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FLORIDA DEPARTMENT OF STATE
DPrvision of Corporations

January 3, 2006

NEW DRAGON RSIA CORP.
36/F, NEWS BUILDING
2 BHEN NAN ZHONG ROLD
SHENZHEN, XX PRCXX

SUBJECT: NEW DRAGON ASIA CORP.
REF: PSS000025047

We received your electronlcally transmitted document. However, the :
document has not been filed. Please makae the following corrections and
refax the complete document, including the electronic filing cover sheet,

You will need to complete the last page of this document and an officer
will need to sing it before your filling can be completed by this office.

Please return'ybur document, along with a copy of this letter, within 60
days or your filing will ke considered abandoned. : )

If you have any guestions concerning tha £iling of your document, pleage
call (B50) 245-6903.

Cheryl Coulllette . ' FAX Aud. #: BHO5000295443
Document Specialisgt "+ . Letter Number: 606A000000R47 -

P.Q BOX 6327 - Tailshassee, Flonida 32314
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NEW DRAGON ASIA CORP. ,scf:: v _ T
p’; ’:.:‘r. p =
CERTIFICATE OF DESIGNATION OF PREFERENCES, » 2 &
RIGHTS AND LIMITATIONS = o
~ OF = =
| SERIES B 7% CONVERTIBLE PREFERRED STOCK o™ 1
PURSUANT TO SECTION 607 OF THE o
FLORIDA BUSINESS CORPORATION ACT

The undersignsd, Peter Mak, docs hereby certify that:
1. He is the Chief Financial Officer of New Dragon Asia Corp,, a Florida corporation

(thc “Corporation”).
2. The Corporation is authorized to issue 5,000,000 shmes of preferred stock, none of

* which have been issued. .
3 The followmg resolutions were duly adopted by the Board of Dn‘ectm‘s

WHEREAS, the Articles of Incorporation of the Corporation provides for a ciass of its
authorized stock known as preferred stock, comprised of 5,000,000 shares, 3. 0001 par value,

issuable from time to time in one ¢f more serics;
WH.EREAS the Board of Direciors of the Corporation approved this amendment to the
Corporation’s Atticles of Incorporation on December 2, 2005, consent of the shareholders of the

Corporat:on was not requxred
" WHEREAS, the Bo::n'd of Directors of the Corporation is authorized to fix the dividend
rights, dividend rate, voiing righis, conversion rights, rights and terms of redemption and
liquidation preferences of any wholly unissued serics of preferred stock and the number of shares

constituting any Series and the designation thereof, of any of them; and
WHEREAS, it is the desire of the Board of Directors of the Cogporation, pursuant to iis
authority as aforesaid, to fix the rights, preferences, regirictions and other matters relating to a

series of the preferred stock, which shall consist of], except as otherwise set forih in the Purchase
Agreement, up to 9,500 shares of the preferred stock which the corporation has the autherity to

issue, as fol’lcws:
NOW, THEREFORE, BE IT RESOLVED, that the Board of Dircctors does hereby provide
for the issnance of a series of preferred stock for cash or exchange of other securities, rights or

(05000295443 3)))
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property and does hereby fix and detcrmms the rights, prcfarences restrictions and other matters
rala.hng to such series of preferred stock as foﬂows

TERMS OF PREFERRED STOCK

Section 1. Definitions. Capitalized terms used and not otherwise defined
herein that are defined in the Purchase Agreement shall have the meanings given such terms in
the Purchase Agreement. For the purposes hereof, the following terms shall have the foIIowmg

mcamngs

“,éﬂmmm@gn” shall have the meaning set forth in Section 7(e).

_m;pjﬂ_Ezm means aay of the foﬂomng eveats: (a) the Ccrporat:on or
any Significant Subsidiary (as such term is defined in Rule 1.02(s) of Regulation §-X)

thereof commences a case or other procecding under any bankrupicy, reorganization,
arrangement, adjustment of debt, relief of debtors, dissolution, insolvency or liquidation
or similar law of any Jurisdiction relating to the Corporation or any Significant Subsidiary
thercof; (b} there is commenced agaivst the Corporation or any Significant Subsidiary
thereof any such case or proceeding that is not dismissed within 60 days afer
commencement; (¢) the Corporation or any Significant Subsidiary thereof is adjudicated
insolvent or bankrupt or any order of relief or other order approving any such case or
proceeding is entered; {d) the Corporation or any Significant Subsidiary thereof suffers
any appointment of any custodian or the like for it or any substantial part of ils property
that is not discharged or stayed within 50 days; (e) the Corporation or any Significant
Subsidiary thereof makes a general assignmenti for the benefit of creditors; (f) ihe
Corporation or any Significant Subsidiary thereof calls a meeting of iis creditors with 2
view to arranging & composition, adjustment or restructuring of its debts; or (g) the
‘Corporation or any Significani Subsidiary thereof, by any act or failure (o act, expressly
indicates its consent 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,

‘Base Conversion Prhce™ shalI have the meaning set forth in Section 7{b).

‘Buy-In” shall have the meaning set forth in Section 6{e)(iii).

“Chan * means the oceurrence after the dale hereof of

~eny of () an acqmmuon after the date hersof by an individual or legal entity or “group™
(as described in Rule 13d-5(b)(1) promulgated nnder the Exchange Act) of effective
contro] {whether throungh legal or beneficial ownership of capital stock of the
Corporation, by confract or otherwise) of in excess of 33% of the voting securities of the
Corporation, or (i} the Corporation merges into or consolidates with any other Person, or
eny Person merges into or consolidates with the Corporation and, after giving effect to
sach transaction, the siockholders of the Corporation immedistely prior to such
transaction own less than 66% of the aggregate voting powsr of the Corporation or the
successor entity of such transaction, or (iif) the Corporation s¢lls or travnsfers its assets, ag

2 -
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an entirety or substantially as an entirety, to another Person and the stockholders of the
Corporation ixrtmediabely pricr to such ansaction own less than 66% of the aggregate
voting power of the acquiring entity inunediately after the transaction, (iv) a replacement
at one time or within a one year period of more than one-half of the members of the
Corporation’s board of directors which is not approved by a majority of those individuals
who are members of the board of directors on the date hereof (or by those individnals
who are serving as members of the board of directors on any date whose nomination to
the board of directors was approved by a majority of the members of the board of
directors who are members on the date hereof}, or (V) the execution by the Corporation of
an agreement to which the Corporation is a party or by which it is bound, providing for

any of the events set forth above in (i) or Gv). i .

“Closing Date” means the Trading Day when all of the Transaction Documents
have been execuied and delivered by the applicable parties thereto, and all conditions
precedent to (i) the Folders™ obligations to pay the Subscription Amount and (i) the
Corporation’s obligations to deliver the Securities have been satisfied or waived.

“Commission™ means the Ssonrities and Exchange Commission.

___mmSm_Smgk” means the Corporation’s Class A Common Stock, par value
$0.0001 per share, and stock of any other class of securities into which such securities

may hereafter have been xeclassified or changed into.
> means any securities of the Corporation or the

o

Subsidiaries which would entitle the holder thereof to acquire at any time Common

Stock, inclnding without limitation, any debt, preferred stock, rights, options, warrants or
other instrument that is at any time convertible info or exchangeable for, or othervise

entitles the holder thereof to receive, Common Stock

*Conversion Amoun}” means the swn of the Stated Value af issus.
“Conversion Date™ shall have the mean:mg set forth in Seciion 6(a).

“Copversion Price™ shall have the meé.ning set forth in Section 6(b).

“Co i ” means, .coilcctiveiy, the shares of Common Stock into which
the shares of Preferred Stock are convertible in accordance with the fexms hereof

B ersi j e(ient” means a registration statement that
meets the reqmrcments of the Regxs‘t:ratmn Rights Agreemi mnd registers the resale of
all Conversion Shares by the Holder, who shall be named as a “sclling stockholder™
thersunder, ail as provided in the Registration Rights Apreement.

“Dilutive Igsuance” shall have the meaning set forth in Section 7(b).

i 3
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“Dilutive lsﬁumgc Notice” shall have the meaning set forth in Section 7(b).

“Dividend Pavment Dgg Ehaﬂ have the meaning set forth in Section 3(=).
“Dividend Share Amnount” shall have the meaning set forth in Section 3(a)

;fEﬁ'ectivg Dats” means the date that the Conversion Shares ngistraﬁon
Statement is declared effective by the Commaission. .

“Equity Conditions™ shall mean, during the period in question, (1) the Corporation
shall have duly henored all conversions scheduled to oceur or occurring by virtue of one
or mere Notices of Conversion of the Holder, if any, (i} all liguidated damages and other
amounty owing to the Holder in respect of the Preferred Stock shall Have been paid; (i)
there is an effective Conversion Shares Registration Statement porsuant to which the
Holder is permitted to utilize the prospectus thexeunder to resell all of the shares issuable
pursuant {o the Trensaction Documents {and the Corporation believes, in good faith, that
such effectiveness will coniinue uninterrupted for the foreseeable future), (iv) the
Common Stock is frading on the Trading Market and all of the shares issuable pursuant to
the Transaction Documents are listed for trading on s Trading Market (and the
Corporation believes, in good faith, that trading of the Common Stock on 2 Trading
Markst will continue uninterrupted for the foreseezbie fiiure), (v) there is a sufficient
mumber of authorized but unissued and otherwise unreserved shares of Commeon Stock
for the fssuance of all of the shares issnable pursuant to the Trensaction Documents, (vi}
thexe is then existing no Triggering Event or event which, with the passage of time or the
giving of notice, would constitute a Triggering Event, (vii) the issuance of the shares in -
guestion (or, in the case of a redemption, the shares issusble upon conversion in full of
the redemption amount) to the Holder would not violate the limitation sef forth in Section
6(c) and (viil) no public announcement of a pending or proposed Fundamental
Transactiont, Change of Control Transacnon or acquisition trausaction has occurred that

hag nol been consummated.

“Exchange Act™ mcans the Securities Excimngc Act of 1934, a5 amended, and the
- rules and regulations promulgated thereunder. ’ )

“Bxempt Isspance™ means the issnance of (a) shares of Cdmmon Stock or eptions

o employees, officers or directors of the Corporation pursuant to any stock or option plan
duly adopted by a majority of the non-employee members of the Board of Directors of
the Corporafion or a majarity of the members of a conmmiltee of noh-employee directors
established for such purpose, {b) securities upon the exercise of or conversion of any

. securities issued herennder, convertible securities, options or warranis issued and
ouistanding on the date of the Purchase Agreement, provided that such securities have not
been amended since the date of the Purchase Agreement to increase the nomber of such

. sgcurities or to-decrease the exercise or conversion price of any such securities, and (¢)
securiiies issned pursuant to acquisitions or sirategic transactions, provided any such
issuance shall only be to a Parson which is, itself or throngh its subsidiaries, an operating

4
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company in a business synergistic with the business of the Corporation and in which the
Corporation recgives benefits in addition to the iInvestment of funds, but shall net include
a transaction in which the Corporation is issuing seonrities primarily for the purpose of
raising capital or fo an entity whose primary business is investing in securities. :

“Five Year Redemption™ shall have the meaning set forth in Section B(a).
“Five Year Redetption Dafe’” shall have the meaning sei forth in Section 8(a).
“Five Year Redemption Amount” shall mean the sum of () 100% of the

aggregate Stated Value then ontstanding, (if) accrued but unpaid dividends and (iii) all
Liquidated damages and other amounts due in respect of the Preferred Stock

“Forged Conversign Notipe” shall bave the meaning set forth in Section 8(d).
“Forged Conversion Notice Date™ shall have the meaning set forth in Section

“Fundamental Trapsaction” shall have the meaning set forth in Section 7(e).
“Holder™ shall have the meaning given such term in Section 2.

8(d).

' “Junior Secnyities” means the Common Stock and all other equity or cquity
equivalent secunttcs of the Corporation ofher than those securities that are (a) outstandmg
on the Original Issue Daie and (b) whick are. cxpllmﬂy gemior or parl passu in rights or

liquidation preferénce to the Preferred Stock.
“Liagnidation” shali have the meaning given such tcxmAin Section 5.
“MNew York Coprts” shall have the meaning given such fexm in Section 10{d).
“Natice of Copversion” shall have the meéning given such termn in Section 6(z).

“Origigal Issue Date” shall mean the date of the first issuance of any shares of the
Preferred Stock regardless of the number of transfers of any particular shares of Preferred
Stock’ and regandless of the mumber of cerfificates which may be lssucd to evidence such

Preferred Stock.

" *“Person” means a corporation, an association, a parmmp; an orpamization, a
* business, an individual, a government or political subdivision thereof or a govemmental

agency.

“Purchase Agreement” means the Securities Purchase Agreement, dated as of the
Original Issue Date, to which the Corporation and ths original Holders are parties, as
amended, modified or supplemented fom time to timie in accordance with its terms.

5
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“Quarterly Conversion Price” shall have the meaning set forth in Section' 8(b)
“Quarterly Redemption™ shall mean the redemption of the Preferred Stock

pursusant to Section 8(b) hersof

“Ouarterly Redemmption Ameunt” shall mean, as to each share of Preferred Stock,

$76.93.

** Red i ' means each Jaomary 1, April 1, July 1 and October
I, comumencing on January I, 2008 and ending upon the full redemnption of the Preferred

hereof.

Stock

“M&dﬂg@g&ﬁgﬂ” shall have the mesning set forth in Section 3(b)
hereof.
Qmm«xmummm shall bave the meaning set forth in

Section 8(b} hcrcof
“Regl i i A " means the Registraion Rights Agreement,
dated as of the date of the Purchase Agreement, to which the Corporafion and the ongmaI

- Holder are parties, as amended, mod;ﬁod or supplemented from time to time in

accordancc with its terms.

Smm means the Securities Act of 1933, &s amcndcd and the rules and

regulations promulgated thereunder.

“Share Delivery Date” shall have the meamng given such term in Section 6(e).

“Stated -y_’alue” shall have the meaning given sech term in Section 2.

* iptio " shall mean, as to each Purchaser, the amount to be paid
for the Profirred Stock purchased pursnant to the Parchase Agreement as specified helow
such Purchaser’s name on the signature page of the Purchase Agrce:ment and next to the
heading “Subscription Amount”, in United States Dollars and in :mmedlatcly available

funds.
“Subgidiary” shall have the meaning given to such term in the Purchase
Agreement. . : .
“Threshold Period” shall have the meaning set forth in Section 8{d).

“Trading Day” means a day on which the Commuon Siock is traded on & Trading -

Market.

4
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“Tradine_Market™ mesans the following markets or exchanges on which the
Common Stock is Hsted or quoted for trading om the date i question; the Nasdag
SmallCap Market, the American Stock Exchange, the New York Stock Exchange, or the

Nasdaq Nationai Market.

“Tramsaction Documents” shall have the meaning set forth in the Purchase
Agreement,
“Triggering Event” shall have the meaning set forth in Section 9(a).
i ? for each share of Preferred Siock means the

“Irjggering Redemotion Amoumt
sum of (i) the greater of (A) 130% of the Stated Valug and (B) the product of {(a) the

VWAP on the Trading Day immediately preceding the date of the Triggering Event and

{®) the Stated Value divided by the then Conversion Price, (if) all accrued but unpaid

- dividends thereon and (iii) all liguidated damagcs and other amounts due in respect of the

Preferred Stock.

“I&ggmgw shall have the meaning set forth in

Sectmn 9(b).

“VWAP' mems, for any date, ihe price determined by the frst of ihe following
clauses that applies: (2) if the Conmnon Stock is then listed or quoted on 2 Trading
Market, the daily volume weighted aversge price of the Common Stock for such date (or
the nearest preceding date) on the Trading Market on which the Common Stock is ten
listed or quoted as reporied by Bloomberg Financial L.P. (based on a Trading Day from
9:30 a.m. Eastern Time to 4:02 p.m. Bastern Timc); (b} if the Commor Stock is not then
listed or quoted on a Trading Market and if prices for the Common Stock are then guoted
om the OTC Bulletin Board, the volume weighted average price of the Common Stock fer
such date (or the nearest preceding date) on the OTC Bulletin Board; (¢) if the Common
Stock is not then listed or guoted on the OTC Bulletin Board and if prces for the
Common Stock are then reported in the “Pink Sheeis™ published by the Pink Sheets, LLC
{or a similar organization or agency succeeding to-its fimctions of reporting prices}, the

‘most recent bid price per share of the Commeon Stock so reporied; or (4} in all other |

cages, the fair market value of & share of Common Siock as determined by 2n
independent appraiser selected in good faith by the Purchasers and reasonably acceptablc

o the Corporation.
Section 2. DEWMEE The series of preferred stock

ghall bhe designate@ as its Series B 7% Convertible Preferred Stock (the “Preferred

Stock™ and the number of shares so designated shall be np to 10,000 (which shall not be

subject to increase without the consent of all of the holders of the Preferred Stock (each, a

“Holder” and collectively, the “Holderg™™). Bach share of Preferred Stock shall have a par
valie of $,0001 per share and a stated value eqgual to §1,000 {thc “Stated Value™).
Cap1tahz-=d terms not otherwise defined hemm shall have the meaning given such fermms

in Section 1 her=of

(((H05000295443 3)))
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Section 3. jvids . .

a)  Dividends in Cash or jn Kind Holders shall be entitled to receive and the

Corporation shall pay, cumulative dividends at the rate per share (as a percentage of the
Stated Value per share) of 7% per annum (subject to increase pursuant to Section 9(b)),
payable quarterly on January I, April 1, July 1 and Qctober 1, beginning with the frst
such date after the Original Issue Date and om any Quarterly Redemption Date, and any
Conversjon Date (except that, if such date is not a Trading Day, the payment date shall be

the next succeeding Trading Day) (*Dividend Pavment Date™ in cash or shares of

Common Stock as set forth in this Section 3(a), or a combination thereof (the amomnt to
be paid in share of Common Stock, the “]_)j_v;:j_egd_ﬂh&q_m;”) The form of
dividend payments to each Holder shall be made in the following order: (i) if finds are
legally available for the payment of dividends anad the Equity Conditions have not been
met during the 10 Trading Days immediately prior to the applicable Dividend Payment
Date, in cash only, (i} if funds are legally available for the payment of dividends, the
Equity Cenditions have been met during the 10 Trading Pays immediately prior to the
applicable Dividend Payment Date and Shareholder Approval has been obtained and
deemed effective, at the sole election of the Corporation, in cash or shares of Common
Stock which shall be valued solely for such purpose at 95% of the average of the 20
VWAPs immediately prior to the Dividend Payrnent Date; (iif) if funds are not legally
available for the payment of dividends, the Equity Conditions have been met during the
190 Trading Days immediately prior to the applicable Dividend Payment Date and
Shareholder Approval has been obtaified and deemed effective, in shares of Common
Stock which shall be valued at 95% of the average of the 20 VWAPs immediately prior
1o the Dividend Payrnent Date; (iv) if fands are not legally available for the payment of
dividends, the Equity Conditions relating to registration have been waived by such '
Holder and Shareholder Approval has been obtained and deemed effective, 2s to such
Holder only, in unregistered shares of Common Stock which shall be valued at 95% of
the average of the 20 VWAPs immediately prior to the Dividend Payment Date; and (v)
if finds are not legally available for the payment of dividends and the Equity Conditions
have not been met during the 10 Trading Days immediately prior to the applicable
Dividend Payment Date, then, at the election of sizch Holder, such dividends shall acerue
to the next Dividend Payment Daie or shall be accreted to the outstanding Stated Value.
The Hojiders shall have the same rights and remedies with respect to the delivery of any
such shares as if such shares were being issued pursuant fo Section 6. On the Closmg
Date the Corporation shall have potified the Holders whether or not it may Jawfully pay
cash dividends. The Corporation shall prommptly notify the Holders at any time the
Corporation shall become able or unable, as the case may be, to lawfully pay cash
dividends. If at any time the Corporation has the right fo pay dividends in cash or
Commmon Stock, the Corporation must provide the Holder with at least 20 Trading Days’
notice of its elsction to pay a regularly scheduled dividend in Commen Stock. Dividends
on the Preferred Stock shall be calculated on the basis of a 360-day year, shall accrue
daily commencing on the Original Issue Date, and shall be deemed to accrue from such
date whether or not sarned ar declared and whether or not there are profits, surplus or

8
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other funds of the Cotporation legally available for the payment of dividends. Except as
otherwise provided herein, if at any time the Corporation pays dividends partially in cash
and partially in shares, then such payment shall be distributed ratably among the Holders
based upon the number of shares of Preferred Stock held by cach Holder. Any
dividends, whether paid ini cash or shares, that are not paid within three Trading Days

" following a Dividend Payment Date shall continue to accrue and shall entail a late fee,
which must be paid in cash, at the rate of 18% per amnum-or the lesser rate permitted by
applicable law {such fees to accrue daily, from the Dividend Payment Prate through and
including the date of payment). At any time the Corporation delivers a nofice to the
Holders of its election to pay the dividends in shares of Commmon Siock, the Corporation
shall file a prospectus supplement pursuant io Rule 424 disclosing such election.

) So long as amy Preferred Stock shall remain outstanding, neither the
Corporation nor amy Subsidiary thereof shall redeem, purchase or otherwise acquire
directly or indirectly any Jumjor Securities. So long as any Preferred Stock shell remain
outstanding, neither the Corporation nor any Subsidiary thereof shall directly or indirectly

. pay or declare any dividend or make amy distribution (other than a dividend or.
distribution described in Section 6 or dividends due and paid in the ordinary course on
preferred stock of the Corporation at such times when the Corporation is in compliance -
with its payment and other obligations heretmder) upon, nor shafl any distribution be
made in respect of, any Junior Securities sp long as any dividends due on the Preferred
Stock remain unpaid, nor shall any monies be set aside for or applied to the purchase or
redemption (through a sivking fund or othetwige} of any Jjunior Sccu.nties oz shares pari

passu with the Preferred S[ock

~ c) The Corporation acknowlcdgcs and agrees that the capital of the
Cozporation (as such term is used in Section 607 of the Florida Business Cozporation
Act) in respect of the Preferred Stock and any fiutmre issuances of the Corporation’s
capital stock shall be equal to the aggregate par vajue 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 capilal of the Corporation with respect to 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 Section 607 of
the Florida Business Corporaﬁon Act without the prior wrif:tan consent of each Holder.

Section 4. Yoting Rights. Excepf as otherwise provided herein and as
otherwwe required by law, the Preferred Stock shail have no voting rights. Yowever, so long as

any shares of Preferred Stock are cutstanding, the Corporation shall not, without the affirmative

vote of the Holders of the shares of the Preferred Stock then cutstanding, (2) alter or change
adversely the powers, preferences or rights given to the Preferred Stock or alter or amend this
Clertificate of Designation, (b) authorize or creste any class of stock ranking as to dividends,
rederpption or distribution of assets upon a Liquidation (as defined in Section 5} senior to or

‘otherwise part passu with the Preferred Stock, {¢) amend its certificate of incorporation or other

charter documents so as to affect adversely any rights of the Holders, (d) increase the authorized

((F105000295443 3)))
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number of shares of Preferred Stock, or (&) enter into any agreement with resPect to the
fnrcgomg .

Sectiop 5. Liquidation. Upon any iiquidation, dissolution or winding-up of
the Corporaﬁon, whether voluptary or involuntary (a “Liquidation™), the Holders shall be entitied
to receive out of the assets of the Corporation, whether such assets are capital or swplus, for each
share of Preferred Stock an amount equal to the Stated Value per share plus any accrued and
unpaid dividends thereon and any other fees or liquidated damages owing thereon before any
distribution or payment shall be made to the holders of any Junior Securities, and if the assets of
the Corporation shall be insufficient to pay in full such amounts, then the entire assets to be
distributed to the Holders shall be distributed among the Holders ratably in accordance with the
respective amounts that would be payable on such shares if ail amounts payable thereon were
paid in full. A Fundamental Transaction or Change of Control Transaction shall not be treated as
a Liquidation. The Corporation shall mail written notice of any such Liquidation, not less than 45
days prior to the payment date stated therein, to each record Holder.
Secion®.  Codversion.
2y . Copversions ai Qpiion of Holder. Each share of Preferred Stock shall be
convertible info.that number of shares of Common Stock {subject to the limitations set
forth in Section 6(c)) determined by dividing the Stated Value of such share of Preferred
Stock by the Conversion Price, at the option of the Holder, at any time and from time to
time from and afler the Original Issue Date. Holders shall effect conversions by providing
the Corporation with the form of conversion notice attached hereto as Apnex A (a
“Notice of Copversion™. Bach Notice of Conversion shall specify the mumber of shares
of Preferred Stock to be converted, the number of shares of Preferred Stock owned prior
to the copversion at issue, the number of shares of Preferred Stock owned subsequent to
the conversion at issue and the date on which such conversion is to be effected, which
date may not be prior to the date the Holder delivers such Notice of Conversion to the
Cotporation by facsimile (the *‘Conyvergion Date™. If ng Conversion Date is specified in a |
Notice of Copversion, the Conversion Dafe shall be the date that such Notice .of
Conversion to the Corporation is deemed delivered hereunder. The caloulations apd
- eniries set forth in the Notice of Conversion shall control in the absence of manifest or
. mathematical error. To effect conversions, as the case may be, of shares of Preferred
Stock, a Holder shall oot be required to sumrender the certificate(s) represemiing such
shares of Preferred Stock to the Corporanon unless all of the shares of Preferred Stock
represented thereby are so converted, in which cese the Holder shall deliver the certificate
representing such share of Prefemred Stock promptly following the Conversion Date at
issue. " Shares of Preferred Stock converted imfto Common- Stock or redeemed in
accordance with the terms hereof shall be canceled and may not be reissued.

. 'b) - Ceoversion Price. The conversion price for the Preferred Stock shal
equal $1.60 {the “Conversion Piics”), subject to adjustment herefn.
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<) Bencficial Qwnership Limnitation. 'The Corporation shall niot effect any.

conversion of the Preferred Stock, and a Holder shall not have the right to convert any
portion of the Preferred Stock to the extent that after giving effect to such conversion,
such Holder (together with such Holder’s affiliates, and any other person or entily acting
a8 a group together with such Holder or any of such Holder’s affiliates), as set forth on
the applicable Notice of Conversion, would beneficially own in excess of the Benefi cial
Ownership Limitation (as defined below). For purposes of the foregoing sentence, the
number of shares of Common Stock beneficially owned by such Holder and its affiliates
shall include the number of shares of Common Stock issuable upon conversion of the
Preferred Stock with respect to which the determination of such sentence is being made,

but shall exclude the number of shares of Common Stock which would be issuable upon
(A) conversion of the remaining, nonconverted Stated Value of Preferred Stock
beneficidlly owned by such Holder or any of its affiliates and (B) exercise or conversion
of ithe tnexercised or norconverted portion of any other securities of the Corporation
(including the Warrants) subject to a limitalion on conversion or exercise analogous to
the limitation contained herein beneficially owned by such Holder of any of its affiliates.

Except as set forth in the preceding sentence, for purposes of this Section 6(c), beneficial
ownership shall be calculaled in accordance with Section 13(d) of the Exchange Act and
the rules and regulations promulgated therennder, To the extent that the limitation
contained in this Section 6(c} applics, the determination of whether the Preferred Stock is
convertible (in relation to other securities owned by such Holder together with any
affiliates) and of which shares of Preferred Stock is convertible shall be in the sole
discretion of such Holder, and the sabmission of a Notice of Conversion shall be deemed

" to be such Holder’s determiration of whether the shares of Preferred Stock may be

converted (in relation to other securities owned by such Holder) and which shares of the
Preferred Stock is converiible, in each case subject to such aggrepate percentage
lirnitations. To ensure compliance with this restriction, each Holder will be deemed io
represent to the Corporation each time it delivers a Notice of Conversion that such Notice
of Conversionr has not violated the restrictions set forth in this paragraph and the
Corporation shall have no obligation to verify or confirm the accuracy of such
determination. In addition, a determiination as to any group status as contemplated above
shall be detcrmined in accordance with Section 13(d) of the Exchange Act and the rules -
and regulations promulgated thereunder. For purposes of this Section 6(c), in
determining the number of ouistanding shares of Cornmon Stock, a Flolder 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 or Form 10-K, as the case may
be, (B) 2 more recent public announcement by the Corporation or (C) eny other notice by
the Corporation or the Carporation’s transfer agent seiting forth the pumber of shares of
Common " Stock ocufstanding. Upon the written or oral request of a Holder, the
Corporation shall within two Trading Days confirm orally and in writiog to such 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 Corporation, including the Preferred Stock, by
such Holder or its affiliates since the date as of which svch number of cutstanding shares
of Comunon Stock was reported. The “Beneficial Ownership Limitation™ shall be 4.99%
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of the number of shares of the Common Stock outstanding immediately after giving

effect to the issuance of shares of Common Stock Issuable upon conversion of Preferred
Stock held by the Holder. The Beneficial Ownership Limitation provisions of this
Section 6(c) may be waived by such Holder, at the election of snch Holder, upon ot less
than 61 days’ pror notice to the Corporation to change the Beneficial Cwnership
Limitation to 9.99% of the oumber of shares of the Common Siock ontstanding
immediately after giving effect to the issuance of shares of Common Stock upon
conversion of Preferred Stock held by the Holder, and the provisions of this Section &(c)
shall continue {0 apply. Uporn such a change by a Holder of the Beneficial Ownership
Limitation from such 4.99% limitation fto such 9.99% limifation, the Beneficial

-The provisiops of this
paragraph shall be implemented in 2 manner otherwiss than in strict conformity with the
terms of this Section 6(c) to cormrect this paragraph (or any portion hereof) which may be
defective or inconsistent with the intended Beneficial Ownership Limitstion herein
contained or to make chaunges or supplements necessary or desirable to properly give

- effect to such limitation. The limitations contained in this paragraph shall apply to a

successor holder of Preferred Stock.

d) Limitation on Number of Shares Issuable. If the Conversion Price on the

date of the Purchase Agreement is less than the cloging bld price of the Common Stock
on the Trading Market on the Trading Day immediately prior to the Closing Date, then,
prior to the 20" day following the mailing by the Corporation to its shareholders of a2
Definitive Information Statement on Schedule 14C relating to Shareholder Approval, the
Corporation may nof issue upon conversion of the Prefemrcd Stock, a2 number of shares of
Common Stock, which, when, aggregated with any shares of Common Stock issued prior
to such Conversion Date (A) upen conversion of or as payment of dividends on the
Preferred Stock and (B) upon exercise of those certain warrants issued pursuant to that
certain Purchase Agréement, would exceed 19,99%9% of the mmnber of shares of Comumon
Stock outstanding on the Trading Day imomediately preceding the Original Issne Dafte
(calculated as 9,456,118 as.of the Cleosing Daig) (the “Maximwen Aggregate Share
Amount’™). Each Holder shall be entitled to a portion of the Maximum Aggregate Share
Amonnt equal to the quotient obtained by dividing (x} such the number of shares of
Preferred Stock initizlly purchased by such Holder by () the aggregate number of shares
purchased by zll Holders, Such portions shall be adjusted upward ratably in the event all
of the shares of Preferred Stock of any Holder are no longer outstanding. If at any time
the number of shares of Common Stock which couid, notwithstanding the limitation set
forth herein, be issuable and sold to ell Holders during the following 12 mohths
(assuming all dividends are paid in shares of Common Stock during such period of
determination based upon the VWAP at the time of any such determination) equals or
exceeds the Maximum Aggregate Share Amount, then the Corporation shall, subject to
any requirements in the Purchase Agreement to act sooner, obtain the Shareholder
Approval applicable to such issuance 23 soon a3 is possible, but in any event not later
than the 75th day afier the date in which the Corporafion determines {or is notified by any
Holder) that the Maximum Aggregaie Share Amount could be excecded and shall
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continue to seek to obta:m Sharsholder Appmval every 75 days until such Shareholder
_Approval is obtained.

e} Meghanics of Copversion

i Delivery of Certificate Upon Copversion. Not later than thres
Trading Days after each Conversion Date (the “Share Delivery Date™), the
Corporation shall deliver or ¢ause to be delivered to the Holder (A) z certificate

or certificates which, after the Effcctive Date, shall be free of restrictive legends
and trading resirictions (other than those required by the Purchase Agreement)

Tepresenting the mumber of shares of Cormmon Stock being zequired upcn the

conversion of shares of Preferred Stock, and (13} a bank check in the amount of
accrued and unpaid dividends (if the Corporation has elested or is required to pay
accrued dividends in cash). After the Effective Daie, the Corporation shall, upon
request of the Yloider, deiiver any certificate or certificates required to be
delivered by the Corporation' under this Section electronically through the
Depository Trust Corporation or another estsblished clearing corporation

performing similar functions. If in the case of any MNotice of Conversion such
certificate or certificates arz not delivered 1o or zs dircoted by the applicable
Holder by the third Trading Day after the Conversion Date, the Holder shall be
entitled to elect by written notive to the Corporation at any Hime o or before its
receipt of such certificaie or certificates thereaficr, to rescind such conversion, in

" which event the Corporation shall immediately refum the certificates representing

the shares of Preferred Stock tendered for conversion.

ii. ‘Obligation _Absolute: Parfial Liquidated Domages.  The

Corporation’s obiigations to issue and deliver the Conversion Shares upon
comversion of Preferred Stock in accordance with the terms hereof are absolute
and unconditional, irrespective of any action or inaction by the Holder to exforce
the same, any waiver or conscnt with respect to any provision hereof, the recovery
of any judgment against any Person or any action to enforce the same; or any
scioff, counterclaim, recoupment, limitation or terminaiion, or any breach or
alleged breach by the Holder or mmy other Person of any obligation to the
Corporation or any violation or alleged violation of law by the Holder or any
cther person, and irrespective of any othar circumstance which raight otherwise
Iimit such obligation of the Coiporation to the Holder in conngction with the
issuance of such Conversion Shares. In the event a Holder shall elcct to convert
any or all of the Stated Value of its Preferred Stock, the Corporation may pot
refuse conversion based on any claim that such Holder or any one associated or
affiliated with the Holder of has been engaged in any violation of law, agreement
ar for any other reason, unless, an injunction from & colrt, on notice, restraining.
and or enjoining conversion of all or part of this Preferred Stock shall have been
sought and obtained and the Corporation posts a surety bond for the benefit of the
Holder in the amount of 150% of the Stated Value of Preferred Stock outstending,
which is subject to the injunction, which bond shall remain in effzct until the
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completion of axbitration/litigation of the dispute and the proceeds of which shall
be payable to such Holder to the extent if obtams judgment. In the absence of an
injunction precluding the same, the Corporation shall issne Conversion Shares or,
if applicable, cash, upon a properly noticed conversion. If the Corporation fails to
deliver {o the Holder such certificate or cexiificates pursuant to Section 6(e)(1)
within two Trading Days of the Share Delivery Date applicable fo such
conversion, the Corporation shall pay to such Holder, in cash, as liguidated
damages and not as a penzlty, for each $5,000 of Siated Value of Preferred Stock
being converied, $50 per Trading Day (increasing to 3100 per Trading Day after 3
Trading Days and increasing to $200 per Trading Day 6 Trading Days after such
damnages begin fo acerue) for each Trading Day after the Share Delivery Date
until such certificatey are delivered. Nothing herein shall limit a Holder’s right to
pursue actual damages for the Corporation’s failire to deliver certificates
representing shares of Common Stock upon conversion within the period
specified herein’ and such Holder shall have the right to pursue all remedies
available to it hereunder, at law or in equity including, without limitation, a decree

of specific pefformance and/or irjunctive relief,

it i ilg v cate;
ngg&gm ¥ the Corporation feuls to deliver to the Holder such certificate

or certificates pursuant to Section 6(e}(d) by a Share Delivery Diite, and if after
such Share Delivery Diate the Holder purchases (in an open market transaction or
otherwise) Commeoen 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 to such Share Delivery Daie (a2 “Buy-In™y, then the
Corporation shall pay in cash to the Holder the amount by which (x) the Holder's
total prrchase price (including brokerage commissions, if any} for the Common
Stock so purchased exceeds (y) the product of (1) the aggregate nwunber of shares
of Common Stock that such Holder was entitled to receive from the conversion at
issue multiplied by (2) the price at which the sell order giving rise to such

purchase obligation was exscuted. For example, if the Holder purchases Common

Stock having = total pu.rchase price of $11,000 to cover a Buy-In with respect fo
‘an attempted conversicn of shares of Preferred Stock with respect to which the
aggregate sale price giving rise o such purchase obligation is $10,000, under
clause (A) of the Immediately preceding sentence the Corporation shall be
required o pay the Holder $1,000. The Holder shall provide the Corperation
written notice indicating the amounts payable to the Holder in respect of the Buy-
In, together with applicable confirmations and other evidence reasomably
requasted by the Corporation. Nothing herein shall fimit a Holder’s right to pursue
any other remedies available to if hersunder, &t law or in equity inciuding, without
lirnitation, a decres of spacific performance and/or injunctive relief with respect to
the Corporation’s failure to timely deliver certificates representing shares of
Common Stock upon conversion of the shares of Preferred Stock as required

pursnant to the teros hereof.
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iv. f on Convergipn. The Corporation

covenants that it will at 2ll times reserve and keep available out of its anthorized
and vnissued shares of Common Stock solely for the purpose of isszance upon
conversion of the Preferred Stock and payment of dividends on the Preferred
Stock, cach as herein provided, free fom preemptive rights or any other actual
contingent purchase rights of persons other than the Holder (ard the other Holders
of the Preferred Stock), not less than such number of shares of the Common Stock
as shall (subject to0 any additional requirements of the Corporation as fo
reservation of such shares set forth in the Purchase Agreement) be issuable
(taking into account the adjustments and resiricHons of Secfionn 7} upon the
conversion of all onistanding shares of Preferred Stock. The Corporation
coventants that all shares of Common Stock that shall be so issuable shall, vpon
issue, be duly and validly anthorized, issped smd fully paid, nonassessable and, if
the Conversion Shares Registration Stalerment is then effective under the
Securities Act, registered for public sale in accordance with such Conversion

Shares Registration Statement.

B2 Fractonal Shares Upon a conversion hereunder, the Corporation
shall not be required io issue stock certificates representing fractions of shares of
the Common Stock, but may if otherwise permitted, make a cash payment in -
respect of any final fraction of a share based on the VWAP ai such time. If the
Corporation elecis not, or is unable, to make such a cash payment, the Holder
shall be entitled to receive, In Heu of the final fraction of a sharc, one whole share

of Common Stock.

vi. Transfer I:gggcg. _The issuance of certificates for shares of the
Common Stock on conversion of this Preferred Stock shall be made without
charge to the Holder hereof for any documcmary stamp or sirnilar taxes that may
be payable in respect of the issue or delivery of stich cettificate, pmvxdcd that the
Corporation shall not be reguired to pay any tax that may be payable in respect of
any transfer involved in the issuance and delivery of any such certificate vpon
conversion I a name other than that of the Holder of such shares of Preferred
Stock so converted and the Corporation shall not be required to issue or. deliver
such certificates unless or until the person or persons requesting the issuance
thereof shall have paid to the Corporation the amotunt of such iax or shall have
established to the sansfact:on of the Corporation that sech tax has been paid.

section 7. Qﬁﬂﬂnmmm
a} Stock Dividends and Siock Splits. If the Corporation, at any time while

this Preferred Stock is ouistanding: (A) pays = siock dividend or otherwise make a
distribution or distributions on shares of its Common Siock or any other equity or equity
" equivalent securities payable in shares of Common Stock (which, for avoidance of doubt,
shall not inciude any shares of Common Stock issued by the Corporation pursuant to this
Preferred Sock), (B) subdlwdcs ouistanding shares of Commeon Stock intc a larger
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munber of shares, (C) combines (including by way of reverse stock split) outstanding

" shares of Common Stock into a smaller mumber of shares, or (D} issues by

reciassification of shares of the Common Stock anmy shares. of capital stock of the
Corporation, then the Conversion Price shall be multiplied by a fraction of which the
numerator shall be the number of shares of Common Steck (excluding treasury shares, if
any) cutstanding immediately before such event angd of which the denominaior shall be
the number of shares of Common Stock cutstanding fmmediately after such event. Any
adjustinent made pursuant to this Section 7(z) shall become effective immediately afier
the record date for the determination of siockholders enfifled to receive such dividend or
distribution and shall become zffective immediately after the effective date in the case of

a subdivision, corabination or re-classiffcation.

b} Subseguent Equity Sgles. If the Corporation or any Subsidiary thereof, as

applicable, at any time while this Prefesred Stock is outstanding, shall offer, sell, grant
any -option to purchase or offer, sell or grant any right to reprice its securities, or
otherwise dispose of or issue any Common Stock or Common Stock Equivalents entitling

any Person to acquire shares of Cédmmon Stock, at an effective price per share less than
the then Conversion Price (such Iower price, the “Base Copversion Prce™ and such

issuances collectively, a “Dilutive Jssuance™), as adjusted hereunder (if the holder of the
Common Stock or Comuopon Stock Equivalents so issued shall at any nme, whether by

operation of pnrchase priee adjustments, reset provisions, floating conversion, exercise or
exchange prices or otherwise, or due to warrsnts, options or righis per share which is
issned in connection with such issuance, be enfitled to receive shares of Common Stock

* at an effective price per share which is less than the Conversion Price, such issnance shall

be deemed to have occurred for iess than the Conversion Price on such date of the
adjustment of the Dilutive Issuance), then the Conversion Price shall be reduced to equal

the Base Conversion Price; provided, however, uniil the date that Shareholder Approval

has been obtained and decmed effective, in no - event shall the Conversion Price be

.ad_;ustcd to less than $1.52, subject to adjustment for reverse and forward stock splits,

stock dividends, stock combinations and other similar transactions of the Common Stock
that occur after the date of this' Agreement. Notwithstanding the foregoing, o,

‘adjustment will be made under this Section 7(b} in respsct of an Exempt Issuance. The
Corporation shall notify the Holder in writing, no leter than the Business Day following

the issuance of any Common Stock or Common Stock Equivalents subject to this section,
indicating therein the applicable issnance price, or of applicable reset price, exchange
price, conversion price and other pricing terma (such notice the "Dilutive Issuance
Notice™). For purposes of clarification, whether or pot the Corporation provides a

" Dilutive Issuance Notice pursuznt to this Section 7(b), upon the occurrence of amy

Dilutive Issuance, after the date of such Dilutive [ssuance the Holder is entitled to receive
a2 number of Conversion Shares based uponr the Base Conversion Price regardiess of
whether the Holder. accurately refers to the Base Conversion Price In the Notice of

Conversion.
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<) Subsequent Rights Offeriues. If the Corporation, at any time while the
Preferred Stock is outstanding, shall issue rights, optons or warrants to all holders of -
Common Stock (and not to Holders) entitling them to subscribe for or purchase shares of
Common Stock af a price per share less than the VWAP at the record date mentioned
below, then the Comversion Price shall be multiplied by a fraction, of which the
denominator shall be the pumber of shares of the Common Stock Ouistanding on the date
of issuance of such righis or warrants plus the number of additional shares of Common
Stock offered for subscription or purchase, and of which the numerator shall be the
number of shares of the Comumon Stock QOutstanding on the date of issuance of such
rights or warranis plus the number of shates which the aggregate offering price of the
total nurber of shares so offered (assuming receipt by the Comporation in full of ali
consideration payable upon exercise of such rights, options or warranis) would purchase
al such VWAP. Such adjustment shall be made whenever such rights or warrants are
issued, and shaiil become effective immediately after the record date for the deterrnination

. of stockholders entitled to receive such rights, options or warrants.

d) Pro Rata Distributions. If the Corporation, at any time while Preferred
Stock is outstanding, shall distribute to all holders of Cormmon Stock (and not to Holders)

evidences of its indebtedness or assets (including cash and cash dividends) or rights or
warrants to subscribe for or purchase any security, then in each such case the Conversion
Price shall be adjusted by multiplying such Conversion Price in effect immediately prior
to the record date fixed for determination of stockholders entitled fo receive such
distribution by a fraction of which the denominator shall be the VWAP determined as of
the record date mentioned above, and of which the numerator shall be such VWAP on
such record date less the then fir market value 21 such record date of the portion of such.
assets or evidence of indebledness so distributed applicable to one: outstanding share of
the Common Stock as determined by the Board of Directors in good fith. In either case
the adjustments shall be described in a statement provided to the Holder of the porfion of
assets or evidences of indebtedness so distributed of such subscription rights applicable to
one share of Common Stock. Such adjustment.shall be made whenever any such
distribution is made and shall become effective immediately aﬁcr ﬂ:xc record date

mentioned abovc

e) Mmm if, at any time while this Preferred Stock is

ontstanding, (A} the Corporation effects any merger or consalidation of the Corporation
with or into ancther Person, (B) the Corporation effects any sale of 211 or snbstantially all
of its dsseis in one or a series of related transactions, (C) any tender offer or exchange
offer (whether by the Corporation or ancther Person) is completed pursuant io which
holders of Common Stock are permitied to tender or exchunge their shares for other
securities, cash or property, or (D) the Corporation effects any reclassification of the
Common Stock or any compulsory share exchange pursnant to which the Common Stock -

is effectively converted Into or exchanged for other securitics, cash or property {(in any

such case, 2 “Fundamenta] Transaction™), then upon any subsequent conversion of this
Preferred Stock, the Holder shall have the right to receive, for each Conversion Share that

would have besn issuable upon such conversion immediately prior to the occurrence of
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such Fundamental Transaction, the same kind and amount of securities, cash or property
2g it would have been eutifled to receive upon the cccumence of such Fundamental
Transaction if it had been, immediately prior to such Fundamental Transaction, the holder

of one share of Common Stock (the “Alternate Copsideration™). For purposes of any

‘such conmversion, the defermination of the Conversion Price shall be appropriately

adjusted to apply to such Alternate Consideration based on the amount of Alternate
Consideration issuable in respect of one share of Common Stock in such Fundamental
Transaction, and the Corporation shall spportion the Conversion Price among the
Alternate Consideration in a reasonable manner reflecting the relative value of any
different components of the Alternate Consideration. If holders of Common Stock are
given any choice as to the securities, cash or property to be received in a2 Fundamental
Transaction, then the Holder shall be gwcn the same choice as to the Altemnate
Consideration if receives upon any conversion of this Preferred Stock followmg such

Fundamental Transaction. To the extent necessary to effeciuate the foregoing provisions, -

any successor to the Corporation or surviving emtity in such Fundamental Transaction
shall file 2 new Certificate of Designation with the same terms and conditions and issue
to the Holder new preferred stock consistent with the foregomg provisions and
evidencing the Holder’s right to convert such preferred stock info Alternate
Consideration. The terms of any agresinent pursusnt to which a Fundamental Transaction
is effected shall include terms requiring any such siccessor or surviving entity to comply
with the provisions of this Section 7(c) and insuring that this Preferred Stock (or any such
replacement security) will be similarly adjusted upon amy subsequent transaction

analogous to a Fundamental Transacnan

' B Calculations. Al caleurlations under this Section 7 shall be made to the
nearest cent or the nearest 1/100th of a share, as the case may be. For purposes of this
Section 7, the number of shares of Cormmon Stock decmed to be issned and outstanding
as of 2 given datc shall be the sum of the number of shares of Common Stock (excluding

treasury shares, if any) issued and outstanding.

Jid] Notice to HoId
L MM&M@M Whenever the Cogversion Price
- 1is adjusted pursuani to any of this Section 7, the Corporation shall promptly mail
to each Hoelder a notice setting forth the Conversion Price affer such adjustment.

.and setting forth a brief statement of the facts requiring such adjustment.

ii. Notice {o Allow g:g. aversion by Folder. If (A) the Corporation

shall declare a dividend (or any other distribution) on the Common Stock; (B) the
Corporaticn shall declare a special nonrecurring cash dividend on or 2 redemption
of the Common Stock; (C) the Corporation shall autborize the granting to all
holders of the Common Stock rights or warrants to subseribe for or purchase any
shares of capital stock of any class or of any rights; (D) the approval of any
stockholders of the Corporation shall be required in commection with any
reclassification of the Common Stock, any consolidation or merger to which the
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Corporation is a party, auy sale or transfer of all or substantially all of the assets
of the Comporation, of any compulsory share exchange whereby the Common
Stock is converted info other securities, cash or property; (B} the Corporafion
shall authorize the voluntary or mvoluntary dissolution, liquidation or winding up
of the affairs of the Corporation; then, in cach case, the Corporation shall cause to
be fiied at each office or agency maintained for the purpose of conversion of this
Preferred Stock, and shall cause to be mailed to the Holder at its last address as jts
shall appear upon the stock books of the Corporation, at least 20 calendar days
prior to the applicable record or effective date hersinafier specified, a notice
stating (x} the date on which a record is to be taken for the purpose of such
dividend, distribution, redemption, rights or warrants, or if a record is not io be
taken, the date as of which the holders of the Common Stock of record fo be
entitled to such dividend, distributions, redemption, rights or warrants are fo be
determined or (y) the date o which such reclassification, consclidation, merger,
sale, transfer or share exchange is expected to become effective or close, and the
date as of which if is expected that holders of the Common Stock of record shall
be entitled to exchange their shares of the Common Stock for securities, cash or
other property deliverable upon such reclassification, comsolidation, merger, sale,
transfer or share exchange; provided, that the failure to mail gnch notice or any
defect therein or in the mailing thereof shall not afiect the validity of the corporate
action required to be specified in suck notice. The Holder is entitled to convert
the Conversion Amount of this Preferred Stock (or any part hereof) during the 20-
day period commencing the date of sach notice to the effective date of the event

triggaring such notice.

‘Section 8. Forced Conversion and Redemption,

a) Mmm On the fifih anmiversary of the Original Issue
Datc (the “Five Year Redemptipn Date™), the Corporation shall redeem all of the then

 ontstanding Preferred Stock, for an amount in cash equal to the Five Year Redemption

Amount (such redemption, the “Five Year Redemption™). The Corporation covenants and
agrees that it will honor all Notices of Conversion tendered wp until such amounts zre

“paid in full.

b) Quarterly Redemption. On ¢ach Quarterly Redemption Date,” the

Corporation shall redeem the Quarterly Redemption Amouni plus accrued but unpaid
dividends, the sum of all lignidated damages and any other amounts then owing o such
Holder in respect of the Preferred Stock (the “Quarterly Rederppiion™. The Quancrly
Redemption Amount due on each Quarterly Redemption Date shall be pzid in cash;
provided, however, as to any Quarterly Redemption and upon 20 Trading Days® pdor

written imevocable nofice (the “Quarterly Redemption Notieg” and the 20 Trading Day

period immediately following the Quarterly Redemption Notice, the “Quarterly

Redemption Peripd), in lieu of a cash redemption payment, the Corporation may elect to
pay all or part of a Quarterly Redemption in Conversion Shares (such dollar amount to be
paid on a Quarterly Redemption Date in Conversion Shares, the “Qusarterly Redemption
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Share Awmount™) based on a comversion price Bqual. to the lesser of {a) the then

Conversion Price and (b} 90% of the average of the 20 VWAPs immediately prior to the
applicable Quarterly Redemption Daie (subject to adjustment for any stock dividend,

" stock split, stock combination or cther similar event affecting the Common Stock during

such 20 Trading Day period) (the price calculated during the 20 Trading Day period
immediately prior to the Quarterly Redemption Date, the “Quarterly Copversion Price™);
provided, furiher, that the Corporation may not pay the Quarterly Redemption Amount in
Conversion Shares unless, on the Quarterly Redemption Date and during the 10 Trading
Day period hrwnediately prior to the Quarterly Redemption Date, the Equity Conditions,
unless waived in writing by the Holder, have been satisfied and Sharsholder Approval
has been obtained and deemed effective. The Holder may convert, pursuant to Section
6(a), any Stated Value of the Preferred Stock subject to 2 Quarterly Redemption at any
time prior to the date that the Quarterly Redemption Andount and all amounts owing
thereon are due and paid in full. Unless otherwise indicated by the Holder in the
applicable Notice of Conversion, any Stated Value of the Preferred Stock converted

. during the Quarterly Redemption Period until the date the Quarterly Rederoption Amount
ig paid shall be first applied to the Stated Value sabject to the Quarterly Redemption and

to the Quarterly Redemption Share Amount. Any Stated Value of the Preferred Stock
converied during the applicable Quarterly Redemption Period in excess of the Quarierly
Redemption Amount shail be applied against the last amount scheduled to be repaid
hereunder, in reverse time order from the Maturity Daie. The Corporation covenants and
agrees that it will honor all Notice of Conversions tendered up until such amounts are
paid in full. The Corporation’s determination {o pay a Quarterly Redemption in cash or
shares of Common Stock shall be applied ratably to all Holders based en. thetr initial
purchases of Preferred Stock pursuant to the Purchase Agreement. At any time the
Corporation delivers a notice to the Iolders of its election to pay the Quarerly
Redemption Amount in shares of Common Stock, the Corporation shall file a prospectus
supplement pursuant to Rule 424 disclosing such election.

c) Redemption Procedure. The payment of cash and/or issuance of Common
Stock, as the case may be, pursuant to the Five Year Redemption or a Quarterly

Redempiion, as applicable, shall be made on the Five Year Redemption Date or the
Quarterly Redemption Date, as applicable. If any portion of the cash payment for a Five
Year Redemption or a Quarierly Redemption, as the cage may be, shall not be paid by the
Corporation by the respcctxvc due date, interest shall accrue thereon at the rate of 18%
per annum {or the Mmaximurm rate permitied by applicable law, whichever is less) until the
payment of the Five Year Redemption Amount or the Quarterly Redemption Amount, as
the case may be, plus all amounis owing thereon, is paid in full. Altematively, if any
portion of the Five Year Redemption Amount or the Quarterly Redemption Amount, as
the case may be, remains unpaid after such date, the Holders subject to such redemption
may elect, by written notice to the Corporation given at any time thereafler, to juvalidate
ab initio such redemption, notwithstanding anythihg herein contained to the contrary.

d) Forced Conversion, Notwithstanding anything herein to the contrary, if
after the Effective Date the VWAP for each of any 20 consecutive Trading Days

20 .
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{*Threshold Perjod™). which 20 consecutive Trading Day period shall have commenced
only afier the Effective Date, exceeds the then effective Conversion Price by 200%
(subject to adjustment for any siock dividend, stock split, stock combination or other
similar event affecting the Common Stock during such 20 Trading Day period), the
Corporation may, within 1 Trading Day afier any such Thresheld Period, deliver 2
written notice to all Holders (a “Forced Conversiop WNotice™ and the date such notice is
received by the Holders, the “Foreed Conversion Notice Date”™) to cause each Holdér to

immediately’ convert all or part of such Holder's Preferred Stock plus all acsnied but
unpaid dividends thereon and all liquidated damages and other amounts due in respect of
the Preferred Stock, The Corporation may only effect a Forced Conversion Notice if all
of the Equity Conditions have been met during the Threshoid Period through and
including the date that the Conversion Shares are actually received by the Holder
Any Forced Conversion Notices shall be
applied ratably to all of the Holders in proportion to each Holder’s initial purchases of
Preferred Stock hersunder, provided that any voluntary conversions by a Holder shall be
applied against such Holder’s pro-rata allocation thcrcby dccreaszng the apgregate

arnount forcibly converted hereunder.

Section 9. Rsﬁmpimﬂmmggmg@ﬂ@ -

a} “Toggering Event” means any one or more of the following events
{(whatever the reason and whether it shall be voluntary or inveluniary or effected by
operation of law or pursuant fo any judgment, decree or order of any court, or any order,

rule or regulation of any administrative or governmental body):

i. the failure of a Conversion Shares Registration Statement o be
deciared effective by the Commission on or prior to thc 180® day afier the

Original Issue Date,

1i. if, during the Effectiveness Period, the effecfiveness of the
Conversion Shares Rogisiration Staternent lapses for any reason for more than an

aggregate of 60 calendar days (which need not be consecutive days) during any

" 12 month peried, or the Holder shall not be permitted to resell Registrable

Securities under the Conversion Shares Regisgation Statement for more than an

aggregate of 60 calendar days (which need not be consecutive days) during any

12 month period;

iii. the Corporation shail fil to dchver certificates representing
Conversion Shares issuable upon 2 conversion herevnder that comply with the
provisions hereof prior to the 5% Trading Day afler such shares are required to be
delivered hersunder, or the Corporation shall provids written notice to any
Holder, including by wéy of public apnouncement, at any time, of its intention not
to comply with requests for conversion of any shares of Prefemred Stock in

accordance with the terms hereof)
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iv. one of the Events (as defined in the Registration Rights
Apgreement) described in subsections (I), (1) or (i)} of Section 2(b) of the
Registration Rights Agreement shall not have been cured to the satisfaction of the
Holders prior to the expiration of 30 days from the Event Date (as defined in the
Registration Rights Agreemenf) relating thereto (other then ad Event resulting
from a fatiure of 2 Conversion Shares Regisiration Statement to be declared
effective by the Commission on or prior to the 180th day after thc Original Issoe

Date, which shall be covered by Section 9(a)3));

v. the Corporation shall fail for any reason to pay in full the amount
of cash due pursuant to a Buy-In within 5 days afier notice therefor is delivered
hkereunder or shall fail to pay all amounts owed on account of an Evcnt within five

days of the date due;

vi. t.hc Corporation shall fzil to have available a sufficient number of

 authorized and unreserved shares of Common Stock to issue to such Holder upon

2 conversion herennder;

vii, - the 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 wnttcn notice of such failure of breach shall have

been given;
viii. :  any breach of the agreements delivered to'the initial Holders at the

Closing pufsuant to Section 2.2(a)(v} of the Purchase Agreement;

. the Corporation shall redecm more than a de minimis number of
Junior Securities; A

X, the Corporation shall be party to a Change of _ContmI_Transacfioh;

Xi. there shall have occurred a Bankguptcy Event; or

xii. the Common Stock shall fail to be listed or quoted for trading on a
Trading Market for more than 5 Trading Days, which need not be consecufive

’I‘radmg Days.
b} Upon the occwrrence of a Triggering Event, f_:ach Holder shall (in addition

to all other rights it may have hereunder or under applicable Iaw) have the right,
exercisable at the sole option of such Holder, to require the Corporation to redecm all of
the Preferred Stock then held by such Helder for a redemption price, in cash, equal to the

Triggering Redemption Amount. The Triggering Redemption Amount shall be due and
payable within 5 Trading Days of the date on which the notice for the payment therefor is

~
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provided by a Holder (tue “Trizgering Redempiion Payment Date™). If the Corporation

fuils to pay the Trggering Redcmpuon Amount hereunder in full pursnant to this Section
on the date such amount is due in accordance with this Section the Corporation will pay
interest thereon at a rate of 18% per anmum (or such lesser amount permitted by
applicable law), accruing daily from such date until the Triggering Redemption Amount,
plus 21l such interest thereon, is paid in full. For purposes of this Section, a share of
Preferred Stock is oufstanding untif such date as the Holder shall have received
Conversion Shares upon a conversion {(or attempted conversion) thereof that mects the
requirements hereof or has been paid the Triggering Redemption Amouni plus all accrued
but unpaid dividends and all accrued but unpaid liquidated damages in cash.

Section 10,  Miscellaneous.

2) Notices. Any and 2l notices or other communications or deliveries to be
provided by the Holder bereunder, including, without limitation, any Notice of
Conversion, shall be in writing and deliversd persomally, by facsimile, sent by a
nationally recognized overmight courier service, addressed to the Corporation, at New
Dragon Asia Corp., Saite 2808, International Chamber of Commerce Tower, Fuhua
Three Road, Shenzhen, China, facsimile number (86 755} 2595-1101, Attn: Peter
Mak, Chief Financial Dfficer or such other address or facsirpile mumber as the

- Corporation may specify for such purposes by notice to the Holders delivered in

accordance with this Secton. Any and all notices or other coonnunications or deliveries
te be provided by the Corporation hereunder shall be in writing and deliversd personally,
by facsimile, sent by a natiopally recognized overnight courier service addressed to each
Holder at the facsimile tclephone number or address of such Holder appearing on the
books of the Corporation, or #f no such facsimile telephone number or address appears, 2t
the principat place of business of the Holder. Any notice or other communication or
deliveries hereumder shall be deemed given mnd effective on the earfiest of {i) the date of
transmission, if such notice or communication is delivered via facsimile at the facsimile
telephone number specified in this Section prior to 5:30 p.m. (New York City time), (i)
the date after the date of transmission, if such notice or communication is delivered via
facsimile at the facsimile telephone number specified in this Section later than 5:30 p.m.
{(New York City time) on any date and earlicr than 11:59 p.m, (New York City time) on
such dats, (iii} the second Business Day following, the date of mailing, if sent by
nationally recognized overnight courier service, or (iv) upon aztual receipt by the party to

whom such notice is required io be given.

b)  Absolute Obligation. Except as expressly provided herein, no provision of
this Certificate of Designation shall alter or impsir the obligstion of the Corporation,
which is absolute and imconditional, to pay the Liquidated damagcs {(if any) on, the shares
of Preferred Stock at the hmc, place, and rate, and in the coin or currency, herein

prescribed.

<) Lost or Mutiiated Prefenred Stock Certificate. If a Holder's Proferred

Stock certificate shall be mutilated, lost, stolen or destroyed, the Coiporation shall
23. .
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execnie and deliver, exchange and substitution for and upon cancellation of 2 mutilated
certificate, or irn lien of or in substitution for a lost, stolen or destroved certificate, a new
certificate for the shares of Preferred Stock so mutilated, lost, stoler or desiroyed but only
upon receipt of evidence of such loss, theft or destruction of such certificate, and of the
ownership herecf, and indemmity, if requested, all reasonably satisfactory to the

Corporation.

o d) Govemine Iaw. All questions concemning the construction, validity,
enforcement and interpretation of this Certificate of Designation shall be governed by and
construed and enforced in accordance with the internal laws of the State of New VYork,
without regard fo the pnncnples of conflicts of law thereof. Each party agrees that all
legal proceedings concemning the interpretations, enforcement and defense of the
transactions contemplated by any of the Transaction Documents (whether brought against
a party hereto or its respective affiliates, directors, officers, sharcholders, employees or
agents) shall be commenced in the state and federal cowrts sitting in the City of New
York, Borough of Manhattan (ithe *New York Courts™). Each party hereto hereby
irrevocably submits to the exclusive jurisdiction of the New York Courts for the
adjwdication of any dispute hereunder or in connection herewith or with any transaction
contemplated hereby or discussed herein (including with respect to the enforcement of
any of the Transaction Documents), and hereby lrrcvocably waives, apd agrees not o

assert in amy suif, action or proceeding, any claim that it is noi personally sub_;oct to the

Jurisdiction of any such court, or suck New York Couris are improper or inconvenient

‘venue for such proceeding. FEach party hereby irrevocably waives personal service of

process and consents to-provess buing served i my Such suit, action or proceeding by

mailing a copy thereof via registered or certified mail or overnight delivery (with
evidence of delivery) 1o such party at the address in effect for notices to it under this
Certificate of Designation and_sgrees that such service shall constitute good and
sufficient service of process and notice theveof Noﬂnng coptained herein shall be
deemed to lmit in any way any right to serve process In any manner permitted by faw.
Each party hereto hereby itrevocably waives, to the fullest extent permitted by applicable
law, any and all right to trial by jury in any legal proceeding ariging out of or relating to
this Certificate of Designation or the transactions contemplated hereby. If cither party
shall commence an action or proceeding to enforce any provisions of this Certificate of
Designation, then the prevailing party in. such sction or proceeding shall be reimbursed
by the other party for its aliorneys fees and other costs and expenses incurred with the
investigation, preparation and prosecution of such action or proceeding.

e} Waiver. Any waiver by the Corporation or the Holder of a breach of 2ny
prowsmn of this Certificate of Des:gnanon shall not operate as or be comstrued to be 2
waiver of any other breach of such provision or of any breach of any other provision of
this Certificate of Designation. The failure of the Corporation or the Holder to insist
upon strict adherence to any term of this Certificate of Designation on one or more

occasions shall not be considered a waiver or deprive that party of the right thereafter to

insist upon strict adherence to that term or any other term of this Cerfificate of
Designation. Any waiver must be In writing. _
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4} Severgbility. If any provision of this Certificate of Designation s invalid,

1liegal or unenforceable, the balance of this Certificate of Designation shall remain in

effect, and if any provision is imapplicable to any person or circumstance, it shali
nevertheless remain applicable to all other persons end circumstances. If it shail be found
that any Interest or other amount deemed interest due hereunder violates applicable laws
govermning usury, the applicable rate of interest due hereunder shall amtomatically be
lowered to equal the mazimum permitied rate of interest.

3] Next Business [lay. Whenever any payment or other obligation hereunder
shall be due on a day other than a Business Day, such payment shall be made on the next

succeeding Business Day.

k) Headinps. The headings contained herein are for convenience only, do nat
constitute a part of this Certificale of Designation and shall not be deemed to limit or
affect any of the provisions hereof. .

B . -k. Shares of Preferred
Stock may only be :.ssucd pursuant to the Purchase Agrecment In case sny shares of
Preferred Stock shall be converted, redeemed or reacquired by the Corporation, such

shares shall resume the status of authorized but umissued shares of preferred stock a.nd
ghall no Iongﬁ-r be de&gnated a8 Serics B 7% Convertible Preferred Stock

ek destesfe ook el o ok A o ofe o o Rob o
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RESOLVED, FURTHER, tha any executive officer of the Corporation be and they hereby is
authorized and directed to prepare and file a Certificate of Designation of Preferences, Rights
and Limitations in accordance with the foregoing resolution and the provisions of Florida law.

IN WITNESS WHEREOF, the mndersigned have executed this Certificate this 22nd day of
December 2005. * '

ALY

Name: Peter Mak
Title: Chief Finsncial Officer
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ANNEX A
NOTICE OF CONVERSION

OF PREFERRED STOCK)

The undersigned hereby elects io convert the pummber of shares of Series B 7% Convertible

Preferred Stock indicated below, info shares of Class A Common Stock, par value $0.0001 per
share (the “Common_Stock™), of New Dragon Asia Corp.,, a Floride corporation (ihe
“Qorporatien”), according to the conditions hereof, as of the date written below. Additionally,
the undersigned intends to sell such shares of Common Stock in the immediate future. If shares
are to be issued in the name of a person other than undersigned, the undersigned will pay all
transfer taxes payable with respect thereto and is delivering herewith such certificates and

opinions as reasonably requested by the Corporation in accordance therewith. No fee will be.
- charged to the Holder for any conversion, except for such transfer taxes, if any.

Conversion calenlations:

Date to Effect Conversion:

Number of shares of Pr_cferfed Stock owned prior to Conversion:

Number of shares of Preferred Stock to be Converted;

Stated Value of shares of Préferred Stock to be Converted:

- Number of sheres of Common Stock to be Issued:.

Applicable Conversion Price:

Number of shares of Preferred Stack subszqucht to Conversion:

[HOLDER]

By:
MName:
Title:
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(TO BE-EXEGUTED BY THE REGISTERED-HOLDER IN ORDER TO CONVERT SHARES



