REVENUE AND COSTS OF GOOD SOLD. Our revenues are derived primarily from
the sale of trees and other nursery products. Revenues increased from $991, 906
for the nine-months ended March 31, 2005 to $1,707,552 for the nine-months ended
March 31, 2006. Costs of Good Sold increased from $611,065 for the nine-months
ended March 31, 2005 to $1,197,099 the nine-months ended March 31, 2006. Our
revenue and certain of our expenses (particularly our cost of goods sold) are
seasonal, with a majority of our revenue and costs of good sold being recognized
between March and June and between October and December of each year. As a
result, revenues, and related costs of good sold, for the quarters ended March
31, 2005 and March 31, 2006 are not representative of revenues or costs of good
sold for the respective fiscal years. Such results primarily illustrate the
seasonality of our business.

OPERATING EXPENSES. Operating expenses consist primarily of personnel
expense associated with management, consulting fees, travel expenses,
professional fees, general overhead and depreciation. Operating expenses
decreased from $999,168 for the nine-months ended March 31, 2005 to $729,004 for
the nine-months ended March 31, 2006. This decrease is attributable to decreased
personnel. We expect our operating expenses as a percentage of revenue to
continue to decrease.
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OTHER EXPENSE. Other expense consists primarily of interest paid on
outstanding notes payable and amortization of deferred loan costs. It also
includes loss on disposal of fixed assets. Other expense increased from $222,693
for the nine-months ended March 31, 2005 to $638,968 for the nine-months ended
March 31, 2006. This increase is a result of an increase in indebtedness
primarily in order to fund our expansion of inventory and our expansion costs.
We expect our other expenses to increase as a percentage of revenue short-term
and then to decrease as a percentage of revenue long-term.

NET LOSS. Our net loss increased from $841,020 for the nine-months
ended March 31, 2005 to $857,519 for the nine-months ended March 31, 2006. The
increase in net loss is the result of the increased other expense described
above. We expect our net loss to decrease in the next year as a result of higher
sales, increased gross margins, and lower operating expenses as a percentage of
sales.

YEAR ENDED JUNE 30, 2005

The following table reflects selected operational results for Fiscal
2005:

YEAR ENDED

JUNE 30,
2005

STATEMENT OF OPERATIONS DATA:

REVENUE $ 1,919,770
COST OF GOODS SOLD 1,424,309
GROSS PROFIT (LOSS) 495,461
TOTAL OPERATING EXPENSES 1,449,127
LOSS FROM OPERATIONS (953, 666)
OTHER EXPENSE: 416,808
NET LOSS (1,370,474)
NET LOSS PER COMMON SHARE (.09)
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Our results of operations for Fiscal 2005 reflect results from the
Major Trees Tucson Farm and the Major Trees Houston Farm. In March 2005, we
acquired the S&S Plant Farm. Our results of operations for Fiscal 2005 reflect 4
months of revenue and expense from the S&S Plan Farm. Our results of operations
for Fiscal 2005 do not include any sales from our Texas Landscape Center, which
commenced operations in April 2006.

REVENUE. Our revenues are derived primarily from the sale of trees and
other nursery products. Most of the trees we grow can be sold within three years
of being planted. Our revenue for Fiscal 2005 was $1,919,770. During Fiscal 2005
and prior years, we have significantly increased our tree inventory by planting
or acquiring additional trees. In addition, we acquired the S&S Farm 8 months
into Fiscal 2005. We expect annual revenue growth to accelerate in Fiscal 2006
and the fiscal year ending June 30, 2007 ("Fiscal 2007"), primarily as a result
of revenue associated with the S&S Plant Farm and the new Texas Landscape Center
in addition to sales from inventory planted at the Major Trees Houston Farm and
the Major Tree Tucson Farm.

14
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COST OF GOODS SOLD. Cost of goods sold includes all operational
expenses associated with the operation of our three farms, including all
farm-related salaries, planting, maintenance and harvesting costs, equipment and
any depreciation related to the foregoing. During Fiscal 2005, our cost of goods
sold was $1,424,309. We primarily sold acquired inventory, for which we
generally record a higher expense in cost of goods sold than we do with respect
to inventory we have produced. In the future, we expect to decrease the
percentage of acquired inventory we sell and, as a result, expect our cost of
goods sold to decrease as a percentage of revenue.

OPERATING EXPENSES. Operating expenses consist primarily of personnel
expense associated with management, consulting fees, travel expenses,
professional fees, general overhead and depreciation. Our operating expenses for
Fiscal 2005 were $1,449,127, consisting primarily of salaries and other G&A. In
light of expenses preparatory to, and associated with, this Form 10-SB and
anticipated ongoing compliance expenses, as well as projected expenses
associated with our existing retail store and a planned retail store, we expect
other general and administrative expenses to increase in Fiscal 2006 and Fiscal
2007.

INTEREST EXPENSE. Interest expense consists primarily of interest paid
on outstanding notes payable and amortization of deferred loan costs. Interest
expense was $372,792 for Fiscal 2005. We expect interest expense to increase in
the short-term as we expand our growing operations and add retail nurseries.

NET LOSS. Our net loss was $1,370,474 for Fiscal 2005. Our net loss
increased over prior periods because of higher interest expense, expenses
associated with stocks and options, lower gross margins, and higher salaries,
consulting, and other G&A. We expect our net loss to decrease in the next year
as a result of higher sales, increased gross margins, and lower operating
expenses as a percentage of sales.

14

LIQUIDITY AND CAPITAL RESOURCES

Capital Commitments and Expenditures. The following table discloses
aggregate information about our contractual obligations including long-term
debt, operating and capital lease payments, office lease payments, contractual
service agreements and the periods in which payments are due as of March 31,
2006.

LESS THAN

1 YEAR 2-3 YEARS
(4/1/06 TO (4/1/07 TO

CONTRACTUAL OBLIGATIONS TOTAL 3/31/07) 3/31/09)
Operating leases - - -
Capital leases 427,720 97,629 195,258
Office lease - - -
Contractual service agreements - - -
Notes payable 6,381,282 1,622,263 3,072,292
Total contractual cash obligations 6,809,002 1,719,892 3,267,550

15
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The following table summarizes the material terms of our convertible
and non-convertible notes (listed in order of ultimate maturity date); except as
set forth in the notes to the table below, we are current with all required
payments and in compliance with all material covenants with respect to such

notes:

CONVERSION
PRINCIPAL BALANCE AS OF MATURITY DATE; INTEREST AND OTHER
AMOUNT JUNE 31, 2006 ORIGINATION DATE REQUIRED PAYMENTS RATE TERMS
$20,000 $21,200 4/17/06 8/15/06; prorated 6% N/A
annual interest
plus principal
due on maturity
$200, 000 $56,000 9/15/05 8/15/06; $1,120 24% N/A
monthly
$200, 000 $147,500 6/15/06 12/15/06; monthly 24% N/A
interest
$600, 000 $201,080 9/27/2002 3/1/2007; 7% N/A
$150,000 annually
on March 1
$200, 000 $77,149 9/27/2002 3/1/2007; $50,000 7% N/A
annually on March
1
$400, 000 $273,202 5/26/2004 5/1/2009; $2,500 (1) N/A
monthly
$25,000 $25,000 9/28/05 9/28/07; 12% (2)
quarterly
interest payments
15
CONVERSION
PRINCIPAL BALANCE AS OF MATURITY DATE; INTEREST AND OTHER
AMOUNT JUNE 31, 2006 ORIGINATION DATE REQUIRED PAYMENTS RATE TERMS
$30,000 $30,000 9/13/05 10/1/07; 12% (2)
quarterly
interest payments
$60,000 $60,000 11/03/05 11/1/07; 12% (2)
quarterly
interest