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The  information  required by Part III of this Form 10-K will be incorporated by
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reference from certain  portions of Castelle's  proxy statement  relating to its
2004 Annual Meeting of Shareholders to be filed with the SEC or will be provided
in an  amendment  to this Form 10-K to be filed with the SEC no later than April
30, 2005.
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                   SPECIAL NOTE ON FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K 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,  that are based on our  current  expectations
about  our  company  and our  industry.  All of our  forward-looking  statements
involve risks and uncertainties.  Our actual results could differ  significantly
from our  expectations  and from the  results  expressed  in or implied by these
forward-looking statements.  Factors that might cause such a difference include,
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but are not limited to, those discussed  elsewhere in this Annual Report on Form
10-K.  We  urge  you  to  consider  these  cautionary  statements  carefully  in
evaluating  our  forward-looking  statements.  Except  as  required  by law,  we
undertake no obligation  to publicly  update any  forward-looking  statements to
reflect  subsequent events and  circumstances.  Important factors that may cause
results to differ from  expectations  include  those  discussed  in Risk Factors
beginning on page 28 in this document.

                                EXPLANATORY NOTE

This Annual  Report on Form 10-K for the year ended  December 31, 2004  includes
restated  financial  statements  as of December 31, 2003 and for each of the two
fiscal years in the period ended December 31, 2003.

In April 2005, the Company  completed a review of its accounting  practices with
respect to the historical classification of cost of service revenues, procedures
for  recognizing   revenue   associated  with  extended  support  contracts  and
procedures for est
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