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Part I  FINANCIAL INFORMATION

Item 1 � CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS

VITACUBE SYSTEMS HOLDINGS, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

June 30, 2006 December 31, 2005
(unaudited)

ASSETS
Current assets:
Cash $ 887,619 $ 2,805,021
Short term investments 50,000 110,000
Accounts receivable, net of allowance for doubtful accounts of $6,500 and $5,500,
respectively 5,888 8,758
Inventory, net of allowance for obsolescence of $76,000 and $17,000, respectively 483,992 542,749

Prepaid expenses and other current assets 200,769 263,898
Total current assets 1,628,268 3,730,426

Intangible assets, net 11,763 36,219
Property and equipment, net 146,950 93,423

Total assets $ 1,786,981 $ 3,860,068

LIABILITIES AND SHAREHOLDERS� EQUITY
Current liabilities:
Accounts payable and accrued expenses 475,105 440,392
Deferred revenue $ 61,743 $ �

Total Liabilities 536,848 440,392

Commitments and Contingencies

SHAREHOLDERS� EQUITY:

Preferred stock, authorized 5,000,000 shares, $.001 par value, none issued or outstanding � �

Common stock, authorized 50,000,000 shares, $.001 par value, 9,663,345 and 9,618,900
issued and outstanding respectively 9,663 9,619
Additional paid in capital 16,378,270 15,990,889
Accumulated (deficit) (15,137,800 ) (12,580,832 )

Total shareholders� equity 1,250,133 3,419,676

Total liabilities and shareholders� equity $ 1,786,981 $ 3,860,068

The accompanying notes are an integral part of these condensed consolidated financial statements
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VITACUBE SYSTEMS HOLDINGS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (Unaudited)

Three and Six Months Ended June 30, 2006 and 2005

For the Three
Months Ended
June 30, 2006

For the Three
Months Ended
June 30, 2005

For the Six
Months Ended
June 30, 2006

For the Six
Months Ended
June 30, 2005

Net sales $ 577,181 $ 222,670 $ 1,116,141 $ 459,726
Cost of goods sold 165,949 105,893 411,328 190,454
Gross profit 411,232 116,777 704,813 269,272

Operating expenses:
Selling and marketing expenses 618,544 477,920 1,643,682 904,767
General and administrative expenses 755,237 680,007 1,559,050 1,162,048
Research and development expenses 19,364 10,294 43,933 18,956
Depreciation and amortization 35,125 6,188 42,774 12,800
Total operating expenses 1,428,270 1,174,409 3,289,439 2,098,571

Net (loss) from operations (1,017,038 ) (1,057,632 ) (2,584,626 ) (1,829,299 )
Other income (expense)
Interest income 9,389 15,344 27,657 15,460
Interest (expense) � (1,200 ) � (2,841 )

Total other income (expense) 9,389 14,144 27,657 12,619

Net (loss) $ (1,007,649 ) $ (1,043,488 ) $ (2,556,969 ) $ (1,816,680 )

Net (loss) per common share
Basic and diluted net (loss) per share $ (0.10 ) $ (0.11 ) $ (0.27 ) $ (0.23 )

Weighted average common shares
outstanding, basic and diluted 9,663,345 9,291,757 9,642,357 7,912,900

The accompanying notes are an integral part of these condensed consolidated financial statements
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VITACUBE SYSTEMS HOLDINGS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

Six Months Ended June 30, 2006 and 2005

June 30 June 30
2006 2005

Cash flows from operating activities:
Net income (loss) $ (2,556,969 ) $ (1,816,680 )
Adjustments to reconcile
Depreciation and amortization 42,774 12,800
Stock and stock options issued for services 387,426 96,000
Change in allowance for doubtful accounts 1,126 2,106
Change in allowance for inventory obsolesence 59,165 38,200
Change in allowance for product returns 15,572 11,639
Changes in assets and liabilities:
Accounts receivable 1,746 (7,445 )
Inventory (409 ) 67,381
Other current assets 78,733 (228,529 )
Accounts payable and accrued expenses 65,280 (232,764 )
Net cash (used) by operating activities (1,905,556 ) (2,057,292 )

Cash flows from investing activities:
Proceeds from maturity of investments 60,000 �
Capital expenditures (71,846 ) �
Net cash (used) by investing activities (11,846 ) �

Cash flow from financing:
Proceeds from loan to shareholder � 170,000
Proceeds from notes payable � 195,000
Repayments of loan to shareholder � (170,000 )
Repayments of bridge financing � (195,000 )
Issuance of common stock � 7,742,682
Net cash from financing activites � 7,742,682

NET INCREASE (DECREASE) IN CASH (1,917,402 ) 5,685,390
CASH, BEGINNING OF THE PERIOD 2,805,021 114,794
CASH, END OF THE PERIOD $ 887,619 $ 5,800,184

SUPPLEMENTAL CASH FLOW
Cash paid for interest $ � $ 2,841

The accompanying notes are an integral part of these condensed consolidated financial statements
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VITACUBE SYSTEMS HOLDINGS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Note 1 � ORGANIZATION, OPERATIONS AND BASIS OF
PRESENTATION
Organization and Business

The consolidated financial statements include those of VitaCube Systems Holdings, Inc., (VSHI) and its wholly owned subsidiaries, VitaCube
Systems, Inc. and XELR8, Inc. (formerly VitaCube Network, Inc.). Collectively, they are referred to herein as the �the Company.�

The Company is in the business of selling, marketing and distributing nutritional supplement products and functional foods. Our product lines
consist of a sports hydration drink, a protein shake, a sports energy drink, a meal replacement drink, a functional food snack and a full product
line of vitamins and minerals in the form of tablets, softgels or capsules, all of which are manufactured using our proprietary product
formulations.

The Company sells and markets the products primarily through a direct selling channel, in which independent distributors sell our products
through a network of customers and other distributors. These activities are conducted through XELR8, Inc., a wholly owned Colorado
corporation, formed on July 9, 2003. In addition, we sell our products directly to professional and Olympic athletes and professional sports
teams through VitaCube Systems Inc.

Basis of Presentation

The condensed interim financial statements included herein have been prepared by the Company, without audit, pursuant to the rules and
regulations of the Securities and Exchange Commission. Certain information and footnote disclosures normally included in financial statements
prepared in accordance with generally accepted accounting principles have been condensed or omitted pursuant to such rules and regulations,
although the Company believes that the disclosures made are adequate to make the information presented not misleading. The condensed interim
financial statements and notes thereto should be read in conjunction with the financial statements and the notes thereto, included in the
Company�s Annual Report to the Securities and Exchange Commission for the fiscal year ended December 31, 2005, filed on Form 10-KSB on
March 31, 2006.

The accompanying condensed interim financial statements have been prepared, in all material respects, in conformity with the standards of
accounting measurements set forth in Accounting Principles Board Opinion No. 28 and reflect, in the opinion of management, all adjustments
necessary to summarize fairly the financial position and results of operations for such periods in accordance with accounting principles generally
accepted in the United States of America.  All adjustments are of a normal recurring nature. The results of operations for the most recent interim
period are not necessarily indicative of the results to be expected for the full year.

Principles of Consolidation

The accompanying financial statements include the accounts of the Company and its wholly owned subsidiaries VitaCube Systems, Inc. and
XELR8, Inc.  All inter-company accounts and transactions have been eliminated in the preparation of these consolidated statements.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenue and expenses during the reporting period.  Management
believes that the estimates utilized in the preparation of financial statements are prudent and reasonable.  Actual results could differ from these
estimates.
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Revenue Recognition

The Company ships its products by common carrier and receives payment in the form of cash, credit card payment or approved credit terms. 
The Company offers a 60-day money back guarantee on orders placed by first-time customers and distributors.  After 60 days and for all
subsequent orders placed by customers and distributors, the Company allows resalable products to be returned within 12 months of the purchase
date for a 100% sales price refund, subject to a 10% restocking fee. During the six months ended June 30, 2006 and for the year ended
December 31, 2005, returns as a percentage of net sales were 5.7% and 3.8%, respectively.  Sales revenue and estimated returns are recorded
when the merchandise is shipped since performance by the Company is considered met when products are in the hands of the common carrier.
Amounts received for unshipped merchandise are recorded as customer deposits and are included in accrued liabilities. Additionally, the
Company collects an annual website fee from Distributors that is deferred on receipt and recognized as income on a straight-line basis over the
subsequent twelve-month period.

Inventory

Inventory is stated at the lower of cost or market on a FIFO (first-in first-out) basis.  Provision is made to reduce excess or obsolete inventory to
the estimated net realizable value.  The Company purchases for resale a sports energy drink, a protein shake, an appetite suppressant chew and
other vitamins and nutritional supplements, which it packages in various forms and containers.

Inventory is comprised of the following:

June 30, 2006 December 31, 2005
Raw materials $ 236,023 $ 237,226
Finished goods 323,969 322,523
Provision for obsolete inventory (76,000 ) (17,000 )

$ 483,992 $ 542,749

A summary of the reserve for obsolete and excess inventory is as follows:

June 30, 2006 December 31, 2005
Balance as of January 1 $ 17,000 $ 43,300
Addition to provision 59,000 70,456
Write-off of obsolete inventory � (96,756 )

$ 76,000 $ 17,000

Stock-Based Compensation

Effective January 1, 2006, the company adopted SFAS No. 123 (revised 2004), Share-Based Payment (SFAS 123R), which requires
compensation costs related to share-based transactions, including employee stock options, to be recognized in the financial statements based on
fair value. SFAS 123R revises SFAS No. 123, Accounting for Stock-Based Compensation, (SFAS 123) and supersedes Accounting Principles
Board Opinion (APB) No. 25, Accounting for Stock Issued to Employees. In March 2005, the Securities and Exchange Commission (the SEC)
issued Staff Accounting Bulletin No. 107 (SAB 107) regarding the SEC�s interpretation of SFAS 123R and the valuation of share-based
payments for public companies. The company has applied the provisions of SAB 107 in its adoption of SFAS 123R.

The company adopted the provisions of SFAS 123R using the modified prospective transition method. In accordance with this transition
method, the company�s consolidated financial statements for prior periods have not been restated to reflect the impact of SFAS 123R. Under the
modified prospective transition method, share-based compensation expense for the first quarter of 2006 includes compensation expense for all
share-based compensation awards granted prior to, but for which the requisite service has not yet been performed as of January 1, 2006, based
on the grant date fair value estimated in accordance with the original provisions of SFAS 123. Share-based compensation expense for all
share-based
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compensation awards granted after January 1, 2006 is based on the grant date fair value estimated in accordance with the provisions of
SFAS 123R. The company recognizes compensation costs net of an assumed forfeiture rate and recognizes the compensation costs for
nonqualified stock options expected to vest on a straight-line basis over the requisite service period of the award. The company estimates the
forfeiture rate based on its historical experience.

Total share-based compensation expense, for all of the company�s share-based awards recognized for the six months ended June 30, 2006, was
$348,640 or $0.04 per share basic and diluted.

The company uses a Black-Scholes option-pricing model (Black-Scholes model) to estimate the fair value of the stock option grant. The use of a
valuation model requires the company to make certain assumptions with respect to selected model inputs. Expected volatility was calculated
based on the historical volatility of the company�s stock price. In the future the average expected life will be based on the contractual term of the
option and expected employee exercise and post-vesting employment termination behavior. Currently it is based on the simplified approach
provided by SAB 107. The risk-free interest rate is based on U.S. Treasury zero-coupon issues with a remaining term equal to the expected life
assumed at the date of the grant. The following were the inputs used in the Black Sholes model in the quarter to calculate the compensation cost:

Six months ended June 30, 2006
Stock price volatility 93.4% to 94.1%
Risk-free rate of return 4.76% to 5.15%
Annual dividend yield 0%
Expected life 3 to 5 Years

Prior to the adoption of SFAS 123R, the company recognized share-based compensation expense in accordance with APB 25. The company
provided pro forma disclosure amounts in accordance with SFAS No. 148, Accounting for Stock-Based Compensation-Transition and
Disclosure (SFAS 148), as if the fair value method defined by SFAS 123 had been applied to its share-based compensation. The pro forma table
below reflects net earnings and basic and diluted net earnings per share for the three months and six months ended June 30, 2005, had the
company applied the fair value recognition provisions of SFAS 123:

Three Months Ended
June 30, 2005

Six Months Ended
June 30, 2005

 Net loss, as reported $ (1,043,488 ) $ (1,816,680 )
 Add: Stock-based compensation expense included in reported net income, net of
related tax effects � �
 Deduct: Total stock-based compensation expense determined under fair value
based method for all awards, net of related tax effects (627,636 ) (627,636 )
 Pro forma net loss $ (1,671,124) $ (2,444,316
 Earnings per share: Basic and diluted earnings (loss) per common share
As reported (.11 ) (.23 )
Pro forma (.18 ) (.31 )

Net Loss Per Share

Earnings per share require presentation of both basic earnings per common share and diluted earnings per common share.  Since the Company
has a net loss for all periods presented since inception, common stock equivalents are not included in the weighted average calculation since
their effect would be anti-dilutive.
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NOTE 2 � SHAREHOLDERS EQUITY

On March 29, 2006, the Company engaged Carnell �Cadillac� Williams, a professional football player to endorse the Company�s products. As
compensation, Mr. Williams received a grant of 44,445 shares of common stock shares valued at $60,000 and 20,000 options to purchase shares
of common stock issued at the closing stock price on March 28, 2006. The Company recognized a total expense for these options of $19,912
using the valuation from the Black-Scholes Model, which required the following inputs:

Stock price volatility 93.4 %
Risk-free rate of return 4.76 %
Annual dividend yield 0 %
Expected life 5 Years

NOTE 3 � SUBSEQUENT EVENTS

Effective July 6, 2006, the Registrant entered into a Consent Agreement with PouchTec Industries, L.L.C., a copy of which has been filed
herewith. The Consent Agreement provides that PouchTec Industries, L.L.C. agrees that Vitacube Systems Holdings, Inc. is the rightful owner
of the XELR8 mark and will not object to the application filed with the U.S. Patent and Trademark Office for the registration of the XELR8
mark by Vitacube Systems Holdings, Inc. In consideration of the consent VitaCube Systems Holdings, Inc. agrees to pay PouchTec Industries,
L.L.C. for the years 2006 to 2010 an amount of 1% of net sales, subject to a minimum payment of $35,000 and a maximum of $80,000 per year.
The minimum payment, of $35,000, is due on the effective date of the Consent and on January 15th of the calendar years of 2007, 2008,
2009 and 2010 and any remainder, up to the annual maximum, is due within 45 days of the end of each calendar year.

8

Edgar Filing: VITACUBE SYSTEMS HOLDINGS INC - Form 10QSB

Note 1 � ORGANIZATION, OPERATIONS AND BASIS OF PRESENTATION 13



Item 2 � MANAGEMENT�S DISCUSSION AND ANAYLSIS OR PLAN OF OPERATION

Cautionary Note Regarding Forward-Looking Statements

This report contains �forward-looking� statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the
Securities Exchange Act of 1934 and is subject to the safe harbor created by those sections.  We intend to identify forward-looking statements in
this report by using words such as �believes,� �intends,� �expects,� �may,� �will,� �should,� �plan,� �projected,� �contemplates,� �anticipates,� �estimates,� �predicts,�
�potential,� �continue,� or similar terminology. These statements are based on our beliefs as well as assumptions we made using information
currently available to us. We undertake no obligation to publicly update or revise any forward-looking statements, whether as a result of new
information, future events, or otherwise. Because these statements reflect our current views concerning future events, these statements involve
risks, uncertainties, and assumptions. Actual future results may differ significantly from the results discussed in the forward-looking statements.
These risks include changes in demand for our products, changes in the level of operating expenses, our ability to expand our network of
distributors, changes in general economic conditions that impact consumer behavior and spending, product supply, the availability, amount, and
cost of capital to us and our use of such capital, and other risks discussed in this report. Additional risks that may affect our performance are
discussed under �Risk Factors Associated with Our Business� in our Registration Statement Form SB-2 declared effective April 5, 2005. Readers
are cautioned not to place undue reliance on the forward-looking statements contained in this report.

Overview

We are in the business of developing, selling, marketing and distributing nutritional supplement products and functional foods. We market our
products primarily through direct selling or network marketing, in which independent distributors sell our products. In addition, we sell our
products directly to professional and Olympic athletes and professional sports teams.

Our product lines consist of four powdered beverages, 12 individual supplements packaged in our VitaCube®, and a functional food chew. Our
PEAK PERFORMANCE System is a packaged product that consists of a protein drink, hydration drink and vitamin support pack all of which
can be purchased as a system or individually. The SUPPORT pack has the vitamins for each serving individually packaged. The VitaCube® is
an easy to use, compartmentalized box with instructions for which supplements to take and the proper times to take them. Our EAT, DRINK and
SNACK System (EDS) is a packaged product that consists of functional foods and energy drinks that can be purchased as a whole system or
individually.

As of June 30, 2006 we had 2,722 independent distributors and 566 direct customers (excluding professional athletes and sports teams) who had
purchased our products within the prior twelve months.

We maintain an inventory of our products to insure that we can timely fill our customer orders. We can have large increases in inventory levels
if we have multiple product reorders in the same period. In addition, our manufacturers typically may take up to 12 weeks to deliver products
after we place an order, and they have minimum order requirements, which also adds to higher inventory levels. Our inventory, net of our
allowance for obsolescence, was $483,992 at June 30, 2006, a decrease from $542,749 at December 31, 2005.

The decrease of inventory was a result of continued sales of the EDS system which was offset by the launch of the three products in the PEAK
PERFORMANCE System, one of which was new, that required sufficient inventory levels for the projected demand and lead time in product
ordering, but also resulted in a charge to inventory obsolescence in the first quarter. Even though our inventory level currently is relatively high
based on our sales for the six months ended June 30, 2006, we believe our inventory is appropriately classified as a current asset based on the
ongoing implementation of our new marketing plan which is designed to increase our distributor base and sales.

During the six months ended June 30, 2006, we rebranded two of the original Vitacube products, eForce and VitaPro into the PEAK
PERFORMANCE HYDRATE and BUILD products and discontinued the Basic VitaCube®, which was replaced by the SUPPORT product.
This change resulted taking a charge against operations for obsolete inventory of $59,000. Our allowance for obsolete inventory was increased
from $17,000 at December 31, 2005 compared to $76,000 at June 30, 2006. We believe our reserve for obsolescence is reasonable because
(i) substantially all of our
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inventory has been recently purchased, (ii) the shelf life of our products averages three years, and (iii) we have no current plans to eliminate any
of our products, instead choosing to repackage them in the new product branding strategy.

Our network marketing program is designed to provide an incentive for independent distributors to build, maintain and motivate a sales
organization of customers and other independent distributors to enhance earning potential. Our independent distributors are compensated with
commissions and bonuses on sales generated through their downline organization. Independent distributors advance in distributor levels as they
develop their sales organization and increase their sales volume, which increases their compensation.

We recognize revenue when products are shipped to our customers. Revenue is reduced by product returns at the time we take the product either
back into inventory or dispose of it. In addition, we estimate a reserve total for future returns. We also collect an annual website fee from
Distributors that is deferred on receipt and recognized as income on a straight-line basis over the subsequent twelve-month period. Cost of our
sales consists of expenses directly related to the production and distribution of the products and certain sales materials. Included in the sales and
marketing expenses are independent distributor commissions, bonus and incentives along with other general selling expenses. We expect our
independent distributor expenses, as a percentage of net revenues, to decrease as independent distributors require less additional incentives and
rely on the incentives in our direct sales program. General and administrative expenses include salaries and benefits, rent and building expenses,
legal, accounting, telephone and professional fees.

Our revenue will depend on the number and productivity of our independent distributors, who purchase products and sales materials from us for
resale to their customers or for personal use. Because we will distribute substantially all of our products through our independent distributors,
our failure to retain our existing distributors and recruit additional distributors could have an adverse effect on our revenue.

Due to the recent start-up of our direct sales program we believe that the number of our distributors is an important indicator to monitor. In
addition, we will monitor the sales generated per independent distributor as well as the success of our independent distributors in recruiting new
independent distributors.

With respect to industry and market factors that may affect us directly, we believe that industry credibility in both direct selling and nutritional
supplements will be critical elements in whether we can increase revenues and become profitable. Any adverse developments in either of these
two areas, to us or in our industry, could lead to a lower number of our independent distributors and reduced sales and recruiting efforts by
existing distributors, as well as a loss or no increase in the number of sports celebrity endorsers of our products. We do not know what industry
growth was for 2005 or will be for 2006 nor do we have enough experience in the direct sales channel to determine whether a slower industry
growth rate, which occurred for several years leading up to 2003 and which has subsequently been slow, will adversely affect us.

Our operating plan for 2006 is focused on increasing the number of independent distributors, growing revenues, and generating gross profits.
Due to the relatively recent commencement of our direct selling program through independent distributors, we cannot predict our revenue, gross
profit, net income or loss or use of cash and cash equivalents; however, we expect net losses will continue for at least the next 12 months.

Our independent auditors have noted in their reports on our financial statements as of December 31, 2005 and 2004 and for the years then ended,
that there is substantial doubt regarding our ability to continue as a going concern. To date this contingency has not affected our ability to secure
funding for our operations; however, going forward, in the event this uncertainty is not resolved, we may experience more difficulty in raising
funds to operate our Company if we are required to raise such capital.

Critical Accounting Policies and Estimates

Discussion and analysis of our financial condition and results of operations are based upon financial statements, which have been prepared in
accordance with accounting principles generally accepted in the United States. 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 on-going basis, we evaluate our estimates; including those related to collection of receivables, inventory obsolescence,
sales returns and non-monetary transactions such as stock and stock options issued for services and beneficial conversion features of notes
payable. We base our estimates on historical experience and on various other assumptions that are believed to be reasonable under the
circumstances, the results of which form the basis for making judgments about the carrying values
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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 our more significant judgments and estimates used in the
preparation of our financial statements.

Revenue Recognition. In accordance with Staff Accounting Bulletin 104 �Revenue Recognition in Financial Statements�,
revenue is recognized at the point of shipment, at which time title is passed. Net sales include sales of products, sales
of marketing tools to independent distributors and freight and handling charges. With the exception of approved
professional sports teams, we receive the net sales price from all of our orders in the form of cash or credit card
payment prior to shipment. Professional sports teams with approved credit have been extended payment terms of net
30 days. Additionally, starting in March 2006 the Company collected an annual website fee from Distributors that is
deferred on receipt and recognized as income on a straight-line basis over the subsequent twelve-month period. As of
June 30, 2006 the Company had $61,743 in deferred revenue.

Allowances for Product Returns. Allowances for product returns are recorded at the time product is shipped. These accruals
are based upon the historical return rate since the inception of our network marketing program in the third quarter of
2003, and the specific historical return patterns by product. Our return rate since the third quarter of 2003 has varied
from 1.7% to 5.7% of our net sales.

We offer a 60-day, 100% money back unconditional guarantee to all customers and independent distributors who have never before purchased
products from us. As of June 30, 2006, orders shipped that are subject to our 60-day money back guarantee were approximately $193,320. All
other product may be returned to us by any customer or independent distributor if it is unopened and undamaged for a 100% sales price refund,
less a 10% restocking fee, provided the product is returned within 12 months of purchase and is being sold by us at the time of return. We are not
able to estimate the amount of revenue we have recognized that is held by these buyers of product and which is returnable, because it is not
possible to determine the amount of product that is unopened and undamaged. Product damaged during shipment is replaced wholly at our cost,
which historically has been negligible.

We monitor our return estimate on an ongoing basis and may revise allowances to reflect our experience. Our reserve for product returns at June
30, 2006 and December 31, 2005 was $35,886 and $20,314, respectively. To date, product expiration dates have not played any role in product
returns, and we do not expect they will in the future because it is unlikely that we will ship product with an expiration date earlier than the latest
allowable product return date.

Inventory Valuation. Inventories are stated at the lower of cost or market on a first-in first-out basis. A reserve for
inventory obsolescence is maintained and is based upon assumptions about current and future product demand,
inventory whose shelf life has expired and market conditions. A change in any of these variables may require
additional reserves to be taken. We reserved $76,000 for obsolete inventory as of June 30, 2006 and $17,000 as of
December 31, 2005.

Stock Based Compensation. Many equity instrument transactions are valued based on pricing models such as
Black-Scholes-Merton, which require judgments by us. Values for such transactions can vary widely and are often
material to the financial statements.

Effective January 1, 2006, we adopted SFAS No. 123 (revised 2004), Share-Based Payment (SFAS 123R), which requires compensation costs
related to share-based transactions, including employee stock options, to be recognized in the financial statements based on fair value. SFAS
123R revises SFAS No. 123, Accounting for Stock-Based Compensation, (SFAS 123) and supersedes Accounting Principles Board Opinion
(APB) No. 25, Accounting for Stock Issued to Employees. In March 2005, the Securities and Exchange Commission (the SEC) issued Staff
Accounting Bulletin No. 107 (SAB 107) regarding the SEC�s interpretation of SFAS 123R and the valuation of share-based payments for public
companies. We have applied the provisions of SAB 107 in its adoption of SFAS 123R. We adopted the provisions of SFAS 123R using the
modified prospective transition method. In accordance with this transition method, the company�s consolidated financial statements for prior
periods have not been restated to reflect the impact of SFAS 123R. Under the modified prospective transition method, share-based compensation
expense for the first quarter of 2006 includes compensation expense for all share-based compensation awards granted prior to, but for which the
requisite service has not yet been performed as of January 1, 2006, based on the grant date fair value estimated in accordance with the original
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provisions of SFAS 123. Share-based compensation expense for all share-based compensation awards granted after January 1, 2006 is based on
the grant date fair value estimated in accordance with the provisions of SFAS 123R.
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Results of Operations

For the three months ended June 30, 2006 compared to the three months ended June 30, 2005.

The discussion below first presents the results of the quarter ended June 30, 2006 followed by the results of the quarter ended June 30, 2005

Net sales. Net sales were $577,181 an increase of 159% compared to $222,670.  The increase in net sales can be
attributed to an increase in the number of independent distributors and customers along with greater brand
recognition.  The increase was also the result of the September 2005 introduction of the EDS system and the March
2006 rebranding of two products (HYDRATE and BUILD) and the introduction of a new product (SUPPORT) in the
PEAK PERFORMANCE System.

The percentage that each product category represented of our net sales is as follows:

Three Months Ended
June 30,
2006 2005

Product Category % of Sales % of Sales
EAT 18 % �
DRINK 27 % �
SNACK (formerly sZone® snack) 10 % 13 %
HYDRATE (formerly eForce® sports drink) 12 % 26 %
Vitamins and minerals, including SUPPORT 14 % 41 %
BUILD (formerly VitaPro® nutrition shake) 5 % 13 %
Other-educational materials, apparel 14 % 7 %

Gross Profit. Gross profit increased to $411,232 compared to $105,893, an increase of 288%.  Gross profit as a
percentage of revenue (gross margin) increased to 71% from 48%.  The increase in gross profit reflects the increase in
net sales.  Gross margin increase is due to an increase in sales of higher margin items from the EDS system and the
SUPPORT product and from the absence of write-offs for inventory obsolescence.

Sales and marketing expenses. Sales and marketing expenses increased to $618,544 from $477,920, an increase of 29%. 
The increase in sales and marketing expenses is a result of an increase in our activities associated with our
independent distributors.  We incurred $128,324 in costs to attract experienced sales leaders for our distributor
network and $17,500 for the right to use the XELR8 name.  We expect to continue to incur higher sales and marketing
expenses for the next 12 months as we continue to implement our plan.

General and administrative expenses. General and administrative expenses were $755,236 an increase of 11% compared to
$680,007.  The increase is a result of expenses associated with being a public company and higher executive
compensation.  Executive compensation increased as a result of employment agreements entered into with the
executive management team in the last year. Additionally, as a result of the adoption of FAS 123R we recorded stock
based compensation of $207,557 which was previously only disclosed in the notes to the financial statements.

Research and development expenses. Research and development expenses increased to $19,364 from $10,294 an increase of
88%.  We are continuing to research and develop ingredients and manufacturing technologies for our product line. 
We have engaged in a strategic alliance agreement with UTEK Corporation, a technology transfer company to assist
us with introductions to university research ingredients and processes.
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Depreciation and Amortization Expense.  The expense was $35,125 compared to $6,188, an increase of 468%. In July 2006
we entered into a Consent Agreement for the use of the trademark name �XELR8�. Consequently we evaluated the
carrying value of the existing trademarks that the company had and fully amortized these intangible balances.

Net Loss.  Our net loss was $1,007,647 or ($0.10) per share compared to $1,043,488 or ($0.11) per share, a decrease of
$.01 per share or 7% respectively.  The decrease in net loss is associated with the increase sales and gross margin.
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For the six months ended June 30, 2006 compared to the six months ended June 30, 2005.

The discussion below first presents the results of the six months ended June 30, 2006 followed by the results of the six months ended June 30,
2005

Net sales. Net sales were $1,116,141 an increase of 143% compared to $459,726.  The increase in net sales can be
attributed to an increase in the number of independent distributors and customers along with greater brand
recognition.  The increase was also the result of the September 2005 introduction of the EDS system and the March
2006 rebranding of two products (HYDRATE and BUILD) and the introduction of a new product (SUPPORT) in the
PEAK PERFORMANCE System.

The percentage that each product category represented of our net sales is as follows:

Six Months Ended
June 30,
2006 2005

Product Category % of Sales % of Sales
EAT 19 % �
DRINK 24 % �
SNACK (formerly sZone® snack) 11 % 8 %
HYDRATE (formerly eForce® sports drink) 11 % 28 %
Vitamins and minerals, including SUPPORT 13 % 43 %
BUILD (formerly VitaPro® nutrition shake) 5 % 14 %
Other-educational materials, apparel 17 % 7 %

Gross Profit. Gross profit increased to $704,813 compared to $190,454 an increase of 270%.  Gross profit as a
percentage of revenue (gross margin) increased to 63% from 41%.  The increase in gross profit reflects the increase in
net sales. Gross margin increase is due to an increase in sales of higher margin items from the EDS system and the
SUPPORT product and from the absence of write-offs for inventory obsolescence.

Sales and marketing expenses. Sales and marketing expenses increased to $1,643,682 from $904,767, an increase of 82%. 
Sales and marketing expenses consist primarily of distributor commissions, costs associated with attracting
experienced field leaders for our distributor network, events and training for the distributors, and sales associated costs
such as employee compensation for customer service and warehouse personnel, credit card fees and order fulfillment
costs.  The independent distributor compensation increased to 50% of net sales for the current period compared to
30% for the comparable period.

General and administrative expenses. General and administrative expenses were $1,559,050 an increase of 34% compared to
$1,162,048.  Our general and administrative expenses consist primarily of employee and executive compensation for
executives and administrative personnel, legal and accounting fees, business consultants, rent and associated building
costs, costs associated with being a public company, business insurance and office costs such as telephone, supplies,
computer hardware and software and hosting fees.  The increase is the result of higher executive compensation, public
company costs and computer associated costs.  Executive compensation increased as a result of employment
agreements entered into with the executive management team in the last year. Additionally, as a result of the adoption
of FAS 123R we recorded stock based compensation of $387,426 which was previously only disclosed in the notes to
the financial statements.

Research and development expenses.. Research and development expenses increased to $43,993 from $18,956.  This was
primarily from the expense related to our technology provider and costs associated with attending a national product
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convention, as well as ongoing product research.

Depreciation and Amortization Expense.  The expense was $42,774 compared to $12,800, an increase of 234%. In July 2006
we entered into a Consent Agreement for the use of the trademark name �XELR8�. Consequently we evaluated the
carrying value of the existing trademarks that the company had and fully amortized these intangible balances.
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Net Loss.  Our net loss was $2,556,969 or ($0.27) per share compared to $1,816,680 or ($0.23) per share.  Our net loss
increased by 41% was the result of higher expenses for Sales and Marketing and General and Administrative, which
was partially off-set by the increase in sales and gross profit.

Liquidity and Capital Resources

To date, our operating funds have been provided primarily from sales of our common stock ($11,280,587), and by loans from our founder, our
Chief Executive Officer and by various stockholders ($3,989,209), through June 30, 2006, and to a lesser degree, cash flow provided by sales of
our products.

During March 2005, we obtained a $170,000 short-term loan from our Chief Executive Officer, a $25,000 short-term loan from a significant
shareholder and a $170,000 short-term loan from an unrelated party for a total of $365,000. All of these loans provide for interest at 10% per
annum. These loans were paid in full with accrued interest of $2,841 on April 12, 2005 leaving us with no short-term or long-term debt at that
time.

On April 8, 2005 we closed a public offering of 1,500,000 units that was comprised of two shares of common stock and one Class A common
stock warrant to purchase common stock at $4.50 and one Class B warrant to purchase common stock at $6.00 for net proceeds of $7,742,682.

We used $1,905,556 of cash for operations in the six months ended June 30, 2006 as compared to $2,057,292 of cash for operations in the six
months ended June 30, 2005. The use of cash in our operations results from incurring and accruing expenses to suppliers necessary to generate
business and service our customers at a time when revenues did not keep pace with expenses. During the first quarter of 2006 we used
$1,126,548 to fund our operating activities and in the second quarter the cash used to fund operations was $779,008. As of June 30, 2006, we
had $887,619 in cash and cash equivalents available to fund future operations as well as $50,000 in certificates of deposit that are used to secure
letters of credit issued to one of our major suppliers. In the event that we are not able to increase sales and further reduce expenses from
operations, our current cash position would only support ongoing operations at the current rate for approximately three and a half months. In this
event we would require additional capital to fund continuing operations.  Net working capital decreased from $3,310,034 at December 31, 2005,
to $1,111,420 at June 30, 2006.  We spent $71,846 to purchase a new computer system to support the Distributors back-office functions.

Our independent auditors have noted in their reports on our financial statements as of December 31, 2005 and 2004 and for the years then ended,
that there is substantial doubt regarding our ability to continue as a going concern. To date this contingency has not affected our ability to secure
funding for our operations; however, going forward, we may experience more difficulty in raising additional funds to operate our Company.

In the event that we are successful in completing our business plan of increasing the number of distributors, sales levels and consequently
increased profitability, we believe that our cash resources will be sufficient to fund our operations for the next 12 months. If our business
operations do not result in increased product sales, our business viability, financial position, results of operations and cash flows will likely be
adversely affected. Further, if we are not successful in achieving profitability, additional capital will be required to conduct ongoing operations.
We cannot predict the terms upon which we could raise such capital or if any capital would be available at all.

Customer Concentrations

We had no single customer that accounted for any substantial portion of our revenues.

Off-Balance Sheet Items

We have no off-balance sheet items as of June 30, 2006.

Item 3 � CONTROLS AND PROCEDURES

Prior to the filing of this report, the Company�s management carried out an evaluation, under the supervision and with the participation of its
Chief Executive Officer and the Chief Financial Officer, of the effectiveness of the design and operation of the Company�s disclosure controls
and procedures as of the end of the period covered by this report.  Based on this evaluation, the Chief Executive Officer and the Chief Financial
Officer concluded that the Company�s controls
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and procedures were effective to ensure that information required to be disclosed by the Company in the reports filed by it under the Securities
and Exchange Act of 1934, as amended, is recorded, processed, summarized and reported within the time periods specified in the SEC�s rules and
forms, and include controls and procedures designed to ensure that information required to be disclosed by the Company in such reports is
accumulated and communicated to the Company�s management, including the Chief Executive Officer and the Chief Financial Officer of the
Company, as appropriate to allow timely decisions regarding required disclosure.

There has been no change in the Company�s internal control over financial reporting that occurred during the Company�s most recent fiscal
quarter that has materially affected or is reasonably likely to materially affect its internal control over financial reporting.
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Part II  OTHER INFORMATION

Item 1. � LEGAL PROCEEDINGS

Effective July 6, 2006, the Registrant entered into a Consent Agreement with PouchTec Industries, L.L.C., a copy of which has been filed
herewith. The Consent Agreement provides that PouchTec Industries, L.L.C. agrees that Vitacube Systems Holdings, Inc. is the rightful owner
of the XELR8 mark and will not object to the application filed with the U.S. Patent and Trademark Office for the registration of the XELR8
mark by Vitacube Systems Holdings, Inc. In consideration of the consent VitaCube Systems Holdings, Inc. agrees to pay PouchTec Industries,
L.L.C. for the years 2006 to 2010 an amount of 1% of net sales, subject to a minimum payment of $35,000 and a maximum of $80,000 per year.
The minimum payment, of $35,000, is due on the effective date of the Consent and on January 15th of the calendar years of 2007, 2008,
2009 and 2010 and the remainder, up to the annual maximum due within 45 days of the end of the calendar year.

Item 2. � UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

None.

Item 3. � DEFAULTS UPON SENIOR SECURITIES

None.

Item 4. � SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.

Item 5. � OTHER INFORMATION

None.

Item 6. � EXHIBITS

Exhibit No Description
31.1 Certification of CEO as Required by Rule 13a-14(a)/15d-14
31.2 Certification of CFO as Required by Rule 13a-14(a)/15d-14
32.1 Certification of CEO as Required by Rule 13a-14(a) and Rule 15d-14(b) (17 CFR 240.15d-14(b)) and Section 1350 of

Chapter 63 of Title 18 of the United States Code
32.2 Certification of CFO as Required by Rule 13a-14(a) and Rule 15d-14(b) (17 CFR 240.15d-14(b)) and Section 1350 of

Chapter 63 of Title 18 of the United States Code
99.1 Press Release
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized, in the City and County of Denver, State of Colorado, on July 26, 2006.

VITACUBE SYSTEMS HOLDINGS, INC.

By /s/ Earnest Mathis, Jr.
Earnest Mathis, Jr.
Chief Executive Officer

By /s/ John D. Pougent
John D. Pougnet
Chief Financial Officer (Principal Accounting Officer)
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