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ARTICLES OF AMENDMENT
70 ARTICLES OF INCORPORATION
OF AERO FEARMACEUTICALSE, INC.

{October 11, 2004)

1. The name of the Corporation is Aerc Pharmaceuticals, Inc.
2. Arrticle 1II of the Articles of Incorporatien is hereby
delered in its entirety and the Following replaced in its stead:

“The aggregate number of shares of all classes nf capital
stock that t#he Corporation shall have authority to issus

is 90,000,000 shares, consisting of:

Common Stock - The maximum number of shares of
Common Stock that this Corporation i1s
attthorized to issue is 50,000,000 shares, no
par value per share; and

Class B Common Stoclk ~ The maximum number of

shares of Class B Common Stock that this
Corpoaration is authorized te issue 1ig
10,000,000 shares, par value 5.03 per share.
The Class B Common 5tock shell have the rights
aiésat Zorth in Exhikit “A* attached hereto;
aLn

Preferred Stock ~ The maximum number of shares

of Preferred Stock that this Corporation is
authorired to issue is 30,000,000 shares, no
par value per share. Qf these shares,
10,090,039 shares shall be dasignated as
“Series A Praferred Stock”, and 10,000,000
shares be designated as “Series B Praferred
Stock”, and shall have the rights as set forth
in  Exhibits “B” and *C”, respectively,
attackhed herete.”

3. The foregoing amendments were adopted by written conszent
of all of the members of the BSoard of Dirsctors of the Corporationn
on Octobsr 8, 2004.
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4. The foregoing amendments wers approved by written consent
of a majority of the shareholders of the Corporation eligible to
vote on October 8, 2004, and the number of votes cast 1s sufficlient
fer approval.

IN WITNESS WHEREODF, +the undarsigned has exmcuted these

Articles of Amendment te Articles of Incorporation this 11™ day of

(il 7

Rifhard 1. Alei
Chief Exacutivs Qfficer
and Pirector

Dctober, 2004,

Farareislessndnmandpen Le amandmens , 403
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EXHIBIT A
10,000,000 shares of capital stock shall be allocated as “Class B” Common Stock. Clags B Common
Stack shall have the following nights:
Par Value of $0.03 per share
No dividend mxy be declared on the Class B Common Stock
No voting rghts

May not he transferred except pursuant to the federsl securities laws .

In case of dissclution of the Corporution, Class B Common Stock holders ave subordinate

to all other sharehalders

' Tn the event of (2) a Change of Controf {as hereinafter defined) or {p) &ny of the Company's
seourities {induding the Company's Common Stock) becorues eligitie to be publicly traded
in either (i) the Pick Sheets LLC; or (#) OTC Bulletin Board; (i) the Nasdag SmallCap
Market; (iv) the Nasdag National Market; or (v) any recognized nazioaal sscuritics exchangs,
the Class B Common Stock shal] autamatically convert into Comition Stock op a one-for-
one basis

. At any time afier July 1, 2004, the Company shall have the option o convert all Class B

Common Stock issued and cutstapding into Common Stock on & one-for-one basis

. F & & »

For purposes of this section, Change of Control is defined as:

Q) The closing of & reorganization, merger, consolidation or other form of corporate
transaction ar series of transactions, in each case, with respect to which persons who were the
shareholders of the Comipany immediately prior ta such reorganization, merger or conselidation or
other transaction do not, immediately thereafier, own more than 50% of the combined voting
entitled to vote generally in the election of directory of the reorganized, merged or consalidared
vompany’s then outstanding voting securities, in substantially the same proportions as their
awnership immedistely prior to such reorganization, merger, consolidation or other transaction;

. [ the scquisition (other than from the Corupany) by any persan, entity or “group”,
within the meaning of Seetion 13(d)(3) or 14(d)(2) of the Sccurities Exchange Act, 6f more than
50% of either the then outstanding shares of the Company’s Common Stock or the combined voting
power of the Company’s then outstanding voting securities ensitled 10 vote generally in the election
of directors (bersinafter referred to as the owmership of 2 “Controlling Interest”) exchuding, for this
purpose, any acquisitions by (A) the Company or its Subsidiares, (B) any persen, entity or “group”
;hzt ay at‘:s; i;t: of :fl:.ia é&mmn:;mengtx owns beneficial ownership {within ths meaning of Rule 13d-3

romlgal er the Securilies Exchange Act) of a i
benefic plan of the Company o7 its Subsidiaries. ) Controllig Iaterost or (C) aoy eaployee



OCT-12-c2Bp4 11:E8 CT CORPORATION

EXHIBIT B

AERO PHARMACEUTICALS, INC.
Serics A Preferred Stock, No Par Value

¢ f Right Prefers

The preferences, Limitations, voting powery and relative rights granted to and imposed oo the
Series A Preferred Stock (the “Series A Preferred”™) of Aero Pharmaceuticals, Inc, (the "Corporation™),
which series shall consist of 10,000,000 shares, are as set forth below. The following preferences,
limitations, voting powers axd relative rights of the Series A Preferred are subject to designation by the
Board of Directors of the Corporation {the “Board™) and of any subsequent series of Preferved Stock, 23
defined in the Articles of Incorporation as amended (the “Articles™), pursuant to authority granted by the
Articles, and to the terms agy such subsequent series of Preferred Stock.

1 Designation And Amount.

The shares of such series shail be dasignated a3 “Serles A Preferred Stock™ and the axthorized
uraber of such shares shall be 10,000,000,

2. Dividend Rights.

The holders of Series A Preferred Stock shall be entitled to dividends only if, when and to the
extent declared by the board of directors on the Series A Preferred Stock.

3. Voting Rights,

(a)  General Rights. Extept us provided in Section 3(b), the holders of shares of the
Series A Preferred shall not be entitled 1o vote,

. {t}  Separate VoteofSeriex A Preferrcd. Forso long as shares of Series A Preferred
remain outstanding, in addition to any other vota or consent required by law, the vote ot written consent
of the holders of at least 80% of the outstanding Series A Preferred shalt be necessary for effecting or
validating the following actions;

@ Any amendmen?, alteration or repeal of any provision of the Articles or
the Bylaws of the Corporation (Including any filing of a Certificate of Designation), that alters
or changes the powers, preferences or other rights, privileges, or restrictions of the Series A
Preferred,

(1) A changeto the rumber of authorized shares of Series A Preferred Stock.
4. Liguidation Rights.

(&)  Upon any liquidation, dissohution or winding up of the Corporation, whether

voll.;!ntary or involuntary (a “Liquidation Event”), before any distribution or payment shall be made to
the holders of sny Coramon Stock, the holders of Sorics A Preferced, subject to the tights of holdera of

_~lo
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any other series of Preferced Stock that have rizhts equal to or superior to the right of holders of Series
A Preferced with respect to the distribution of assets upon a Liquidation Event, shall be entitled ta be
paid cut of the assets of the Corporation iegally available for distribution, or the consideration received
in such transaction, an amount per share of Series A Preferred equal to the original issue price of the
Shares (as adjusted for any stock dividends, combinations, aplits, recapitalizations and the like with
respect to quch shares after the filing date hereof) for each share of Series A Preferred held by them If
upon any Liquidation Bvent, the assets of the Corperation {or the consideration received in such
transaction) shall bz insufficient to make payment in full to il holders of Series A Preferred of the
liquidation preference set forth in this Section 4(a), then such assets {or consideration) shall be
distributed among the holders of Series A Preferred at the tims outstanding, ratably in proportion to the
full amounts to which they would otherwiss be respectively entitled.

' (o)  Subjectiotherights of the holders of shares of any other series of Preferred Stock
then outstanding thal have rdghts ranking equal to or superior to the rights of holders of the Series A
Preferred with respect to distcibution of assets upon a Liquidation Event, after the payment of the full
Jiquidation preference of the Series A Preferred as set forth in Section 4(a) above, and any other seties
of Preferred Stock with rights ragking equal to the Series A Preferrad with respect to distribution of
assets upon a Liquidation Event have been paid in full their respective liquidation preferences, the assets
of the Corparation legally available for distribution in such Liquidation Event (or the consideration
received in such transaction), if any, shall be distribured ratably to the bolders of the Commoan Stock and
Series A Praferred op an as-converted to Common Stock basis.

()  The “orginal issue price” of the Scries A Preferred shall bz $2.00. No shates
of Scties A Preferred shall b jssued for a price of less than $2,00.

5, Automatic Canversion.

(a)  Inthe event of 2 Change in Conrol, the holders of the Series A Preferred shall
be sutorastically converted into a fully puid and non-asssssable share of Commion Stock on e gne-to-one
basis

{¢)  For the purposes of this Section 5 “Change in Control” shall mean:

G} the acquisition (other than from the Compsny) by apy person, entity or
“graup”, withia the meaning of Section 13(d)(3) or 18({d)(2) of the Securities Exchange
Act, of more than 50% of sither the then outstanding shares of the Company's Common
Stotk or the comblned voting power of the Company's then outstanding voting securities
entitied {0 vote generally in the election of directors (hercinafter referred to gs the
ownership of a “Controlling Intcrest”) excluding, for this purpose, any scquisitions by
{A) the Company or its Subsidiaries, (B) any person, entity ar “group™ that 13 of the date
of this Amendrocat owns beneficial ownetship (within the meaning of Rule 13d-3
promulgated under the Secuririey Exchange Act) of a Controlling Interest or (C) any
employes bestefit plan of the Company or ita Subsidiaries.

Qi) closing of 3 reorganization, merger, consolidstion or other farm of corporare
transaction or series of sransactlons, in each cass, with respect to which persons who
were the shareholders of the Company immediately prior to sach reorganization, merger
or consolidation or other transaction do not, immediately thereafter, own more than 50%

—Z -
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of the combined voting power entitled to vote generally in the election of directors of the
reorganized, merged or consolidated company's then outstanding voling securitiss, in
subgtantially the same proportions as their ownership immediately prior to such
reorganization, merger, consolidation or other wansaction.

(t)  Theholdersofthe Series A Preferred shall be automatizally converted into afully
paid and non-assesssble share of Cammon Stock 0n & one-to~one basis immediately on such date that
any of the Company’s securities (including the Corupeny’s Common Stock) becomes eligible to be
publicly traded in either (i) the Pink Sheets LLC; or on the (i) OTC Bulletin Board, (i) The Nasdaq
SmallCap Market; (iv) The Nasdaq National Market; or (v) any recognized naticual securities exchange .

6. Optional Converzion Rights.

The holders of the Series A Praferred and the Company shall have the following rights
with respect to the conversion of the Series A Preferred into shares of Common Stock (the “Conversion
Rights"):

(a)  Holder’s Option to Convert. Subject to and in compliance with the provisions
of this Sectian 6, any shares of Sexies A Preferred may, at the option of the holder, be cugverted 2t any
time into filly puid and nonassassable sharex of Commion Stock, Each share of Series A Preferred shall
be entitled to be converted into one share {25 adjusted pursuant to Section §) of Common Stock. ‘

{(b) Company’s Option to Convert. Atanytime beginning November 20, 2004, the
Company shall have the option o convert all Series A Preferred outstauding into Common Stoek, [fthe
Company elects to make this conversion, each share of Series A Preferred shall be sutomatically
sonverted without finther action on the part of the holder as of the date of the board resolurion ioto one
shace (as adiusted pursuant ta Section 8) of fully peid and non-assessable Commozn Stock, 23 adjusted
pursuant to Section 8,

7. Muechanics of Conversions

() Optional conversions. Each holder of Series A Preferred who desives to cogvert
the sams into shares of Common Stock pursuant to Section 6(z) shall surreader the certificate or
certificates therefor, duly endorsed, at the office of the Corparation or any transfer agent for the Series
A Preferred, and shall give written notice to the Corporation at such office that such holder elects to
convert the same. Such notice shal] state the number of shares of Series A Preferred being converted,
Thucufun, the Corporation shall pramptly issue and deliver at such office to such holdar a certificate
or certificates fay the mumber of shaves of Common Stock to which such holder is entitled and shail
promptly pay (i) in cash or, to the extent sufficient fands are not then legally available therefor, in

on Stack (at the Common Stock’s fait macket value detevmined by the Board as of the date of
Such conversion), any declared and unpaid dividends on the shares of Series A Preferrad being converted
and (i) in cagh (at the Common Stock’s fair market value determined by the Board a5 of the date of such
conversion) ths value of any fractiona! share of Common Stock ctherwise issuable 1o any holder of
Serics A Preferred. Such conversion shall be deemed to have been msde at the close of business on the
date of such Surrerfder of the certificatss representing the shaves of Saries A Preferred to be converted,
and the person entitled to receive the shares of Common Stoek fssuable tpon such conversion ahafl be
treated for all purposes as the record holder of such shares of Commor, Stock on, such date.

- F
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()  Automatic conversions, In any automatic conversion, the cutstanding shares of
Serics A Preferred shall be converted automatically without agy forther action by the holders of sgch
shares and whether or not the certificates representing such shares are surrendered to the Corporation
or ifs transfer agent; provided, however, that the Corporation shall not be obligated to issue ce:’t:ﬁct.tas
evidencing the shares of Comman Stock issuable upon such conversion unless the certificates cvidencing
such shares of Series A Preferved are ither defivered to the Corporation oy its transfer agent as provided
below, or the holder notifies the Corporation or its transfer agent that such, sertificates have hu.n Jost,
stolen or destroyed and executes an agreement satisfactory to the Corporation to indemnify the
Corporation from zny loss incurred by it in connection with such certificates, Upon the occurrence of
such qutomatic conversion of the Series A Preferred, the holders of Serics A Preferred shall susrender
the certificates representing such shares at the office of the Corpotation or sny transfer agent for the
Series A Preferred. Thercupon, there shall be issued and delivered to such holder promptly at such office
and in ita name as shown on such surrendered gertificate or certificates,  certificats or certificates for
the number of shazes of Cammon Stack into which the shares of Series A Preferred surrendered were
convertible on the date on which such sutomatic conversion occurred.

&, Adivstments.

(&) Adjustment for Stock Splits, Stock Dividends, Stock Distributions and
Combinations. If at any time or from time to time after the date that the first share of Series A Preferred
is issued the Corporation effecta a subdivision (through split, dividend ot other distribution) of the
sutstanding Common Stock without a corresponding subdivision of the Saries A Preferred, the Series
A Preferred conversion rata (which is 1:1 &s of the date of this amendment) in effect immediataly before
that subdivision shall ba proportionately adjusted, Conversely, if at any time or from time to time after
© originzl issuance the Corporation combines the outstanding shares of Common Stoek into a smaller
number of shares without a corresponding combination of'the Series A Preferted, the Series A Preferred
conversion rata in effect immediatsly before the combimation shell be proportionately adjusted. Axy
adjugtenent under this Section Bia) shall become effective at the close of business on the date the
subdivision or conbination hecomes effective,

(t)  Adjusement for Reclassification, Exchange and Substitution. If at sny tirme
or from time ta time after original {ssuance, the Common Stock issuable upen the conversion of the
Sefies A Preferred is changed into the same or 3 different number of shares of any class or classes of
stock, whether by recapitalization, reclassification or otherwise (other than a Change of Control as
defined in Section 3 or 3 subdivision or combination of shares or stock dividend or a reorganization,
merger, consalidation or sale of assers provided for elsewhere in this Sectlon 8), in any such event each
holder of Series A Preferred shall then have the right to convers such stock into the kind and amount of
stock and other secuxities and property recsivable upon such recapitalization, reclagsification or other
change by holders of the maximum rumber of shares of Common Stock into which such shares of Serjes
A Preferred ccru}é have been converted immediately prior to such recapitalization, reclassification or
change, all subject to further adjustment ag provided herein or with respect to such other securities or
property by the terms thereof,

- (¢} Rearganizations, Mergers or Consolidations. If at any time or from fime 1o
time after the Original Isyug Date, there is u capia] reorganization of the Commion Stock or the merger
ar conselidation of the Corporation with or into another corporation or another entity or person {other
than & Change of Control a3 defined in Section 5 or 2 recapitglization, subdivisien, combination,

"4—
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reclassification, cxchange or substitution of shares provided for elsewhers in this Seclion §), as a pant
of such capita] reorganization, provision shall be made so that the holdery of the Series A Preferred shall
thereafter he entitled to receive the wraber of shares of stock or other securities or property of the
Corporation to whish a holder of the nuraber of shares of Comman Stock deliverable upen conversion
of the Series A Preferred would have been entitled on such capital rearganization, subject to adjustment
in respect of such stock or securities by the terms thereof . In any such cage, appropriate adjustment shail
be mads in the application of the provisions of this Sectign 8 with respect to the rights of the holders of
Serias A Preferred after the capital reorganization to the end that the provisions of this Sgction §
(including adjustment of the Series A Freferred conversion rate then in effect and the number of ghares
{sruable upon conversion of the Series A Preferved) shall be applicable after that evest and be as nearly

equivalent 28 practicable.

{d}  Fractional Shares. No frectional sharcs of Common Stock shafl be jayued upon
conversion of Series A Preferred, All sharey of Common Stock (including fractions therecd) issuable
upon conversion of more than one shate of Series A Preferred by 2 holder thereof shall be aggregated
for purpases of determining whether the conversion would result in the issuance of any fractional share.
If, after the aforementioned aggregation, the conversion would result in the igsusnce of any fractional
share, the Corporation shall, in lieu of lssuing any fractional share, pay cash equal 1o the product of such
fraction multiplied by the Common Stock’s fair market value (as determined by the Board) on the date
of conversion,

(¢)  Reservation of Stock Insuable Upon Conversion. The Corporation shalt st ali

. times reserve and keep zvailable out of its suthorized but unissued shares of Commmon Stock, salaly for
the purpose of effecting the conversion of the shares of the Series A Preferred, such number of its shares
of Commuon Stock as shall fom time to time be sufficient to effect the conversion of all outstanding
shares of the Sexies A Prefarred. If at any time the number of authorized but unissued shares of
Common Stock shall not be sufficient to effect the conversion of 21! then outstanding sheres ofthe Series
A Preferred, the Corporation will take such corporste action s muy, in the opinion of its counsel, he
necessary to increase its authorized but unissued shares of Common Stock to guch number of gharer ag
shall be sufficient for such purpose.

' ) Natices. Any notice required by the provisions of this Section 8 shall be in
wiziting and shall be deemed effectively given: (1) upon personat delivery to the party 1o be notified, ()
whez sent by confitmed electronic mail or fecyimile if sent during normal business hours of the
reciptent; if not, then on the next business day, (jif) five days after having been sent by registered or
certified mail, return receipt requested, postage prepaid, or (iv) one day after deposit with r nationally
recognized overright courier, specifying uext day delivery, with verification of receipt, All notices shall
gfa ;flodrrzgsed to each holder of record at the address of such halder appeating on the bocks of the

ation,
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EXHIBIT C

AERC PHARMACEUTICALS, INC.
Series B Preferred Stock, No Par Value

Staterent of Rights and Preferencas

The prefersnces, limitations, voting powers and relative rights granted to and imposed on the
Saties B Preferred Stock (the “Series B Preferred™) of Asro Pharmaceuticals, Inc. (the “Corporation”),
which. seriex shall consist of 10,000,000 shares, are as set forth below. The following prefersnces,
limitations, votimg powess and relative tights of the Series B Preferred are subject to designation by the
Board of Directors of the Corporation (the “Board™), and of eny subscquent ssdes of Preferred Stock,
as defined in the Articles of Incorporation as amended (the “Articles™), pursuant to authority granted by
the Articles, and to the terms of the Series A Preferred Stock sny such subsequent series of Preferred

Stock,
I Designation And Amount.

The shares of such series shall be designated as “Series B Preferred Stock™ and the authorized
nuriber of such shares shall be 10,000,000,

2. Dividend Rights.

The holders of Series B Preferred Stock shall be entitled to dividends only if, when and to the
extent declared by the board of direttors on the Series B Preferced Stock.

3. Voting Rights.

(#)  Generai Rights. Except as provided jo Section 3(b), the holders of shares ofthe
Series B Preferred shall not be entitlsd to vote.

) (5)  SeparateVoteofSeries B Preferred. Forso long as shares of Series B Preferced
remain sutstanding, inaddition to any other vote or consent requirad by law, the vote or written consent
of the holders of at least 80% of the vutstanding Series B Preferced shall be necessary for effecting or
validating the following actions:

O  Any ymendmmt, alteration ar repesl of any provision of the Articles or
the Bylaws of the Corparation (including any filing of a Certificate of Dasignation), that alters

;.:; mes the powers, preferences or other tights, privileges, or restrictions of the Series B
referred;

(8) A change to the number of authorized shares of Series B Preferred Siock.
4, Liquidation Rights.

(a)  Upon any liquidation, dissolution or windin f i
. L any houl g up of the Corporation, whether
valuntary or inveluntary (x “Liquidation Event”), befors any distribution or payment shall be mads 1o

-



OCT-12-2004 11:10 CT CORFPORATION P.11

the holders of any Common Stoek, the holders of Series B Preferred, subject to the righta of holders of
Series A Prefarred Stock and sy other sexies of Preferred Stock that have rights squal to of suptrior to
the fght of holders of Series B Praferred with respect to the distribution of assets upon ¥ Liquidation
Event, ahal] be entitled to ba paid out of the assets of the Corporation legally available for distribution,
ar the consideration received in such transaction, au armount per share of Series B Preferred equal to the
cripinal issue price of the Shares (2 adjusted for any stock dividends, combinations, splits,
recapitalizations and the Jike with zespect to such shares after the fling date hereof) for oach share of
Sericy B Proferred held by them. If, upon aay Liquidation Event, the assets of the Corporation (or the
considerstion received in such transaction) shall be insufficient to make payment in foll to all holders
of Seriex A Fraferred of the liquidation preference set forth in this Section 4(g), thep such assets {or
consideration) shall be diytributed amang the holders of Sexies B Preferred &t the time outstanding,
atably in proportion to the full amoutits to which they would atherwise be respectively entitled,

(b)  Suobject to the rights of the holders of shates of Series A Prefarred Stack and sny
other saries of Preferred Stock then outstanding that have rights ranking equal to or superior to the rights
ofbolders of the Series B Preferred with ragpect to distribution of assets upon a Liquidation Event, after
the payment of the full Bquidation preferenice of the Serios B Preferred as sef forth in Section 4(a) above,
and any ather serics of Preferred Stock with rights ranking equal to the Series B Preferred with respect
to distribution of assets upon a Liquidation Event have been paid in foll their respective Equidation
preferences, the assets of the Corporation legally available for distribution in such Liguidation Evert {or
the consideration received in mch transaction), if any, shall be distributed ratably to the holders of the
Corsmon Stock, Series A Preferred Stock and Serier B Preferved Stock onan 13-canverted to Comman

Stock basis.
(¢}  The “original issue price” of the Series B Prefarred shall be $2.00.

5. Avtrpraatie Conversion,

(s) I the event of a Change in Control, the holders ofthe Seriss B Preferred shall be
;utgmaﬁsaﬂy converted into & fully paid and noz-asgessable share of Copumon Stock on 2 ooe-to-one
asis,

()  For the purposes of this Section 5 “Change in Control”” shall mesn

. "(:) tha acquisiﬁcz_x {other than from the Company) by any pesson, entity or
group”, within the meaning of Section 13(d)(3) or 14(d)(2) of the Sccurities Exchange
Act, of more than 50% of ejther the then cutstanding shares of the Company’s Commen
Stock orthe combined voting power of the Corapany's then outstanding voting tecuritivs
entitled to vote genenally in the clection of directors (hereinafier referred to as the
ownership of 2 “Coutrolling Interesi”) exchuding, for this purpose, any acquisitions hy
(A) tI?e Company or jts Subsidiaries, (B) any persor, entity or “group” thar a8 of the date
of this Amesdment owns beneficinl ownership (within the meaning of Rule 13d-3
promulgated under the Securites Exchange Act) of o Conirolling Interest or (C) any
mp{ayuf benefit plan of the Compeay or ity Subsidiaries.
() clasing of & recrganization, merget, consolidation or other form of corporate
fransaction or seties of transaotions, in esch case, with respect to which persons who

-5
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were the shareholders of the Company immediately prior to such resrganization, metger
or consalidation or other transaction do not, immediately thereafter, own more than 50%
of the combined voting power entitled to vote generally in the election of directors of the
reorganized, merged or consolidated company’s then outstanding veting securitias, in
substeutislly the same proportions as their ownership immediately prior to such
reorganization, merges, consolidatien or other transaction

{¢)  Theholders ofthe Series B Preferred shall be autgroatically converted into a fully
paid and non-assessable share of Common Stock on a one-to-one basis immediately on such date that
any of the Company’s securities (including the Company’s Common Stock) becomst_thgsbtr. fo be
publicly traded in either (i) the Pink Sheets LLC; or on the (i) OTC Bulletin Board; (iii) The Nasdaq
SrallCap Market, (iv) The Nasdag National Market; or (v) anty recognized national securities exchange.

¢. Ogptional Conversion Rights,

The holders of the Series B Preferred and the Company shall have the following tights
with respect to the conversion of the Series B Preferred into shaves of Common Stock (the “Conversion

Rights™):

(8)  Holder's Optisn to Convert, Subject to and it compliance with the provisions
of this Section 6, any shares of Series B Prefezred may, at the option of the holder, be converted at eny
time into fully paid and nonassessable shares of Common Stock. Bach share of Seres B Preferred shall
be entitled to be converted into one share (as adjusted pursuant to Section 8) of Common Stock,

(6) Company’s Option to Convert. At any time beginning October 31, 2005, the
Comyprany shall have the option to convert all Series B Preferred outstanding into Comman Stock. Ifthe
Compeny elects to make this conversion, sach share of Sedex B Preferred shall be avtomatically
converted without further action on the part of the holder as of the date of the board resolution into one
share (a3 adjusted pursuant to Section 8} of fully paid aad non-assessable Common Stock, az adjusted
pursuant to Section 8.

7. Mechanics of Canversions

{a) Optional conversiont. Each holder of Series B Preferred who desires to convert
the same into shures of Common Stock pursuant to Section 6{a) shall surendey the certificate or
cerlificatey therefor, duly endorsed, at the office of the Corporation or any transier agent for the Series
B Preferred, and shall give written notice to the Corporation at such office that such holder elects to
convert the same. Such notice shall sate the number of shares of Series B Preferred being converted,
Thereupon, the Corporstion shall promptly issue and deliver at such office to such helder a certificate
or certificates for the mumber of shares of Common Stock to which such holder is entitled and shall
promptly pay () in cash or, to the extent sufficient funds are not then legally available therefor, in
Common Stoek (at the Common Stock's fair market velue determined by the Board as of the date of
such conversion), any declered and unpaid dividends on the shares of Series B Preferred being converted
and {{i) in cash (at the Commen Stock’s fair market value determined by the Bourd as of the date of such
conversion) the value of any fractional share of Common Stock atherwise issuable to any holder of
Series B Preferred. Such conversion shall be desmed to have been mede at the cloge of business on the
date of such surrender of the certificates representing the shares of Series B Preferred to be converted,
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and the person atiled to receive the sheres of Common Stock issushle upos such conversion shall be
treated for il purposes as the record holder of such shates of Common Stock on such date.

()  Automatic conversions. Inany rutomatic conversion, the outstanding shares of
Series B Preferred shalf be canverted automatically without any further action by the holders of such
shares und whether or niot the certificates representing such shares are surrendered to the Corporation
or its transfer agant, provided, however, that the Corporation shall not be obligated to issue certificates
evidencing the shares pf Common Stock issuable apon such conversion unless the cortificates evidencing
such shares of Series B Preferred ae either deltverad to the Corparation or its trausfer agent as provided
below, or the holder notifies the Corporation of its transfer zgent that auch certificates have becn lost,
stolen or destroyed and exetutes an agreement satisfactory to the Corporation to indemnify the
Corporation from any Joss incurred by it in connection with such centificatcs. Upon the occurrence of
such gutomatic conversion of the Series B Preferred, the holders of Serjes B Preferred shall surrender
tha certificates representing such shares at the office of the Corporation or any transfer agent for the
Series B Preferred, Theretipon, there shall be issued and defivared to such halder promptly at such office
and in its name 85 shown on such surrendered cortificate or certificates, & certificate o7 centificates for
the number of sharss of Cominon Stock inte which the shares of Series B Preferred surrendered were
convertible on the date on which such antomatic conversion occurred.

8 Adjustments,

(@) Adjustment for Stock Splits, Stock Dividends, Stock Distributions and
Combinations. Ifat any ime or from time to time after the date that the first share of Series B Preferred
is issued the Corporation effects 2 subdivision (through split, dividend or other distribution) of the
outetanding Common Stock without a corresponding subdivision of the Series B Preferred, the Series
B Preferred conversion rate (which is 1:] as ofthe date of this sxacndment) in effect immediataly before
that subdivision shall be proportionately adfusted. Converssly, if at any time or from time to time after
original istuance the Corporation combines the outstanding shares of Common Stock jnto a smailer
mambes of shares without a corresponding combination of the Series B Preferved, the Series B Preferred
conversion rate in effect immediately before the combination shall be propotiionately adjusted. Any
adiustment under this Sectign Br8) shall become effective gt tha close of business on the date the
sbdivision or combination betomes effective.

o (&) Adjustment for Reclassification, Exchange and Substitution. If 2t any time
or from time to time after original issuance, the Common Stock issuable upon the conversion of the
Series B Preferred is changed into the same or a different number of shares of any class or clasxes of
stock, ﬁherhcf_by recapitalization, reclassification or otherwise (sther than s Change of Control as
defined in m_& or 2 subdivision or combination of shares or stock dividend or a reorganization,
merger, ceng:hdaﬁon or sale of asyets provided for elsewhere in this Section 8}, in any such event sach
tiolder of Serigs B Prﬁf'fzred shall then have the right to convert such stock into the kind and amour of
stock and other securities and prapecty receivable upon such recapitalization, reclassification or ather
change by holdera of the maximum anmber of shares of Commmon Stock into whick such shares of Serles
?}‘Prefexgrﬁé s:;u]d have been converted imm.ediz}tely prior to such recapitalization, reclacsification or
pmlsgzy by thﬁiirt; ﬁﬁgﬁa&pﬂm&nﬁ as provided herein or with respect to such other sscurities or

(c)  Reorganizations, Mergers or Consolidationy, Ifat any time or fiom tHme 10

—f—



OCT-12-2884 11312 CT CORPORATION | P.14

time efter the Original Issue Date, there Is 2 capital reorgenization of the Common Stock or the merger

or consolidatian of the Corporation with or into another zorporation er another enfity or person {other
than & Change of Control as defined in Section § or 3 recapitalization, aubdivision, combination,

reclassification, sxchange or substitution of shaves provided for elsewhers in this Secton 8), a3 a pan
ofsuch capital reorganization, provision shall be made 50 that the holders of the Series B Preferred shall

thereafter be entitled to receive the number of shares of stock or other securities or property of the
Corporation to which 2 holder of the number of shares of Common Stock deliversble upon conversion
ofthe Seties B Preferred would have been entitled an suck capitsl reorganization, subject to adjustment
inrespect of such stock or securities by the terms thercof . Tnany such case, appropriate adjustment shall
be made in the application of the provisions of this Section 8 with respect to the righty of the holders of
Series B Proferred sfter the capital recrganization to the end that the provisions of this Secliop 3
(including adjustment of the Series B Preferred sonversion rata then in effect and the pumber of zhares
issuable upon conversion of the Series B Preferred) shall be applicable after that event and be as nearly

cquivalent as practicable.

) Fractional Sharss, No fractional sheres of Common Stock shall be issned upon
conversion of Series B Preferred. All sharey of Common Stack (including finctions thereof) issuable
upon conversion of more than one share of Serjes B Preferred by 2 holder thereaf shall be aggregated
for purposes of derarminiug whether the corversion would result m the issuance of any fractional share.
1€, after the aforementioned aggregation, the conversion would result in the issuance of any fractional
share, the Corporation shall, in liey of issuing any fractional share, pay cash squal to the product of such
fr;aﬁcn multiplied by the Common Stock’s fair market value (as determined by the Board} on the date
Of CONVeIsion ‘ '

) {e)  Reservation of Stock Issuable Upon Conversion. The Corporation shalf at all
timas reserve and keep available out of its authorized but unissued shares of Common Stock, solely for
the purpose of sffecting the conversion of the shares of the Scries B Preferred, such number ofits shares
of Common Sto‘ck us shall from time to time be suificicnt 1o effect the conversion of all outstanding
shares of the Series B Preferred. Ifatanytims the tiumber of avtherized but unissued shares of Common
Stack shall not be suffiaient to effect the comversion of alf then outstanding shares of the Scries B
Preferred, the Corporation will take such corporate action as way, in the opinion of its counsel, be
necessary 10 increass its suthorized bur unissued shares of Common Stock to xuch mamber of ghares as
shall be sufficient for such purposs.

. £3] Notices. Any notice required by the provisions of this Section B shall be in
writing and shall be decmed affectively given: (i) upon personal delivery to the perly to be notified, (i)
when sent by confirmed electronic mail or facsimile if sent during normal business hours of the
recipient; if-nut. then on }he next business day, (ifi} five days sfter having been sent by registered or
sertified mai, feturn receipt requested, postage prepaid, or (jv) one day after deposit with a nationally
;?:ﬁ:-m gvermgfrt coutier, specifying next day delivery, with verification of receipt. All potices shall
b r:;;; . to each holder of record at the address of such holder appearing on the books of the
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