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FLORIDA DEPARTMENT OF STATE

Glenda E. Hood
Secretary of State -

March 9, 2004

INNOVATIVE COMPANIES, INC.
6350 BRYAN DRIRY RD.
LARGC, ¥L 33777US8

SUBJECT: INNOVATIVE COMPANIES, INC.
-REF: E74029

We received your electronically transmitted document. Howaver, the
document hae nhot been filed. Please make the following corrections and
refax the complete document, including the electronic £iling cover sheet,
Please entitle your document Articles of Amendment.

Please return your document, aleng with a copy of this letter, within 60
days or your filing will he considered abandoned.

If you have any questions concerning the filing of your document, please
call {850) 245-6027.

Michelle Milligan FAX Aud. #: HD4DOOQGS50327
Document Specialist Letter Number: 684A00015714

Division of Corporations - P.Q. BOX 6327 -Tallahassee, Flotida 32814
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ARTICLES DY AMEWDMENT o

or EE

SERIES B CONVERTIBLE PREFERRED STOCK inZ

<

PURSUANT TO SECTION 607.0602 OF THE k=

FLORIDA GENERAL CORPORATION LAW Co

=

The undersigned, Carol Dore-Falcone , do hereby certify Sm

that:

_ 1. She is the Chief Financial Qffcer and Vice Presidenr, of INNOVATIVE
COMPANIES, INC,, a Florida corporation {the “Corporation™.

2. The Corporation is authorized to issue 6,000,000 shares of preferred stock,
5,200,000 of which heve been issued.

3. The following resolutions ware duly adopied by the Board of Directors:

WHEREAS, the Certificate of Inceiporation of the Corporation provides for g class of
its authorized stock knowm as preferred stock, comprised of 6,000,000 shares, $0.01 par
value, {ssuable from time te time in ¢ne or mors series; )

WHEREAS, the Board of Directors of the Corporation is authorized to Hx the
dividend rights, dividend rate, voung rights, conversion rights, rights and terms of
redemption and liguidation preferences of any wholly unissued series of preferved stock

and the number of shares consttuting any Series and the designation thereof, of any of
them; and

WHEREAS, it Is the desire of the Board of Directors of the Corporation, pursuant 1o
its authority as aforesaid, te fix the rights, preferences, restrictions and other matters
relating to a series of the prefemed stock, which shall consist of, except 28 otherwiss set
forth {n the Purchase Agreement, up to 5,000 shares of the preferred stock which the
corporation has the authority o issue, as fallows:

NOW, THEREFORE, BE [T RESOLVED, that the Board of Directors does hereby
provide for the issuance of a series of preferred stock for cash or exchange of other
secwrities, rights or property and does hereby fix and determine the rights, preferences,
restrictians and other matters relating to such series of preferred stock as follews:

Y1 Hd b~ 4VH %0
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TERMS OF PREFERRED STOCK

Section 1. Designation, Amount and Par Value, The series of preferred stock
shall be designated as its Serics B Convertible Preferred Stock (the “Preferred Stoek™) and
the nlumber of shares so designated shall be 5,000 (which shall not be subjest 10 increase
without the consent of alt of the holders of the Prefexed Stock (each, a “Holder” and
collectively, the “Holders™)). Each share of Preferred Stock shall have a par value of §0.01
per share and 2 etated value equal to $1,000 (the “Stated Vajue™). Capitalized terms not
otherwise defined herein shall have the meaning given such terms in Section 8 hereof.

Section 2, Dividends.

{a) Holders shall be entitled to receive and the Corporation shall pay,
curpularive dividends at the rate per share (as a percentage of the Stated Value per
share) of §% per annum unti} the third anniversary of the Original Issue Date, 8%
per annum from the third anniversary of the Original Issue Date until the fourth
anniversary of the Qriginal Issus Date, 11% from the fourth apniversary of the
QOriginal Issue Date until the fifth anniversary of the Original Issue Date and 14%
thereafier, payable gquartecly on March 1, June 1, September 1 and December i,
beginning with Jore 1, 2004 and on any Conversion Date or redemption date
pursuant 10 the terms hereunder {except that, if sueh date i3 not a Trading Day, the
payment date shall be the next succeeding Trading Day)(“Dividend Paymen:
Datg™). The form of dividend payments to sach Holder shall be made in the
following order: (7} if funds are legally available for the payment of dividends and
the Equity Conditions have not been met, in cash only, (i) if funds ara legally
available for the payment of dividends and the Equity Conditions have been met, at
the sale election of the Corporation, in cash or shares of Common Stock which shall
be vajved solely for such purpose at 95% of the average of the 20 VWaPs
immediately prior @ the Dividend Payment Date; (iii) if funds are not legally
available for the payment of dividends and the Equity Conditions have been met, in
shares of Common Stock which shall be valued at 95% of the average of the 20
VWAPs immediately priot to the Dividend Payment Date; v) if funds are not
legally available for the payment of dividends and the Equity Conditions have been
waived by such Holder, 2s to such Haolder only, i shares of Common Stock which
shall be valued 2t 95% of the average of the 20 VWAPs immediately prior to the
Dividend Payment Date; and (v} if funds are not legally available for the payment
of dividends and the Equity Conditions have not been met, then, 2t the election of
such Holder, such dividends shall accrue to the next Dividend Payment Date or
shall be accreted to the cutstanding Stated Value. The Holders shall have the same
nghts and remedies with respect to the dalivery of any such shares as if such shares
were beiag issued purssant to Section 5. On the Closing Date the Corporation shall
have notified the Holders whether or nat it may lawfully pay cash dividends. The
Corporation shall premptly notify the Holders ar any time the Corporation shall
become 2ble or unable, as the case may be, to lawfully pay cash dividends, ¥f at any
time the Corporation has the right to pay dividends in cash or Common Stock, the
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Corporation must pravide the Holder with at least 20 Trading Days'.notice of its
election to pay a regularly scheduted dividend in Comman Stock.” Dividends an the
Preferred Stock shall be calculated on the basis of 2 360-day year, shall accrue daily
commencing on the Original Issue Date, and shall be deemed to acerue from such
date whether or not earned or declared and whether or not there are profits, surpius
or other funds of the Corporation legally available for the payment of dividends.
Except as otherwise provided herein, if at any tims the Corporation pays dividends
partially in cash and partially in sharss, then such payment shall be distributed
ratebly amang the Holders based upon the number of shares of Preferred Stock held
by each Holder. Any dividends, whether paid in cash or sheres, that are not pajid
within thraa Trading Days following a Dividend Payment Date shall continue to
acerue and shall entai] a late fee, which must be paid in cash, at the rate of 18% per
annum or the lesser rate permitted by applicable law (such fees to accrue daily,
from the Dividend Payment Date through and including the date of payment).

() So long as any Preferred Stack shall remain ouistanding, neither the
Corporaiion nor any subsidiary thereaf shall redeem, purchase or otherwise acquire
directy or indirectly any Junior Securities. So long as any Preferved Stock shall
remain outstanding, neither the Corporation nor any subsidiary thereof shall directly
or indirectly pay or declare any dividend or make any distribution (other than a
dividend or dismibution described in Section § or dividends due and paid in the
ordinary course on preferred stock of the Corporation at such times when the

“Corporation is in camplidance with its payment and. other obligations herennder)
upon, nor shall any distribution be made in respest of, any Junior Securities 5o long
ag any dividends due on the Preferred Stock remain wapaid, nor shall any monies be
set aside for or applied to the purchase or redemption (throngh 2 sinking fund or -
otherwise) of any Junior Securities or shazes pari passu with the Preferred Stock,

{cy The Corporation acknowledges and agrees that the capital of the
Corporation (as such term is used in Section B of the General Corporation Law of
Florida) in respect of the Preferred Stock and any future issuznces of the
Corperation’s capital stock shall be equal to the aggregate par value of such
Preferred Stock or capital stock, as the case may be, and that, on or after the date of
the Purchase Agreement, it shall not increase the capital of the Corporation with
respect 1o any shares of the Corporation's capital stock issued and outstanding on
such date. The Corporation also acknowledges and agrees that it shall not create
any special reserves under the General Corporaiion Law of Florida without the prior
written consent of each Holder.

Section 3. Voting Rights. Except as otherwise provided herein and as otherwise
required by law, the Preferred Stock shall have no voting rights. However, so long as any ,
shares of Preferred Stack are outstanding, the Corporation shall not, without the affirmative 4
vote of the Holders of the shares of the Preferred Stock then outstanding, (a) alter or change 1
adversely the powers, preferences or rights given o the Preferrad Stock or alter or amend o
this Certificate of Designation, (b) authorize or create any class of stock Ianking a8 to ~
dividends, redemption or disaibution of assers vpon a Liguidation (as defined in Section 4)
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semior to or otherwise pari passu with the Preferred Stock, {c) amend its certificare of
incorporation or other charter documents so as to affect advessely agy rights of the }’-Iolders.
(d) increase the authorized number of shares of Freferred Stock, or {e) enter into any
agreement with respect to the foregoing,

Section 4. Liguidation. Upon any liquidation, dissolution or winding-up of the
Corporation, whether valuntary or involuntary (a “Liguidation™, the Holders shall be
entitled to receive out of the assets of the Corporation, whether such assets are capital or
surplus, for each share of Preferred Stock an amount equal to the Stated Value per share
plus any zccrued and wnpaid dividends thereon and any other fees or liquidated damages
owing thercon before any distribution or payment shall be made 10 the holders of any
Junior Securities, and if the assets of the Corporation shall be insufficient to pay in full
such amouats, then the entire assets to be disuibutad w0 the Holders shall be diswributed
among the Holders rarably in accordance with the respective amounts that would be
payable on such shares if all amounts payable thereou were paid in full. A Fundamental
Transactian or Change of Control Transaction shall not be weated as a Liquidation. The
Corporation shall mail written notice of any such Liquidation, not less than 45 days pror to
the payment date stated therein, w ¢ach record Holder.

Seetion 5. Conversion.

{2) (i) Conversions ar Option of Holder. Ezch share of Preferred Stock
shall be convertible into that number of shares.of Common Stock (subject 1o
the limitations set forth in Sections 5{2)(il) and (ii1)} determined by dividing
the Stated Value of such share of Prefecred Stock by the Set Price, ar the
option of the Holder, at any time and from time o tme from and after the
Original Issue Date. Holders shall effect conversions by providing the
Corporation with the form of conversion notice attached hereto as Annex A
(a “Conversion Notice™. Each Conversion Natice shall specify the number
of shares of Preferred Stock to be converted, the number of shares of
Preferred Stock owned prior to the conversion at issue, the number of shares
of Preferred Stock owned subsequent to the conversion at issus and the date
on which such converston is to be effected, which date may not be prior to
the date the Holder delivers such Conversion Notice to the Corporation by
facsimile {the “Qonversion Date™). If no Conversion Date is specified in 2
Conversion Notice, the Canversion Date shall be the dare that such
Conversion Notice to the Corporation is deemed delivered herennder, The
calculations and entries set forih in the Conversion Notice shall control in
the absence of manifest or mathematicat error.

{5} Beneficial Ownership Limitation. The Corporation shall not
effect any conversion of the Preferred Stock, and the Holder shall not have
the right to convert any portion of the Preferred Stock to the extent that after
giving effect 1o such conversion, the Haolder (together with the Halder's
affiliates), as set forth on the applicable Conversion Notice, would
beneficially own in excess of 4.99% of the number of shares of the Common
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Stock owistanding immediately after giving effect 1o such conrversion. For
purposes of the foregoing sentence, the number of shares of Common Stock
beneficially owned by the Holder and its affiliates shall include the mumber
of shares of Comman Stock issuable upon conversion of the Preferred Stock
with respect to which the determination of such sentence is being made, but
shall exclude the mumber of shares of Common Stock which would be
issuable upon (A) conversion of the remaining, ronconverted Stated Value
of Preferred Stock beneficially awned by the Holder or any of its affiliates
and (B) exercise or conversion of the unexercised or nonconverted portion
of any other securities of the Corporation (including the Wanrants) subject to
s limitation on conversion or exsrcise analogous to the limitation confained
herein beneficially owned by the Holder or 2ny of its affiliates. Except as
set forth in the preceding sentence, for purposes of this Section 5(2)(i),
beneficial ownership shall be caloulated in accordance with Section 13(d) of
the Exchange Act. To the extent that the limitation contained in this Section
5(a)(ii) applies, the determination of whether the Preferrad Stock is
convertible (in relation 1o other securities owned by the Holder together with
any affiltazes) and of which shares of Preferred Stock is convertible shall be
in the soje discretion of such Holder, and the submission of 2 Cenversion
Notice shall be deemed to he such Holder's determination of whether the
shares of Preferred Stack may be converted (in relation to other securities
owned by such Holder) and which shares of the Preferred Siwock is
convertible, in each case subject to such aggregate percentage limifations,
To ensure compliance with this restriction, the Holder will be deemed to
represent to the Corporation each time it delivers a Conversion Notice that
such Ceonversion WNotice has not viclated the restrictions set forth in this
paragraph and the Corporation shall have no obligation to verify or confirm
the acouracy of such determipation. For purposes of this Section S(a)(ii), in
determining the number of outstanding shares of Commeon Steck, the Holder
may rely on the number of outstanding shares of Common Stock as reflected
in the most recent of the following: (A) the Corporation’s most recent Form
10-Q of Form 10-K, as the case may be, (B) a more recenmt public
announcement by the Corporation or (C) any other notice by the
Corporation or the Corporation’s rransfer agent sedting forth the number of
shares of Common Stock outstanding. Upon the written or oral request of
the Holder, the Corporation shall wichin two Trading Days confimm orally
and in writing to the Holder the number of shares of Common Stock then
outstanding. In any case, the number of outstanding shares of Common
Stock shall be determined after giving effect to the conversion or exercise of
securities of the Cosporation, including the Preferred Stock, by the Helder oz

its affiliates since the date as of which such number of outstanding shares of
Common Stock was reported

Rty Limitation on Number of Sheres [ssuable. Notwithstanding
anything herein to the contrary, the Corporation shall not jssue to zny
Holder any shares of Commeon Stock, including pursuant to any rights
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bereln, inchuding, without limdtation, any conversion rights or right to issue
sharas of Common Stack in payment of dividends, ta the extent such shares,
when 2dded 1o the pumber of shares of Conunon Stock issued or issuable
(A} upen conversion of any shares of Preferred Stock pursuant te Section
5(a)(i} and (B) upon exercise of those certain warranis issued pursuagt 0
that certain Securities Purchase Agreement would sxceed 15.999% of the
Corporation's outstanding Comumon Stock immediately prior to the Closing
Date (the “Maximum_sggrepate Share Amoupt”), unless the Corporation
first obtains shareholder approval permitting such issuances in accordance
with the Principal Market rules (“Sharcholder Appreval”). On any given
date, each Holder shall be entitled 1o a portion of the Maximum Aggregate
Shere Amount equal to the product of (y) the fraction determined by
dividing the number of shares of Preferred Stock then held by such Holder
a5 of such date by the agprepate number of shares held by all Holders as of
such date and (2} the difference between the Maximnun Aggregate Share
Amowt and the number of shares of Common Stock issued, in the
aggregate among all Holders, pursuamt to any conversions of Preferred
Stock or exercises of Warrants prior to such date, If at any time the number
of shares of Comnon Stock which could, notwithstending the limitation set
forth herein, be issuable and sold to all Holders during the following 12
months (assumning afl dividends are paid in shares of Common Stock during
such period of determination based upon the VWAP at the time of any such
detenmination) equals or excesds the Maximum Aggregate Share Amount,
then the Corporation shall, subjact 1o any requirements in the Purchase
Agresment to act soomer, obtain the Shareholder Approval applicable to
such issuance as soon as is possible, but in any svent not later than the 75@
day after the date i which the Corporation determines {or is notified by any
Holder) that the Maximum Agregale Share Amount could be exceeded and
shajl continue to seek to obrain Shareholder Approval every 75 days until
such Shareholder Approval is obtained, If the Corporation shall have failed
ta obtain the Shareholder Approval on or prior to the initia} 75" day after the
date in which the Comoration determines (or is notified by a Holder) that
ihe Maximum Aggregate Share Ampunt would be exceeded, then the
dividend on the Preferred Stock shall thereafter be 15% per annum umtil
such Sharehalder Approval is obtained.

(iv)Notwithstanding anything hersin to the contrary, if after the
Effective Date the VWAP for each of any 10 copsecutive Trading Days
(“Thresheld Peried™), which 10 consecutive Trading Day period shall have
commenced only after the Effective Date, exceeds 250% of the then
effective Set Price (defined befow), the Company may, within 3 Trading
Days afier any such Threshold Period, dejiver a notice to all Hoidezrs {2
"Eoreed Conversion Notice™ and the date such notice is received hy the
Holders, the “Forced Conversion Notice Date') 1 cause the Holders to
tmmediately convert all or part of the ther owtstanding shares of Preferred
Stock pursuant to Sectlon 5 and the Holders shall sumender (if =1} Preferred
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Stock is converted} their respective shares of Preferred Stock 10 the
Company for conversion within 5 Trading Days of the Foroed Conversion
Notice Date. The Company may only effect a Forced Conversion Notice if
all of the Bquity Conditions have been met during the Threshold Period
through the Forced Conversion Notice Date, Any Forced Conversion
Notices shall be applied ratably to a1l of the Holders in propartion to each
Holders initial purchases of Preferred Stock hersunder.

(b)Y  {i) Not later than three Trading Days after each Conversion Date (the
“Share Delivery Date™), the Corporation shall deliver to the Holder (A) a
certificate oy certificates which, afier the Effactive Date, shall be free of
resirictive legends and wading restrictions (other than those required by
Section 4.1 of the Purchase Agreement) representing the number of shares
of Commaon Stock being acquired upon the conversion of shares of Preferred
Swock, and (B} 2 bank check in the amount of acerued and unpaid dividends
(if the Corparation has elected or is required to pay gecrued dividends in
cashl. After the Effective Date, the Corporation shall, upen request of the
Holder, deliver any certificate or certificates required ta be delivered by the
Corporation under this Section electronically through the Depository Trust
Corporation or another established clearing corporation performing sirmijar
functions. If in the case of any Copversion Notice such certificate or
certificates are not delivered to or as directed by the appliceble Holder by
the third Trading Day after the Conversion Date, the Holder shall be entitled
10 elect by written natice to the Cotporation™at any time on or hefore its
receipt of such certificate or certificates thereafter, © réscind such
conversion, in which event the Corporation shall immediately refum the
certificates representing the shares of Preferred Stock tendered for
CONVErsIon

(i} The Corporation’s obligations to issue and deliver the
Conversion Shares upon conversion and redemption of Preferred Stock in
accorgance with the terms hereof are absolute and unconditjonal,
irrespectve of any action or inaction by the Holder to enforce the same, any
walver or consemt with respect 10 any provision hereof, the recovery of any
judgment apaingt any Person or anmy action to enforce the same, or any
se10ff, counterclaim, recoupment, limitation or termination, or any breach or
zlleged breach by the Molder or any other Person of any obligation to the
Corporation or any violation ¢y allegad violation of law by the Holder or any
other person, and irrespective of apy other circumstance which might
otherwise limit such obligation of the Corporation to the Holder in
connection with te issuance of such Conversion Shares. If the Cormporation
fails o deliver tw the Holder such certificate or certificates pursuant o
Section S(b){) by the Share Delivery Date applicable to such conversion,
the Corporation shall pay to such Holder, in cash, as liguidated damages and
not as a penalty, for each §5,000 of Stated Value of Preferred Stock being
converted, 330 per Trading Day (inecreasing to $100 per Trading Day after 3
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Trading Days and increasing to $200 per Trading Day 6 Trading Days after
such damages begin 1o accrue) for each Trading Day after the Sl}az'e
Delivery Dase until such certificates aye delivered. Nothing herein shall limit
a Holder’s right to pursue actual damages for the Corporation’s failure 1o
deliver certificates representing shares of Common Stock upon conversion
within the period specified herein and such Holder shall bave the righf: to
pursue ajl remedies available to it hereundey, at law or in equity includ‘mg,
without limitation, a decree of specific performance and/ar injunctive reltef.

(iif) I the Corporation fzils to deliver to the Holder such certificate
ar certificates pursuant to Section 5(b)(i) by a Share Delivery Date, and if
afitr sach Share Delivery Date the Holder purchases (in au open markst
wansaction or otherwise) Common Stock to deliver in satisfaction of a sale
by such Holder of the Conversion Shares which the Holder was entitled to
receive upon the conversion relating 1o such Share Delivery Date (2 “Bpy-
In"™), then the Corporation shall pay in cash to the Holder the amoun: by
which (x) the Holder's total purchase price (including brokerage
commissions, if any) for the Common Stock so purchased exceeds (¥} the
product of {1} the aggregate number of shares of Comumon Stock that such
Holder was entitled ta receive from the conversion at issue multiplied by (2)
the price at which the sell order giving rise to such purchase obligation was
execured. For example, if the Holder purchases Common Stock having 2
total purchase price of $11,000 to cover a Buy-In with respect to an
attempted conversion of shares of Preferred Stock with respect ta which the
agpregate sale price giving rise to such purchase obligation is §190,000,
under clause (A} of the .immediately preceding semrence the Corporation
shall be required fo pay the Holder £1,000. The Holder shall provide the
Caorporation written agtice indicating the amounts payable to the Holder In
respect of the Buy-In, together with applicable confinnadons and other
evidence reasonzbly requested by the Corperation. Nothing hezein shail
Iimit a Helder’s right to pursue any other remedies available 1o it hereunder,
at law or in equity including, without limitation, a decree of specific
perfomance and/or injunctive relief with respect to the Corporation's failure
to umely defiver certificates representing shares of Common Stock upon
conversion of the shares of Preferred Stock as required pursvant to the texms
hereof,

{¢) (i) The convarsion price for each share of Prefemred Stock shall equal
36.00 (the “Set Price™), subject 16 adjustment below.

(1) if the Corporation, zt any time while the Preferred Stock is
outstanding: {A) shall pay & stock dividend or ctherwise make a distrbution
or distributions on shares of its Common Stack or any other equity or equity
equivalent securities payable in shares of Common Stock, other than interest
and dividends issued in lieu of cash payments o Laurns Master Fund, Lid.
pursuant to the 6% Secured Convertible Term Note due January 29, 2007
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and the Series A Preferred Stock, provided the terms of such igsuance of
interest or dividends, as the case may be, is not amended after the Original
Issue Date to an effective conversion price less than the then Set Price, (B)
subdivide outstanding shares of Comman Stock into 2 larger pumber of
shares, {C) combine (including by way of reverse stock split) outstanding
shares of Common Stock into 2 smaller number of shares, or (D) issue by
reciassification of shares of the Common Stock any shares of capifal stock
of the Corporation, then the Set Price shall be muldplied by a fraction of
which the numerator shail be the number of shares of Common Stock
Outstanding before such event and of which the denominator shali be the
number of shares of Common Stock Qutstanding after such event. Any
adjustment made pursuant 1o this Section shall become effective
immediately after the record date for the determination of stockholders
entitled to receive such dividend or distribution and shall become effective
immediately after the effective date in the case of a subdivision,
combination or reclassification.

(iif)  if the Corporation, at any time while the Preferred Stock is
cutstanding, shall lssue rights, options or warants to all holders of Commeon
Stock (and not to Haolders) entiting them 2o subscribe for or purchase shares
of Common Stock at a price per share less than the VWAP at the record date
mentioned below, then the Set Price shall be multiplied by a fraction, of
which the denominator shall be the pumber of shares of the Common Stock
Quustanding on the date of issuance of such nghts or warrants plus the
number of additional shares of Common Stock offered for subscription ar
purchase, and of which the numerator shall be the number of shares of the
Common Stock Qutstanding on the date of issuance of such rights or
warrants plus the number of shares which the aggregate offering price of the
total pumber of shares so offered (assuming receipt by the Corporation in
full of all consideration payable upon exsrcise of such rights, options or
warrants) would purchase at such VWAP, Such adjustment shall be made
whenever such rights or warrants are issued, and shall become effective
immediately after the recard date for the determination of stockholders
entitled to receive such rights, options or warranis.

(iv}  if the Corporation or any subsidiary thereof at any time while
any of the Preferred Stock is oufstanding, shall offer, sell, grant any option
or warrant to purchase or offer, sell or grant any right 1o reprice i
securitics, or otherwise dispose of or issue any Comenon Stock or any equity
or equity equivalent secwities (including any equity, debt or other
instrurpent that s a1 any tme over the life theresf convertible inmto or
exchangeable for Common Stock) (collectively, “Common  Swack
Equivajents”) entitling any Person to scquire shares of Common Stock, at an
effective price per share less than the Set Price (2 “Dilutive Issuance™, as
adjusted hereunder (if the holder of the Common Stock or Common Stock
Equivalent so issued shall at any time, whether by operation of purchase
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price adjustments, reset pravisions, floating conversiom, exercise dr
exchange prices or atherwise, or due to warrants, options or rights per sh:_m-:
which are isshed in connection with such issuauce, be entitled to receive
shares of Common Stock at a price per share which is less than the Set
Price, such issuance shall be deemed-to have occurred for less than the Set
Price), then the Set Price shall be reduced to equal the effective conversion,
exchange or purchase price for such Commen Stock or Common Stock
Equivalents (neluding any reset provisiops thereof) at fssue. Such
adjustment shall be made whenever such Common Stack or Common Stock
Equivalents are issued. The Corporation shell notify the Holder in writing,
no larer than the third business day foliowing the issuance of any Common
Swock or Common Stock Eguivalent subject to this section, indicating
therein the applicable isguance price, or of applicable reset price, exchange
price, cenversion price and other pricing 1erms.

v} if the Corporation, at any time while the Preferrad Stock is
outstanding, shall distribute to 2l halders of Common Stock {and not to
Holders) evidences af its indebtedness or assets or rights or warraints to
subscribe for or purchase any secunity other than the Common Stock (which
shall be subject to Section 5(c)(ii), then in each such case the Set Price shall
be adjusted by multiplying the Set Price in effect immediately prior to the
vecord date fixed for determination of stockholders entitled to receive such
distribution by a fraction of which the denominator shall be the VWaAP
detennined as of the record date mentioped above, and of which the
numerator shall be such VIWAP on such record date less the then per share
fair market value at such record date of the portion of such assets or
evidence of indebtedness s distributed applicable to one ourstanding share
of the Common Stock as determined by the Board of Directors in good faith.
In cither case the adjusunents shall be described in 2 statement provided to
the Holders of the portion of assets or evidences of indebiedness so
distributed or such subscription zights applicable 1o pne share of Common
Stack. Such adjustment shall be raade whenever any such distribution is
made z2nd shall become effective immediately after the record date
mentioned above.

{vi)  All calculations under this Section 5{c) shail be made to the
nearest cent or the nearest 1/100th of a share, 25 the ¢ase may be. The
number of shares of Commen Stock sutstanding at any given time shall not
include shares owned or held by or for the account of the Corporation, and
the disposition of any such shares shall be considered an issue or sale of
Commeon Stock. For purpeses of this Section 5{c), the number of shares of
Common Stock deemed to be outstanding (the “ mo ock
Ovtgtanding™) as of a given date shall be the sum of the number of shares of
Common Stock (excluding treasury shares, if any) tssued and outstanding.
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(vil) Notwithstanding apything to the contrary herein, no
adjustment shall be made hereunder in connection with the following (a) the
granting or issuance of shares of Common Stock or options to employees,
officers and directors of the Corporation pursuant to any stock option plan
or tmployee incentive plan or agreement duly adopted or approved by 2
majority of the non-esnployes members of the Board of Directors of the
Corparation or 2 majority of the membexs of 2 committez of non-employes
directars astabiished for such purpose, (b} the conversicn or exercise of any
Preferzed Stock or any other security issued by the Corporation in
connection with the affer and sale of this Corporation's securities pursuant
to the Purchase Agreement, or (¢} the exercise of of copversion of any
convertible securities, optiohs or warrants issued and autstanding on the date
hereof, provided that such securities have not been amended since the date
hereof.

{villy Whenpever the Set Price is adjusted pursuant to this Section
the Corporation shall promptly mail to each Holder, « notice setting forth the
Set Price after such adjustment and setfing forth 2 brief staternent of the
facts requiring such adjustment.

Section 5. Redemption.

(2) Optional Rederaption. Subject to the provisions of this Section 5,
the Corporation may, ar eny tme after the third anniversary of the date of the
Purchase Agreement, deliver a notice to the Holders (an “Qptipnal Redemption
Notice™ and the date sich nofice is deemed delivered hercunder, the “Ogtional
Redemption Notice Dats™) of fts irrevacable election to redeem, all or in part, the
then. outstanding Preferred Stock, for an amount, in cash, equal to the Qptional
Redemption Amount on the 57 Trading Day following the Optional Redemption
Notice Date (such date, the “Optiona]l Redemption Date” and such redemption, the
“Qptional Redenption™). The Optional R=demption Amount is due in full on the
Optional Redemption Date. The Corporation may oniy effect an Optional
Redemption if from the Optional Redemption Notice Date through to the Optional
Redemption Daze, 2il of the Equity Conditions are fulfilled. The Holders may eleet
to convert their shares of Preferred Stock pursuant to Section 3 prior to the Optional
Redemption Date by fax delivery of a Notice of Conversion to the Corporation,

(b}  Redemption Procedwre. The payment of tosh pursuant ¢ an
Optonal Redemption shali be made on the Optional Redemption Date. If any
portion of the cash payment for an Optional Redemption shall not be paid by the
Corporation by the respactive due date, interest shall accrue therson at the rate of
13% per annum (or the maximum rate permitted by zpplicable law, whichever is
less) until the payment of the Optional Redemption Amount, phes all amounts
owing thereon is paid in full. In additor, if any portion of the Optional
Redemption Amount semains uapaid after such date, the Holders subject to such
redemption may elect, by wiitten notice to the Corporation given at any time
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thereafter, to invafidate ab initio such redemption, notwithstanding anything herf:in
contained 1o the contrary. Notwithstanding anything to the contrary in this Section
§, the Corporation’s determination to redeem in cash shall be applied ratably amorg
the Holders based upon the value of the Preferred Stock initfally purchased by each
Holder, adjusted upward ratably in the event all of the shares of Preferved Stock of
any Holder are no longer outstanding.

Section 7. Redemption Ugdn Triggeting Tvents.

(2) Upon the cccurrence of a Triggering Event, each Holder shall (in
addition to all other rights it may have hersunder or under applicable law) hava the
right, exercisable at the sole option of such Hoelder, to require the Corporation to, (i)
with respect to the Triggering Events set forth in Sections 7(b)(iit), {v), {vii}, {ix),
(x)(as 1o voluntary filings onjy) and {xii)), redeem all of the Preferred Stock then
held by such Holder for a redemption price, in cash, equal to the Triggering
Redemption Amount, or, (ii) at the aption of the Holder and with respect 10 the
Tuiggering Events set forth in Sections 7(o)(i), (if), (v), (vi), {vill), (x)(as to
involuntary filings only) and (xi), either (A) redeem all of the Preferred Stack then
held by such Holder far a cedemption price, (n shares of Common Stock, squal o a
number of shares of Common Stock equal to the Triggering Redemption Amount
divided by 75% of the average of the 10 VWAPs immediately prior to the date of
election hereunder or (B} increase the dividend on 2ll of the ourstanding Preferved
Stock held by such Holder to equal 18% per annum thereafter. The Triggering
Redemption Amouat, In cash or in shares, if the Corporation elects clauses (i) or
(:i}(B} above, shall be due and payable or issnable, as the case may be, within 5
Trading Days of the date on which the notice for the payment therefor is provided
by a Holder (the “Triggering Redemption Payment Date™). If the Corporation fails
to pay the Triggering Redemption Amount hereunder in full pursuant to this Section
on the date such amount is due in accordanee with this Section (whether in cash or
shares of Common Stock), the Corporation will pay interest thereon at a rate of 18%
per annum (or such lesser amount permitted by applicable law), accruing daily from
such date unti} the Triggering Redemption Amount, plus all such interest thereon, is
paid in full. For purposes of this Section, a share of Preferred Stock is outstanding
until such date as the Holder shall have received Conversion Shares upon a
conversion (or attempted conversion) thereof that meets the requirements hereof or
has been paid the Triggering Redemption Amount plus all accrued but unpaid
dividends and all acerued but unpaid liquidated damages in cash.

{6} "Iriggering Event” means any one or more of the following events
(Whatever the reason and whether it shall be voluntary or inveoluntary or effected by
operation of Jaw or pursuant 1o any judgment, decree or order of any court, or any
order, rule or reguiation of any administrative or governmental body):

(i} the failure of a Conversion Shares Registretion Statement to be
declared cffecuve by the Commission on or prior to the 180" day afler the
Criginal Issue Date;
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(ii} if, during the Effectiveness Period, the effectiveness of the
Conversion Shares Registration Statement lapses for any reason for more
than an aggregate of 25 calendar days {which need not be consecutive days)
during any 12 month period, or the Holder shall not be permitted to reseil
Registrable Securities under the Conversion Shares Registration Statement
for more than an aggregate of 23 calendar days (which need ot be
consecurive days) during any 12 month period;

(i) the Corporation shall fail to deliver cenificates representing
Conversion Shares issuable upon 2 conversion hereunder that comply with
the provisions hereof prior to the 5™ Trading Day after such shares dre
required 1o be dalivered heseunder, or the Corporation shall provide written
natice to any Holder, including by way of public announcement, at any tme,
of its intention not to comply with requests for conversion of any shares of
Preferred Stock in aceordance with the terms hereof]

(iv) one of the Events (as defined in the Registration Rights
Agreement} described in subsections (), (i1} or (i) of Section 2(c) of the
Registration Rights Agreement shall not have been cured to the satisfaction
of the Holders prior 1o the expirvation of 30 days from the Event Darte (as
defined in the Registration Rights Agreament) relating thereto (other than an
Event resulting from a failore of a Conversion Shares Regisiralion
Sutement o be declated effective by the Commission on or prior to the
180th day after the Original Issue Date, which shall be covered by Seciion
7{u)(iL)y;

{v) the Corporation shall fail for any reason to pay in full the amount
of cash due pursuant t¢ a Buy-In within 5 days after notice therefor is
delivered hereunder or shall fail to pay all amounts owed on account of an
Event within five days of the date due;

(vi) the Corparation shall fail to have available a sufficient number
of authorized and unreserved shares of Common Stock to issue to such
Halder upon a conversion hersunder;

(vii) te Corporation shall fail to observe or perform any other
covenant, agreement or warranty contained in, or otherwise commit any
breach of the Transaction Documents, and such failure or breach shall not, if
subject to the possibility of a cure by the Corporation, have been remedied

within 30 calendar days after the date on which written notice of such failure
or breach shall have been given:

(viil} any breach of the agreements delivered to the initdal Holders at
the Closing pursuant to Section 2.2(a)(vi} of the Purchase Agreement;
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(ix) the Corporation shail redeem more than 2 de minimis number
of Junior Securities;

(x) there shall have occurred 2 Bankruptcy Event;

{xi} the Common Stock shall fail ta be listed or quoted for rr&dipg
on a Principal Market for more than 5 Trading Days, which need not be

consecutive Trading Days; or

{xii) the failure of the Corporation to submit an application to list
the Common Stock on an alternanve Principal Marker within 7 Trading
Days of the occurtence of 2 Triggering Event pursuant to clause (xi) of this
Section 7(b) or the failure of the Corporation to use its best efforts to obtain
such listing after the application is filed with an aliernative Principal
Market,

Section 8. Definitions. For the purposes heveof, the foliowing terms shall have

the following meanings:

“Bapkroptcy Event” means any of the following events: {a) the Corporatien
or any Significant Subsidiary (as such term iz defined in Rule 1.02(s) of Regulation
8-X} thereof comuences a case or other proceeding under any bankruptoy,
regrganization, arrangement, adjustment of debt, relief of debiors, dissolution,
insolvency or liquidation or similar law of any judsdiction relating to the
Corporation or any Significant Subsidiary thereof: (b) there is commenced against
the Corporation or any Significant Substdiary thereof zny such case or proceeding
that is not dismissed within 60 days after commencement; (c) the Corporation or
any Significant Subsidiary thereof is adjudicated insolvent or bankrupt or any order
of relief or other order approving any such cage ot praceeding is entered; (4} the
Corporation or any Significant Subsidiary thereof suffers any appointment of any
custodian or the hke for it or any substantial part of its property that is not
discharged or stayed within 60 days; (e) the Corporation or any Significant
Subsidiary thereof makes a general assignment for the benefit of creditors; (f) the
Corporation or any Significant Subsidiary thereof calls z meeting of its creditars
with 2 view # armanging a composition, adjustment or restructuring of is debts: or
(8) the Corporation or sny Significant Subsidiary thereof, by any act or failure 1o
act, expressly indicates its consemt to, approval of or acquiescence in any of the
foregoing or takes any corporate or other action for the purpose of effecting any of
the foregoing,

“Change of Control Tragsaction" means the accurrence afizr the date hereof
of any of (a) an acquisition afier the date hereof by an individual or legal entity or
“proup” (as described in Rule 13d-5(b)(1) promulgated under the Exchange Act) of
effective contral (whether through legal or beneficial ownership of capital stock of
the Corporation, by conwact or otherwise) of in excess of 33% of the voting
securities of the Corporation, or (b} a replacement al oxe time or within 2 one year
period of mare than one-half of the members of the Corporation’s board of directors
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which is not approved by a majority of those individuals who are members of the
board of directors an the date hereaf (or by those individuals who are serving as
members of the board of directors on any date wheose nomination to the board of
directors was approved by a majority of the members of the beard of directors who
are roembers on the date hereof), or (c) the execunion by the Corporation of an
agreement 1o which the Corporation is a party or by which it is bound, providing
for any of the events st forth above In (&) or (b).

“Closing” means closing of the puschase and sale of the Preferred Stock.
“Commission™ means the Securities and Exchange Commission.

“Common Stock" means the Corparation’s common stock, par value $0.01
per share, and stock of any other ¢lass into which such shares may hereafier have

been rectassified or changed.

“Common _Scqck Dutstanding”™ shall have the meaning set forth in Section
S(e)(vi).

“Conversion Amount™ meang the sum of the Stated Value at issue.
“Copversian Date” shail have the meaning set forth in Section S(L)(T)

“Conversion Shares™ means, coifectively, the chares of Common Stock into
which the shares of Preferred Stock are convertible in accordance with the terms
hereof.

“Conversion Shares Registration Statement™ means z registration statement

that meets the requirements of the Registration Rights Agreement and registers the
resale of all Conversion Shares by the Holder, who shall be named as a “selling
stackitolder” thereunder, all as provided in the Registration Rights Agreement.

“Dividend Pavment Date™ shall have the meaning set forth in Section 2(a).

“Effective Date” means the date that the Conversion Shares Registration
Statement is declared effsctive by the Commission. :

“Equity Conditions™ Unless waived by a Holder as to a particular avent
(which watver shall apply only to such Holder), as of such event date, the following
conditions have been met; (i} the Corporation shall have duly honored all
conversions and redemptions scheduled to oceur or ocowrring prior to such dats, (ii)
there is an effective Conversion Shares Registration Statement pursuant o which
the Holders are permitted o wtilize the prospectus therennder 1o resell all of the
Conversion Shares issued to the Holders and 2} of the Conversion Shares as are
Issuable 1o the Holders upon conversion in full of the Preferred Stock (apd the

Corporation believes, in good faith, that such efféctivemess will comtinue

uninterruped for the foreseeable future), (ili) the Common Stock is listed for
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tracing on the Principal Market (and the Corporation believes, in good feith, that
trading of the Common Stock on the Principal Market will continue uninterrupted
for the foresesable fawre), (iv) 2l liquidated damages and other amounts owing in
respect of the Preferred Stock shall have been paid or will, concurrently with the
issuance of the Conversion Shares, be paid in cash; (v) there is a sufficlent number
of authorized but unjssued and otherwise unreserved shares of Common Stock for
the issuance of all the Conversion Shares as are issuable to the Holder upon
conversion in full of the Preferred Stock; (vi) no Triggering Event has occwred and
is comvinuing; (vii) all of the Conversion Shares issuable to the Holder upon
conversion in full of the Preferred Stock will not viclate the mitations set forth in
Secticns 5(2)(ii} and (iif); and (viil) no public announcement of a pending oz
proposed Fundamenta] Transaction or Change of Control Transaction has cccurred
that h2s not been consumnmmated.

“Exchange Act” means the Securities Exchange Act of 1934, as amended.

“Fupdamental Trapsaction™ means the occurrence afier the date hereof of
any of (2} the Carporation effects any merger or conselidation of the Corporation
with or into another Person, (b) the Corporation effects apy sale of ail or
substantally al] of its asscis in one of a series of related transactions, (¢) any tender
offer or exchange offer (whether by the Corporation or anather Person) is
cornpleted pursuant to which holders of Conumen Stock are perrnitted to tender or
exchange their shares for other securities, cash or property, or (d) the Corporation
effects any reclassification of the Common Stock or any compulsory share
exchange pursuant to which the Common Stock is effectively converted into or
exchanged for other securities, cash or property.

“Holder" shall have the meaning given such term in Saction 1 hereof,

“Junjor Securities” means the Commcn Stock and all other equity or equity
equivalent securities of the Corporation other than those securities that are (a)
outstanding on the Original Issue Date and {4) which are explicitly senior in rights
or liguidation preference to the Preferred Stock :

“Qptional Redempption Amount” shall mean the sum of (i) (2) for any
Optional Redemption Date between the third and fourth agaiversary of the Original
Issue Dawe, 120% of the Stated Value of the Preferred Stock then outstanding, (b)
for any Optional Redemption Date between the fourth and fifth anniversary of the
Orginal Issne Date, 110% of the Stated Value of the Preferred Stock then
outstanding and (¢} for any Optional Redemption Date after the fifth anniversary of
the Original Issue Date, 105% of the Stated Value of the Preferred Stock then
ovrstanding, (i) acerved but unpaid dividends and (iii) ali liquidated damages and
other arnounts due in respect of the Preferred Stock.

. “Optional Redemption Date” shall have the meaning set forth in Section
al.
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“Original Jsspe Date™ shall mean the date of the first issuance of any shares
of the Preferred Swock regardless of the number of transfers of any particular shares
of Preferred Stock and regardless of the number of certificates which may be issued
to evidence such Preferred Stack.

“Person™ means a carporation, an assoclation, 2 pariership, an orgapizaton,
a business, an individual, 2 govemment or political subdivision thereof or a
governmental agency,

“Principal Market” inidally means the NASDAQ Small-Cap Market and
shall also include the American Stock Exchange, the New York Stock Exchange, or
the NASDAQ National Market, whichever is at the time the principal wading
exchange or market for the Common Stock, based upon share volume.

“Purchase Agreement” means the Securities Purchage Agreement, dafed as
of the Original Issue Date, to which the Corporation and the original Holdery are
parties, as amended, madified or supplemented from time to time in accordance
with its terms.

“Begistration Rights Agreement” means the Registration Rights Agrecment,
dated as of the Original Issue Date, 1o which the Corporation and the original

Holders are panies, as amended, modified or supplemented from time to tme in
accordance with its terms. )

“Securities At means the Securities Act of 1933, as amended.
“Set Price” shali have the meaning set forth in Section 5(c)(0).

“Trading Dav™ shaill mean any day during which the Principal Market shall
be open for husiness. ‘

“Iransactiop Documents™ shall mean the Pwchase Agresmenr and all
agreements entered into in connection therewith, including the Registration Rights
Agreement and the Warrants,

“Iriggeriog Event” shall have the meaning set forth in Section 7(b).

“Ixiggering Redemption Amount” for sach share of Preferred Stock means
the sum of (i) the greater of (A) 120% of the Stated Value and (B) the product of (a)
the VWAP cn the Trading Day immediately preceding the date of the Triggering
Event and (b} the Stated Value divided by the then Set Price, (i) all accrued but
unpaid dividends thereon and (i) all liquidated damages and other amounts due in
respect of the Preferved Stock

“VWAP" means, for any date, the price determined by the first of the
Iollowing clauses that applies: (a) if the Common Stock is then listed or quoted on a
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Principal Market, the daily velume weighted average price of the Comumon Stock
for such date {or the nearest preceding date) on the Principal Market on whick the
Common Stock is then listed o quoted as reported by Bloomberg Fipancial L.P.
(based on a trading day from $:30 asm. Eastern Time to 4:02 pm. Eastem Time);
(b} if the Common Stock is 2ot then listed or quoted an a Principal Market and if
prices for the Common Stock are then quoted on the OTC Bulletin Board, the
velume weighted average price of the Cammon Stock for such date {or the nearest
preceding date) on the QTC Bulletin Board; (¢} if the Common Stock is not then
listad or quoted on the OTC Bulletin Board and if prices for the Common Stock are
then reported in the “Pink Sheets™ published by the National Quotation Bureau
Incorporated {or a similar organization or agency succeeding to its functions of
reporting prices), the most recent bid price.per share of the Comman Stack so
reported: or (4} in all other cases, the fair market value of 2 share of Common Stock
as determined by an independent appraiser selected in good fzith by the Purchasers
and reasonably acceptable to the Corporation.

Section 9. Fundamental Transactions and Change of Contro] Transactions, a2

Pupdamental Trensaction occurs, then upon any subsequent conversion of shares of
Preferred Stock, the Holder shall have the right fo receive, for each Conversion Share that
wouid have been issuable upon such conversion absent such Fundamental Transaction. the
sams kind and amount of securities, cash or property as it would have been entitled w0
reczive upon the ocowrence of such Fundamemal Transaction if it had been, immediately
prior to such Fundamental Transaction, the holder of one share of Common Stock (the
“slternate Consideration™). For purposes of any such convession, the determinatian of the

Set Price shall be appropriately adjusted te apply o such Ahernate Consideration based on.

the arnount of Alternate Consideration issusble in respect of one share of Common Stock in.
such Fundamental Transaction, and the Corporation shal} apportion the Set Price among the
Alterpate Consideration in a reasonable manner reflecting the relative value of any
different components of the Altemate Consideration. If holders of Commion Stock are
given any cheice as 1o the secutities, cash or property to be received in a Fundamental
Transaction, then the Holder shall be given the same choice as to the Altermate
Consideration it receives upon any conversion of shares of Preferred Stock following such
Fundamema! Transaction. To the extent necessary to effectuate the foregoing provisions,
any successor to the Corporation or swviving emrity in such Fundamental Transaction shall
issue 10 the Holder new preferred stock consistent with the foregoing provisions and
evidencing the Holder's right to convert such prefeyred stock into Alternate Consideration.
The terms of any agreement pursuant to which a Fundamental Transaction is effected shall
include terrns requiring any such successor or surviving eptify to comply with the
provisions of this Sectjon 9 and insuring that the Preferred Stock {or any such replacement
security) will be similacly adjusted upon any subsequent transacdan analogous to a
Fundamental Transaction or Change of Control Transaction, In the event of a Fundamental
Transactien or a Chanpe of Control Transaction, then at the request of the Holder delivered
before the 90th day afier such Pundamental Transacton, the Corporation {or any such
successor or surviving enmtity) will purchase the Preferred Stock from the Holder for a
purchase price, payable in cash within five Trading Days after such request (or, if later, on
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the effective date of the Pundamental Transaction), equal ta the Triggering Redemption
Amount on such date.

Section 10. Miscellaneons,

(2} If (3) the Corporation shall declare a dividend (or any other distribution)
on the Commen Stock, (i1} the Corporation shall declare a spesial nonyecurring cash
dividend on or a redemprion of the Common Stock, (iii) the Corporation shall
auwthorize the granting to all holders of Commeon Swock rights or warrants to
subscribe for or purchase any shares of capital stock of any class or of any rights,
(iv) the approval of any stockholders of the Corporatian shall be required in
cannsction with any Fundamental Transaction or Change of Control Transaction, or
(v} the Corporation shall authorize the voluntary or involuntary dissclution,
liquidation or winding up of the affairs of the Corporation; then the Corporafion
shal} file a press release or Carrent Repan on Form 8-K to disclose such occurrence
and notify the Holders at their last addresses as they shail appear upon the stock
books of the Corporation, at least 20 calendar days prior 1o the applicable record or
effective date hereinafter specified, a notice stafing (x} the date on which a record is
1o be taken for the purpose of such dividend, distribution, redemption, zights or
warrants, or if a record is not 10 be teken, the date as of which the holders of
Common Stoek of record to be entitled to such dividend, distributions, redemption,
rights or warrants are to be determioed or (y) the date on which any such
Fundamental Transaction or Change of Control Transaction is ¢xpected to become
effective or clase, and the date as of which it is expected that helders of Common
Stack of record shall be entitled to exchange their Common Stock for securities,
cash or other property deliverable upon any such Fundamental Transaction or
Change of Contral Transaction, Holders are enritled o convert the Conversion
Arnount of Preferred Stock duzing the 20-day period commencing the date of such
notice 10 the effective date of the svent triggering such natice.

{b) The Corperation covenams that it will at all times reserve and keep
available owt of its authorized and unissned shares of Commoan Stock solely for the
purpase of issuance vpon conversion of Preferred Stack, sach as herein provided,
free from preemptive rights or any other actual contingent purchase sights of
persans other than the Holders, nat less than such number of shares of Common
Stock as shall be issuable upon the conversion of al} outstanding shares of Preferred
Swock. The Corporation covenants that all shares of Common Stock that shal] be so

issuable shall, upon issue, be duly and validly autharized, issued and folly paid and
nonassessable.

(¢} Upon a conversion hereunder the Corporation shall not be required to
issue szock cenificates representing fractions of shares of Common Stock, but may
if otherwise permitted, make a cash payment in respect of any final fraction of a
share based on the VWAP al such time. If any fraction of a Conversion Share
would, sxcept for the provisions of this Section, be issuable upon a copversion
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hereunder, the Corporation shall pay am amount in cash equai to the VWAP
immediately priar to the applicable conversion multipiied by such fraction.

. (&) The issuance of cerrificates for Common Stock on conversion of
Preferred Stock shall be made without charge to the Holders thereof for any
documentary stamp ar similar taxes that may be payahle in respect of the issue or
delivery of such cenificate, provided that the Cotporation shall not be required to
pay any tax that may be payable in respect of any transfer involved in the tasuance
and delivery of any such certificate upan conversion in a name other than that of the
Holder of such shares of Preferred Stock so converted,

(¢) To effect conversions or redemptions, s the case may be, of shares of
Preferred Stock, 2 Holder shall not be reguired to surrender the certificate(s)
representing such shares of Preferred Stock-to the Coarporation unless all of the
shares of Preferred Stock represented thereby are so copverted, in which case the
Holder shal] deliver the certificate representing such share of Preferred Stock
pramptly following the Conversion Date at issue. Shares of Preferred Stock
converied inte Common Stack or redeemed in accordance with the terms hereof
shall be canceled and may not be reissued.

(f). Any and all notices or other cornmunications or deliveries to be provided
by the Holders of the Preferred Stock hereunder, including, without limitation, any
Conversion Notice, shall be in writing and delivered personally, by facsimile or sent
by a nationally recognized overnight courler service, addressed to the attention of
the Chief Financial Officer of the Corporation addressed to Carol Dore-Falcone Fax
Number: (727) 544-5726 or w such other address or facsimile mumber as shall be
specified {n writing by the Corporation for such purpose. Any and all notices or
other cammunications or deliveries 10 be provided by the Corporation hereunder
shall be in writing and delivered persopally, by facsimile or sent by & mationally
recopnized ovemight cowrier service, addressed to sach Holder at the facsimile
telephone number or address of such Holder appearing on the books of the
Corporation, which address shall initially be the addyess of such Holder set forth on
the signatwre pages of the Purchase Agreement, or such other address as the
Corporation or 2 Holder may designate by ten days advance written notice to the
other parties hereic. Any natice or other communication or deliveries hereunder
shall be deemed given and effective on the earliest of (i) the date of transmission, if
such notice or communication ig delivered via facsimile ar the facsimile telephone
ouraber specified in this Section prior to €30 p.m. (New York City time) {with
confirmation of transmission), (i} the date after the date of transmission, if such
nofice or communication is delivered via facsimile at the facsimile telephone
number specified in tis Section later than 6:30 p.m. (New York City time) on any
date znd eadier than 11:59 pom. (New York Cityr time) on such date (with
confirmation of transrnission), (iii) five days after having been sent by registered or
certified mail, retun receipt requested, postage prepaid, (iv) one day after deposit
with 2 nationally recagnized overnight courier service, specifying next day delivery,
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with written verification of service, or (v) upen actual receipt by the party to whom
such nodce is required to be given.

(g) For purposes hereof, a share of Preferred Stock is outstanding until such
date a5 the Holder shall have received the Conversion Shares or redemption amount
(24 the case may be) issuable or payable to it in accordance with this Certificate of
Designations.
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RESOLVED, FURTHER, that the Chairman, the president ar any vice-president,
and the secretary or any agsistant secretary, of the Corporation be and they hereby are
authorized and directed to prepare and file a Cenificate of Designation of Preferences,
Rjghts and Limirations in accordance with the foregoing resolution ang the provisions of
Florida Jaw.

IN WITNESS WHEREQF, the undersigned have executed this Certificate this 1

. day ofMaxgh 2004, . T

Name: Qe "ol e cale &2 ~
Title: Vo2 {JWW:: CEAEE Pyt gl SPECTH.
i Cofouy Falc

.
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ANNEX A
NOTICE OF CONVERSION |

(Ta be Exccuted by the Registered Holder in order to convert shares of Preferred Stock) -

The undersigeed hereby elects to convert the number of shares of Convertible Preferred
Stock indicated below, into shares of common stock, par value $0.01 per share (the
"Common Stock™), of Innovative Companies, Ilnc, 2 Florida corporation (the
“Corporation'), according to the conditions hetecf, as of the date written below. If shares
are to be issued in the name of 2 person other than undersigned, the undersigned will pay
all wransfer waxes payable with respect therels and is delivering herewith such certificates
and opinjons as reasonably requested by the Corporation in dscordance therewith, No fee
will be charged to the Holder for any conversion, except for such transfer taxes, if any.

Conversion calculations:

Daze 10 Effect Coprversion

Nursber of shares of Preferred Stock owned prior to Conversion

-

Number of shares of Preferred Stock to be Convene&

Stated Vajue of shaves of Preferred Stcc.;:l: ta be Converted

Number of shares of Common Stock to be Issued

Applicable Set Price

Number of shares of Preferred Stock subscqﬁt':nt“to Conversion

[HOLDER]

By:
Name;
Title: -

TOTAL P.24
TOTAL P.24

!
s
L



