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SEVENTH ARTICLES OF AMENDMENT OF AMENDED AND RESTATED
ARTICLES OF INCORPORATION OF THE PANDA PROJECT, INC.

Pursuant vo the provisions of Section 607.1006 of the Florida Business Corporation Acr,
The Panda Project, Inc. (the "Company”), adopts the following Articles of Amendment to its

Amended and Restated Articles of Incorporation. 2o A
2L o
FIRST: The name of the Company is The Panda Project, Inc%.r:, -’% =
¥ =

SECOND: Article I of the Amended and Restated Articles of hé@rﬂ?g %
of the Company is hereby amended by redesignating Section B.3 thereof as Section B.6 ind by
inserting the following as new Section B.3, which reads as follows: %':; ‘:)r\ -

@
3. SERIES A CONVERTIBLE PREFERRED STOCK =

Ogne Thousand {1,000) shares of Preferred Stock of the Company are hereby designated as "Series
A-3 Converrible Preferred Stock” (the "Series A Preferred Shares"), par value $.01 per share,
which shall have the following preferences, limirarions and relative rights:

1. Dividends. (a) The holders of the Series A Preferred Shares (each 2 "Holder” and,
collectively, the "Holders"), in preference to the holders of Junior Shares, shall be entitled to
receive cash dividends on each Series A Preferred Share at the rate of 5% per annum of the
Purchase Price (s defined in the Subseription Agreement hereafter referred to), due and payable
quarterly in arrears on the last day of March, June, September and December of each year {each
a "Dividend Payment Dare"), with the first such payment due on March 31, 1998. Accrual of
dividends shall commence on the first business day to occur after February 11, 1998 and shall
continue until all of the Series A Preferred Shares have been converted in full. The dividends so
payable will be paid to the person in whose name the Series A Preferred Shares (or one of more
predecessor Series A Preferred Shares) are registered on the records of the Company regarding
registration and transfers of the Series A Preferred Shares (the "Series A Preferred Shares
Register"); provided, however, that the Company's obligation to a transferee of the Series A
Preferred Shares shall arise only if such transfer, sale or other disposition is made in accordance
with the terms and conditions of the Subscription Agreement dated as of February 11, 1998
berween the Company and the Subscribers thereto (the "Subscription Agreement”). The
dividends are payable in such coin or currency of the United States of America, to each Holder,
at the address last appearing on the Series A Preferred Shares Register as designated in writing by
sach Holder of Series A Preferred Shares from time to time; provided, however, that in lieu of
paying such dividends in coin or currency, the Company may, at its option, pay dividends on the
Series A Preferred Shares for any Dividend Payment Date by adding the amount of such dividend
to the Purchase Price ("PIK Dividend") pursuant to a starement in the form of Exhibit 2 hereto
("PIX Statement”) delivered by the Company to each of the Flolders on or prior to the applicable
Dividend Payment Date. If neither the cash dividend due hereunder is paid, nor the PIK
Statement is delivered, to the Holders within 10 calendar days of the applicable Dividend
Payrment Date, the Company shall no longer have the right to cheose the PIK Dividend option
with respect to the dividend payable on such Dividend Payment Date and each Holder may elect
either the cash dividend or the PIR Dividend hereunder at jts option with respect to the dividend
payzble on such Dividend Payment Date. Any PIK Dividend when so added to the Purchase
Price shall, for all purposes of this Certificate of Designations, be deemed 10 be part of the
Purchase Price for purposes of determining dividends thereafter payable hereunder and amounts
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thereafrer convertible into Common Stock hereunder. The Company will pay all accrued and
uripaid dividends due to the person that is the holder of the Series A Preferred Shares on the
records of the Company as of the tenth (10th) day prior to the applicable payment date and
addressed to such Flolder at the last address appearing om the Series A Preferred Shares Register.
Except as otherwise provided herein, dividends due hereunder shall bear interest, from and after
the occurrence and during the continuance of a failure ro declare or pay 2 dividend hereunder, at
the rate equal 1o the lower of twenry percent (20%) per anoum and the highest rate permitied by

law. .

(b) If the stated dividends on the Series A Preferred Shares are not paid in
full, Series A Preferred Shares and all Pari Passu Shares, if any, shall share ratably in the payment
of dividends on such shares in accordance with the sums which would be payable on such shares
if all dividends were paid in full. So long as any Series A Preferred Share is outstanding, no
dividends wharever shallibe paid or declared, nor shall any distribution be made, on any Junior
Shares, unless all cash dividends or PIK Dividends on Series A Preferred Shares for all past
quarterly dividend periods shall have been paid or declared and a2 sum of cash or amouns of Series
A Preferred Shares sufficient for the payment thereof set apart.

2. Transfers. The Series A Preferred Shares have been issued subject to investment
representations of the original purchaser thereof and may be transferred or exchanged in the
United States only in compliance with the registration requirements of the Securities Act of 1933,
as amended (the "Act”), and applicable state securities laws as an exemprion therefrom. Prior to
due presentment for transfer of the Series A Preferred Shares, the Company may treat the person
in whose name the Series A Preferred Shares are duly registered on the Series A Preferred Shares
Register as the owner thereof for the purpose of receiving payment as herein provided and 2l
other purposes, and the Company shall not be affected by notice to the contrary.

5.  Definitions. For purposes hereof the following definitions shall apply:

"Gertificate of Designarions” shall mean Section B.3 of Article I of the
Company's Amended and Restated Articles of Incorporation as set forth in these Seventh Arricles
of Amendment of Amended and Restated Articles of Incorporation of the Company.

"Commeon Stock” shall mean the Common Stock, par value $0.01 per share,
of the Company.

"Conversion Date Market Price” shall mean, as of any Holder Conversion
Date or other date of designation, an amount that is equal to the lesser of, subject to adjustment
as provided herein, (a) the Fixed Conversion Price and (b) that percentage of the average Marker
Price for Shares of Common Stock during the five (5) trading days immediately precediog the
Folder Conversion Date equal to (f) 92% if converted during the period beginning 120 days from
the applicable Issuance Dare and ending 180 days from the applicable Issuance Date, or (i) 90%
if converted at any time after 180 days from the applicable Issuance Date.

"Conversion Notice" shall hava the meaning set forth in Paragraph 6(c).
“Conversion Rate" shall have the meaning set forth in Paragraph 6(b).
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_ *Fixed Conversion Price” shall mean $3.50 per share; provided, that in the
event of any stock split, subdivision, combination, reorganization, exchange, substitution or
reclassification, the Fixed Conversion Price shall be equitably and appropriately adjusted to reflect
such change.

"Holder Conversion Date® shall have the meaning set forth in Paragraph
&{¢).

*Initial Shares” shall mean the Old Series A Shares and the New Series A
Shares issued in exchange therefor pursuant to Paragraph 32.

*[ssuance Date” shall mean, with respect to the Inirial Shares, February 11,
1998, and with respect to other Preferred Shares, the date of issuance of the applicable Preferred
Share pursuant to the Subscription Agreement. o

"Tunior Shares" shall have the meaning set forth in Paragraph 13,

"Ligmidation Value" shall have the meaning set forth in Paragraph 13.

"Mandatory Conversion Date" shall have the meaning set forth in
Paragraph 7(a).

"Market Price for Shares of Common Stock™ shall mean the price of one
share of Commeon Stock determined as follows:

() If the Common Stock is listed on NASDAQ, the closing bid
price as reported by the Bloomberg Service on the date of valuation;

(i) I the Common Stack is listed on a natjonal securiries exchange,
the lowest reported bid price on such exchange on the date of valuarion;

(iii) If neither clause () nor () above applies but the Common
Stock is quoted in the over-the-counter market on the pink sheets or bulletin board, the lesser of
(A) the lowest sales price or (B) the lowest reported "bid" price thereof on the date of valuation;
and

(iv) H neither clause (i), (i) or (iii) above applies, the market value
as determined by a nationally recognized investment banking firm or other narionally recognized
financial advisor retained by the Company for such purpose, taking into consideration, among
other factors, the earnings history, book value and prospects for the Company, and the prices at
which shares of Common Stock recently have been traded. Such determination shall be

conclusive and binding on all persons.

"New Series A Shares” shall mean the 515 Series A Preferred Shares to be
issued in exchange for the Old Series A Shares upon the filing hereof.

*Old Series A Shares” shall mean the 515 shares of Series A-2 Convertible
Preferred Stock originally issued on July 2, 1998 and outstanding as of the date hereof.
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* "Paragraph 4 Transaction” shall mean a merger, consolidation or other
transaction referred to in Paragraph 4.

“Pari Passu Shares® shall have the meaning set forth in Paragraph 13.
*Preferred Funds* shall have the meaning set forth in Paragraph 13.

*Registration Rights Agrecment” shall have the meaning set forth in the

Subscription Agreement.

"S_ﬁbsgﬁmimAg:eﬂmgm' shall have the meaning set forth on page 1 of this
Certificate of Designazions.

“Underlying Shares” shall mean the Common Stock issuable upon
conversion of the Series A Preferred Shares.

4. Daragraph 4 Transactions. Without the prior written approval of the holders of
66 2/3% of the then outstanding Series A Preferred Shares, the Company shall not (a) consolidate
or merge with or into any other corporation or other emsity or person (whether or nat the
Company is the surviving corporation) or complete any other corporate reorganization or
transaction or series of related transactions, as 2 resule of which the shareholders of the Company
pursuant to such merger, consolidation, reorganization or other transaction own in the aggregate
less than 50% of the voting power or common equity of the ultimare parent corporation or other
entity surviving or resulting from such merger, comsolidation, reorganization or other
vransaction, (i) transfer all or substantially 21l of the Company’s assets to another corporation or
other entity or person or (ifi) fix a record date for the declaration of a distribution or dividend,
whether payable in cash, securities or assets (other than shares of Common Stock) (2 "Paragraph
4 Transaction").

5  Conversion at the Option of the Company. (2) I, at any time after the Issuance
Date, the closing bid price of the Common Stack is equal to or grearer than $12.00 per share for
the twenty (20) consecutive trading days immediately preceding the date of the Company's notice
of conversion delivered pursuant to Paragraph 5(b) hereof, the Company may require the Holders
1o convert the Series A Preferred Shares, in whole but not in part, provided that: the notice
provisions set forth in Paragraph 5(b) hereof have been complied with; the Registration Statement
for the Common Stock issuable upon conversion of the Series A Preferred Shares is effective on
each day during the period beginning 20 days prior to the date of the Company's notice of
conversion and ending on and including the date of conversion; the Common Stock is designated
for quotation on the Nasdaq National Marker, The New York Stock Exchange, Inc. or The
American Stock Exchange, Inc. and is not suspended from trading thereon; during the period
beginning on the Issuance Date and ending on and including the date of conversion, the Company
shall have delivered shares of Common Stock upon conversion of the Series A Preferred Shares
on a timely basis as set forth in Paragraph 6(c) of this Certificate of Designations; and the
Company otherwise has sarisfied its obligations and is not in defaulc under this Certificate of
Designations, the Subscription Agreement or the Registration Rights Agreement.




AUG-18-1998 1@:43 THE PANDAR PROJECT 561 994 3217 P.Bss18

(b) Notice of the Company's intention to require conversion shall be given
to each Holder of Series A Preferred Shares subsequent to the twenty (20) consecutive trading day
period referred to in Paragraph 5(a) and nor less than sixty (60) days prior to the date of
conversion of the Series A Preferred Shares, by first class mail, postage prepaid, 1o such Holder
of Series A Preforred Shares at the address of such Holder; provided, that such 60-dzy period shall
be extended by the mumber of days in such period, if any, during which trading of Common
Stock is suspended or otherwise restricted. Each such notice shall stave: (i) a conversion date,
which shall be not less than 60 days following the dare of mailing of the notice, (if) each Flolder's
pro rara share of outstanding Series A Preferred Shares and (iif) the number of the Series A
Preferred Shares to be converted.

{©) Notice having been mailed as aforesaid, the Holder shall converr, on the
dare specified in the Company's notice, the maximum of () the number of Series A Preferred
Shares specified in the Company's notice and (if) the number of cutstanding Series A Preferred
Shares on such date, in each case at the Conversion Rate determined in accordance with Paragraph
6(b).

6. Conversion at the Option of the Holder. A Holder of Series A Preferred Shares
shall have the following conversion rights: :

(a) Holder's Rights to Convert. Such Holder's Series A Preferred Shares
shall be converrible at any time after the applicable Issuance Date, in whole or in part at the
option of such Holder, into fully paid, validly issued and nonassessable shares of Common Stock.
If the Series A Preferred Shares are converted in part, the remaining portion of the Series A
Preferred Shares not so converted shall remain entitled to the conversion rights provided herein.
Prior to 120 days subsequent to the applicable Issuance Date, the Holder may so convert only at

the Fixed Conversion Price.

(b) Conversion Price for Holder Conversed Shares. Series A Preferred
Shares shall be convertible into the number of shares of Common Stock which results from
application of the following formula:

®*N) +D
Conversion Date Market Price

P = PurchasePrice
. N= Number of Series A Preferred Shares submitted for conversion
D~  accrued but unpaid dividends (not previously added ro the Purchase Price
on a PIK Statement) on P as of the Holder Conversion Date

The number of shares of Common Stock into which each $1,000 aggregate
Liquidation Value (as hereinafter defined) of the Series A Preferred Shares hereto may be
converted pursuant to this Paragraph 6(b) is hereafver referred to as the "Conversion Rate.”
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(©) Mechanics of Conversion. In order to convert Series A. Preferrad Shares
(in whole or in part) into full shares of Common Stack, the Holder thereof shall surrender the
certificates representing the Series A Preferred Shares (the "Preferred Share Certificates"), duly
eadorsed, by either overnight courier or 2-day courier, to the office of the transfer agenc for the
Series A Preferred Shares (or to the principal office of the Company i the Company serves as its
own trausfer agent), and shall give written notice in the form of Exhibit 1 hereto (the
"Conversion Notice”) by facsimile (with the original of such Notice forwarded with the foregoing
courier) to the office of the designated transfer agent or the principal office of the Company, as
the case may be, that the Holder elects to convert 2 number of Series A Preferred Shares {plus
accrued but unpaid dividends) specified therein, which Conversion Notice shall be irrevocable
by the Holder; provided, however, thar the Company shall nat be obligated to issue certificates
evidencing the shares of Common Stock issuable upon such conversion unless either the Preferred
Share Certificates are delivered to the Company or its designated transfer agent as provided above,
or the Holder notifies the Company or its designared transfer agent that such Series A Preferred
Shares have been lost, stolen or destroyed and promptly executes an agreement reasonably
satisfactory to the Company to indemnify the Company from any loss incurred by it in
connection with such Series A Preferred Shares.

The Company shall use its best efforts to issue and deliver, by either
overnight courier or two-day courier, within three business days after delivery to the Company
of such Preferred Share Certificare, or after receipt of such agreement and indemnification, to
such Holder of Series A Preferred Shares at the address of the Holder, or to its designee (and
registered in the name of the Holder or its designee), a certificate or certificates for the number
of shares of Common Stock ta which the Holder shall be entitled as aforesaid, rogether with a
calenlation of the Conversion Rate and the number of Series A Preferred Shares of such Elolder
not submirted for conversion. The effective date of conversion (the "Holder Conversion Date")
shall be deemed to be the date on which the Company receives by facsimile the Conversion
Notice, and the person or persons entitled to receive the shares of Common Stock issuable upon
such conversion shall be treated for all purposes as the record holder or holders of such shares of
Common Stock on such date. If the number of Series A Preferred Shares represented by the
Preferred Share Certificate(s) submitted for conversion is greater than the aumber of Series A
Preferred Shares being converted, then the Company shall, as soon as practicable and in no event
later than three business days after receipt of the Preferred Share Certificate(s) and at its own
expense, issue and deliver to the Holder 2 new Preferred Share Certificate representing the
number of Series A Preferred Shares not converted.

7. Mandatory Conversion Date. (a) On the date which is the fifth anniversary of the
applicable Issuance Date (the "Mandarory Conversion Date"), the Company may, at its option,
() require the Folders to convert the Series A Preferred Shares which remain outstanding on such
date, in whole but not in part, st the Conversion Rate determined in accordance with Paragraph
6(b) or (ii) redeem such shares of Preferred Stock at a price in cash equal to the aggregate
Liquidation Value thereof, Norice of the Company's election under this Paragraph 7(3) shall be °
given not less than 30 days prior to the Mandatary Conversion Date and, in the case of a
redemption pursuant to clause (i), shall include a representation by the Company that the |
Company possesses, and will possess, legally available funds sufficient to consummate such
vedemption.
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(@) Ifthe Company elects to require conversion of the Series A Preferred Shares
on the Mandatory Conversion Date pussuant to Paragraph 7(a) (@), the Series A Preferred Shares
outstanding ar such time shall be automatically and without notice converted into Common
Stock on the Mandatary Conversion Date in accordance with the verms of this Certificate of
Designations, The Company shall use its best efforts to issue and deliver 1o a Holder within three
business days after delivery to the Company by such Holder of such Holder's Preferred Share
Cerrificates, or after receipt of the agreement and indemnification described in Paragraph 6(c)
above, at the address of such Folder, or to its designee (and registered in the name of such Holder
or its designee), a certificate or certificates for the number of shares of Common Stock which such
Holder shall be entitled to receive hereunder, together with a calculation of the Conversion Rate.
The person or persons entitled to receive the shares of Common Stock issuable upon such
conversion shall be treated for all purposes as the record holder or holders of such shares of
Common Stock on the Mandarory Conversion Dare. The Mandarory Conversion Date shall be
a "Holder Conversion Date” for purposes of this Certificate of Designations.

8.  Stock Splits: Dividends: Ad . R -

() Szock Splits and Combinations. The Company shall not effect any
stock split, subdivision or combination with an effective date within five (5) trading days of the

Mandatory Conversion Date.

®) , . . oy

If the Company at any time subdivides (by way of stack split,
stock dividend, recapitalization or otherwise) one or more classes of its outstanding shares of
Common Stock into 2 greater number of shares, the Fixed Conversion Price in effect immediately
prior to such subdivision will be proportionately reduced. If the Company at any time combines
(by way of combinarion, reverse stock split or otherwise) one or mare classes of its outstanding
shares of Common Stock into a smaller number of shares, the Fixed Conversion Price in effect
immediately prior to such combination will be proportionately increased.

(9 Cerain Dividends and Distributions. The Company shall not make,
or fix a record date for the determination of holders of Common Stock entitled to receive, a
dividend or other distribution payable in additional shares of Common Stocls, with an effective
date within five (5) trading days of the Mandatory Conversion Date.

@ Adjustment for Other Dividends and Distributions. In the event the
Company at any time or from time to time after the Issuance Date makes, or fixes 2 record date
for the determinarion of holders of Common Stock entitled to receive, 2 dividend or other
distribution payable in securities of the Company other than shares of Common Stock, then and
in each such event provision shall be made so that the Holders of Series A Preferred Shares shall
receive upon conversion thereof pursuant to Paragraph 6 hereof, in addition to the number of
shares of Common Stock receivable thereupon, the amount of such other securities of the
Company to which a Holder on the relevant record or payment date, as applicable, of the pumber
of shares of Common Stock so receivable upon conversion would have been entitled, plus any
dividends or other distributions which would have been received with respect to such securities

1
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had such Flolder thereafter, during the period from the date of such event to and including the
Holder Conversion Date, retained such securities, subject to all other adjustments called for
during such period under this Paragraph 8 with respect to the rights of the Holders of the Series
A Preferred Shares. For purposes of this Paragraph 8(d), the number of shares of Common Stock
so receivable upon conversion by the Holder shall be deemed to be thar number which the
Eolder would have received upon conversion of all Series A Preferred Shares held by such Holder
if the Holder Conversion Date had been the day preceding the date upon which the Company
announced the making of such dividend or other distribution.

(e) Adiustme pr Recls 5 Fe and )sti .

event that at any time or from time to time after the Issuance Dare, the Common Stock issuable
upon the conversion of the Series A Preferred Shares is changed into the same or 2 different
number of shares of any class or classes of stock or other securities or property, whether by
recapitalization, reclassification or otherwise (other than a subdivision or combination of shares
or stock dividend or reorganization provided for elsewhere in this Paragraph 8 or 2 merger or
consolidation provided for in Paragraph 4), then and in each such event each Holder of Series A
Preferred Shares shall have the right thereafter to convert such Series A Preferred Shares invo the
kind and amount of shares of stock or other securities or property receivable upon such
recapitalizarion, reclassification ar other change by holders of shares of Common Stack, all
subject to further adjustment as provided herein. In such event, the formulae set forth herein for
conversion and redemption shall be equitably adjusted 1o reflect such change in number of shares
or, if shares of 2 new class of stock are issued, to reflect the marker price of the class or classes of
stock (applying the same factors used in determining the Marker Price for shares of Common
Stock) issued in connection with the above described transaction.

() Reorganizations. I at any time or from time to time after the applicable
Tssuance Date there is a capital reorganization of the Common Stock (other than a recapitaliza-
tion, subdivision, combination, reclassification or exchange of shares provided for elsewhere in
this Paragraph 8) then, as a part of such reorganization, effective provision shall be made so that
the Holders of the Series A Preferred Shares shall thereafter be entitled to receive upon
conversion of the Series A Preferred Shares the number of shares of stock or other securities or
property to which 2 holder of the aumber of shares of Common Stack deliverable upon such
conversion would have been entitled with respect to such capiral reorganization. In any such case,
appropriate adjustment shall be made in the application of the provisions of this Paragraph 8 with
respect to the rights of the Holders of the Series A Preferred Shares after the reorganization to
the end that the provisions of this Paragraph 8 shall be applicable after thas event and be as nearly
equivalent as may be practicable, including, by way of illustration and not limitation, by equitable
adjustment of the formulae set forth herein for conversion and redemption to reflect the market
price of the securities or property (applying the same factors used in determining the Marker Price
for Shares of Common Stock) issued in connection with the above described transaction.

® Di jon. In the event of a dispute between a Holder of
Series A Preferred Sharés and the Company with respect to any of the adjustments required
pursuant to the provisions of this Paragraph 8, then the Series A Preferred Shares shall be
converted in a manner consistent with the Schedule of Computations delivered as ser forth in
paragraph (b} below, and the Company shall immediately deliver to the FHolder that number of

3
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Series A Preferred Shares consistent with such Schedule of Computations. Such Holder of Series
A Preferred Shares shall then be entitled, within 60 days of receipt of the Schedule of
Computations, to submit such dispute to the American Arbitration Assaciation for resolution
according to then applicable rules thereof, which determinarion shall be final and binding. i
shall be determined that a Holder of Series A Preferred Shares should have received additional
shares of Common Stock upon such conversion (the *Undelivered Shares”) then, within three
trading days of receipt of writter notice of such determination, the Company shall issue to such
Holder that number of additional shares of Common Stack as shall have a value, based upon the
then Markez Price for Shares of Common Stock, as shall equal the Undelivered Shares times the
Market Price for Shares of Common Stock on the date of conversion. The cost of such
proceeding shall be shared 50% by the Holder or Holders of Series A Preferred Shares involved
in such dispute and 50% by the Company, except that the prevailing party, as determined by the
arbitrator presiding over, the arbitration, shall be entitled ro recover reasonable atrorney's fees,
in addition to other costs and expenses and any other available remedy. '

(h) Schedule of Computations. All adjustments pursuant to this Paragraph
8 shall be notified in writing to the Holders of Series A Preferred Shares within three (3) trading
days of the occurrence thereof and such norice shall be accompanied by a schedule of computa-
vions serting forth in detail the calculations used to determine such adjustments (*Schedule of
Cowputations™). If so requested by 2 Holder of Series A Preferred Shares, the Company shall
provide to such Holder within ten (10} trading days of its request therefor a certificarion of
concurrence to the Schedule of Computarions by the independent public accountants of the
Company. '

9. Fractiopal Shares. No fractional shares of Common Stock or scrip representing
fractional shares of Common Stock shall be issuable hereunder. The number of shares of
Common Stock that are issuable upon any conversion shall be rounded up or down to the nearest
whole share.

10.  Reservasion of Stock Issuable Upon Conversion. The Company will use its best
efforts to reserve'and keep available at all times ‘out of its authorized and unissued Common
Stock, free of preemptive rights, such number of shares of Common Stock as shall be sufficient
to enable the Company to satisfy any obligation to issue shares of Common Stock upon
conversion of all of the Series A Preferred Shares pursuant herero.

11.  Taxes. The Company shall pay any and all taxes which may be imposed upon it
with respect to the issuance and delivery of Common Stock upon conversion of the Series A
Preferred Shares.

12.  Voting Rights. Holders of Series A Preferred Shares shall have no voting righs,
except as required by law, including bur not limited to the General Corporation Act of the State
of Florida, and as expressly provided in this Certificate of Designations.

13, ing- In the event of any voluntary or

Licuidation. Dissoluri Wind
involuntary liquidation, dissolution or winding up of the Company, the holders of the Series A
Preferred Shares shall be entitled to receive in cash out of the assets of the Company, wherher
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from capital or from earnings available for distribution to its sharcholders (the "Preferred
Funds"), before any amount shall be paid to the halders of any of the capital stock of the
Company of any class jiinior in rank vo the Series A Preferred Shares {the "Tunior Shares") in
respect of the preferences as to the distributions and payments on the liquidation, dissolution and
winding up of the Company, an amount per Series A Preferred Share equal to the sum of () the
Purchase Price and (i} any accrued but unpaid dividends (such sum being referred to as the
"1 iquidation Value*); provided that, if the Preferred Funds are insufficient to pay the full amouat
due to the holders of Series A Preferred Shares and holders of shares of other classes or series of
preferred stock of the Company thar are of equal rank with the Series A Preferred Shares as to
payments of Preferred Funds (the "Pari Passu Shares"), then each holder of Series A Preferred
Shares and Pari Passu Shares shall receive a percenrage of the Preferred Funds equal to the full
amount of Preferred Funds payable to such holder as a liquidation preference, in accordance with
their respective Certificate of Designations, Preferences and Rights, as a percentage of the full
amount of Preferred Funds payable to all holders of Series A Preferred Shares and Pari Passu
Shares. The purchase or redemption by the Company of stock of any class, in any manner
permitted by law, shall nét, for the purposes hereof, be regarded as a liquidation, dissolution or
winding up of the Company. Neither the consolidation or merger of the Company with or into
any other person, nor the sale or transfer by the Company of substaatially all or less than
substantially all of its assets, shall, for the purposes hereof, be deemed to be a liquidation,
dissolution or winding up of the Company. No helder of Series A Preferred Shares shall be
entitled 1o receive any amounts with respect thereto upon any liquidation, dissclution or winding
up of the Company othér than the amounts provided for hesein.

14.  Preferred Rank. All shares of Common Stock shall be of junior rank to all Series
A Preferred Shares in respect to the preferences as 1o distributions and payments upon the
liquidation, dissohution and winding up of the Compaay. The rights of the shares of Common
Stock shall be subject to the preferences and relative rights of the Series A Preferred Shares,
Withou the prior express written consent of the Holders of not less than two-thirds (2/3) of the
then outstanding Series A Preferred Shares, the Company shall niot hereafter authorize or issue
additional or other capital stock that is of senior rank o the Series A Preferred Shares in respect
of the preferences as to distributions and payments upon the liquidation, dissolution and winding
up of the Company. Without the prior express written consent of the Holders of not less than
two-thirds (2/3) of the then outstanding Series A Preferred Shares, the Company shall net
hereafter authorize or make any amendment vo the Company's Arsicles of Incorporation or by-
laws, or file any resolution of the board of directors of the Company with the Secretary of State
of the Stare of Florida, containing any provisions which would adversely affect or otherwise
impair the rights or relative priority of the holders of the Series A Preferred Shares relative to the
holders of the Common Stock or the holders of any other class of capital stock. Unless the
Company shall comply with Paragraph 4 above, in the event of the merger or consolidation of
the Company with or into another corporation, the Series A Preferred Shares shall maintain their
relative powers, designations and preferences provided for herein.

15. i X i nd Cq ends wi or Capita
Stocls. Until all of the Series A Preferred Shares have been converted or med as provided
herein, the Company shall net, directly or indirectly, redeem, or declare or pay any cash dividend
or distribution on, its Common Stock without the prior express written consent of the Holders
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.of not less than two-thirds (2/3) of the then outstanding Series A Preferred Shares.

16.  Limitation on Number of Conversion Shares. The Company shall not be
obligated 1o issue upon conversion of the Series A Preferred Shares, in the aggregate, more than
a number of shares of Common Stock which, when added to the number of shares issuable upon
exercise of the warrants 1o purchase up o 250,000 shares of Common Stock issued in connection
with the Series A Prefeired Shares, shall equal 19.99% (such percentage to be appropriately
adjusted in the event of any change in the regulations of the Nasdaq National Markes or other
principal securities exchange or market upon which the Common Stock is or becomes traded) of
the number of shares of Common Stock outstanding on the Issuance Date (such amount to be
proportionately and equitably adjusted from time to time in the event of stack splits, stock
dividends, combinations, reverse stock splits, reclassifications, capital reorganizations and similar
events relating ta the Common Stack) (the *Exchange Cap"), if issuance of a grearer number of
shares of Common Stock would constitute a breach of the Company*s obligations under the rules
or regulations of The Nasdaq Stock Marker, Inc. or any other principal securities exchange or
market upon which the Common Stock is or becomes traded. The Exchange Cap shall be
allocated among the Series A Preferred Shares pro rata based on the total sumber of authorized
Series A Preferred Shares.

17.  Voreto Change the Terms of or Issue Series A Preferred Shares. The affirmative
vote at 2 meeting duly called for such purpose or the written consent without a meeting, of the
Holders of not less than two-thirds (2/3) of the then outstanding Series A Preferred Shares, shall
be required for the following actions to be taken by the Company: (1) any change to this
Certificate of Designations or the Company's Articles of Incorporation which would amend,
alter, change or repeal any of the powers, designarions, preferences and rights of the Series A
Preferred Shares or otherwise impair the rights or relative priority of the Holders of the Secies
A Preferred Shares relative to the holders of the Common Stock or the holders of any class of
capital stock, or (2) any issuance of Series A Preferred Shares other than pursuant to the
Subscription Agreement.

18.  NoReissuance of Series A Preferred Shares. No Series A Preferred Shares acquired
by the Company by reason of redemption, purchase, conversion or otherwise shall be reissued,
and all such Series A Preferred Shares shall be retired. No addirional shares of Series A
Convertible Preferred Stock shall be authorized or issued in addition to the Preferred Shares
without the consent of ar least 66 2/3% in interest of the Holders of Series A Preferred Shares
outstanding immediately prior thereto.

19. No Impairment. The Company shall not intentionally take any action which
would impair the rights and privileges of the Series A Preferred Shares set forth herein or the
Holders thereof.

20.  Limitations on Holder's Right to Convert. Notwithstanding anything to the
contrary contained herein, each Conversion Notice shall contain a representation thar, after
giving effect to the issuance of the shares of Common Stock pursuant to such conversion notice,
the toral number of shares of Common Stock deemed beneficially owned by the Holder
{excluding shares that might otherwise be deemed beneficially owned by reason of the conversion
right in the Series A Preferred Shares owned by the Holder), together with all shares of the
Common Stock deemed beneficially owned by the Holder's "affiliates” as defined in Rule 144 of
the Act, will not exceed 4.9% of the toral issued and outstanding shares of Common Stock.
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21, B,ggmpn_ﬁum:nsmn, In the event that at any time or from time to time the
effectiveness of any registration statement with respect to the Commoa Stock issuable upon
conversion of the Series A Preferred Shares is suspended or trading in the Common stack on the
New York Stock Exchange or the NASDAQ National Market System is suspended for a period
of time ("Blackout Period"), the Mandatory Conversion Date hereunder shall be extended for a
period equal to 1.5 times the number of days in such Blackout Period. Furthermore, additional
provisions pertaining to the suspension of effectiveness of such registration starement sec forth
in Section 6 of the Registration Rights Agreement shall be applicable in the event of 2 Blackout
Period and are specifically incorporated by reference herein.

22,  Waivers of Demand, Erc. The Company hereby expressly waives demand and
presentment for payment, notice of nonpayment, protest, notice of protest, natice of dishonor,
notice of acceleration or intent to accelerats, bringing of suit and diligence in taking any action
to collect amounts called for hereunder and will be directly and primarily liable for the payment
of all sums owing and to be owing hereunder, regardless of and without any netice, diligence, act
or omission as or with respect to the collection of any amount called for bereunder.

23.  Replacement Serjes A Proferred Shares. In the event that any Holder notifies the
Company that its Serieg A Preferred Shares have been lost, stolen or destroyed, a replacement
certificare identical in all respects to the original certificate (except for registration number and
Purchase Price, if different than that shown on the original certificate) shall be promptly issued
by the Company o such Holder, provided thar the Holder executes and delivers 1o the Company
an agreement reasonably satisfactory to the Company to indemnify the Company from any loss
incurred by it in connection with such Series A Preferred Shares.

24.  Payment of Expenses. The Company agrees to pay all reasonable debts and
expenses, including reasonable attorneys' fees, which may be incurred by the Holder in enforcing
the provisions of this Centificate of Designations, the Subscription Agreement, the Warrants (as
defined in the Subscription Agreement) or the Registration Rights Agreement.

25.  Additional Rights.

@)  Trgeering Event. A "Triggering Event® shall be deemed to have occurred
at such time as any of the following events:

() while a Registration Statement is required to be maintained effective
pursuant to the terms of the Registration Rights Agreement, the effectiveness of such
Registrarion Statément lapses for any reason (including, withour limitation, the issuance
of a stop order) or is unavailable to the Holder of the Series A Preferred Shares for sale of
the Registrable Securities (as defined in the Registration Rights Agreement) in accordance
with the terms of the Registration Rights Agreement, and such lapse or unavailabilivy
continues for a period of thirty consecutive trading days (a "Registration Statement
Lapse");

(i) the failure of the Common Stack to be listed or the suspension of
trading of the Common Stock on the Nasdag National Market, The Nasdaq SmallCap
Market, The New York Stock Exchange, Inc. or The American Stock Exchange, Inc. for
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a period of five consecutive days (2 *Listing Failure");

(iii) the Company's notice to any Holder of Series A Preferred Shares,
including by way of public announcement, at any time, of its intention xot to comply
with proper requests for conversion of any Series A Preferred Shares into shares of
Common Stock, or its failure to effect any such conversion due to any of the reasons set
forth in Paragraph 26(a) below (2 "Conversion Announcement”).

(b Ri In addition to all other rights of the Holders of Series A
Preferred Shares contained herein, after 2 Triggering Event (as defined above), the Company shall
pay the Holders $100,000 on the first day of each month until () in the case of a Registration
Statement Lapse, the applicable Registration Staterent again becomes effective or is otherwise
made available to the Holders, (i) in the case of a Listing Failure, the Common Stock is listed or
trading with respect to the Common Stock is resumed on the Nasdaq National Market, The
Nasdaq SmallCap Marker, The New York Stock Exchange, Inc. or The American Stock
Exchange, Inc., or (iii) in the case of a Conversion Announcement, the Company annouaces thar
it will comply with proper requests for conversions of Series A Preferred Shares into Common
Stock. Such $100,000 payment shall be pro rated for partial months and shall be paid to the
Holders pro rata in accordance with their respective holdings of Series A Preferred Shares.

26.  Inabilivy ro Fully-Convert.

(3 ¥, upon the Company's receipt of 2 Conversion Notice, the Company does not issue
shares of Commen Stock registered for resale under the Registration Statement for any reason,
including, without limitation, because the Company (x) does not bave a sufficient aumber of
shares of Common Stack authorized and aveilable, (y) is otherwise prohibited by applicable law
or by the rules or regulations of any stock exchange, interdealer quotation system or other self-
regulatory organization with jurisdicrion over the Company or its securities, including without
limitation the Exchange Cap, (as herein defined), from issuing afl of the Common Stock which
is to be issued to a Holder of Series A Preferred Shares pursuant to a Conversion Notice or (2)
fails to have a sufficient number of shares of Common Stock registered for resale uader the
Registration Statement, then the Company shall issue as many shares of Common Stock as it is
able to issue in accordance with such Holder’s Conversion Notice and, if such condition remains
unremedied for a period of thirty days after the Company's receipt of 4 Couversion Notice with
respect to the unconverted Series A Preferred Shares, the rate of dividend on all of the Series A
Preferred Shaves (including Series A Preferred Shares for which 2 Conversion Notice has not yet
been sent), shall, to the maximum extent permitted by law, be permanently increased by two
percent (2%) (L.e., from 5% to 7%) commencing on the first day of the thirty (30) day period (or
part thereof) following the receipt of a Conversion Notice; an additional two percent (2%)
commencing on the first day of each of the second and third such thirry (30) day periods (or part
thereof); and an additional one percent (1%) on the first day of each consecutive thirty (30) day
period (or part thereof) thereafter until such securities have been duly converted or redeemed as
herein provided; provided that in no event shall the rate of dividend exceed the lower of 20% and
the highest rate permitted by applicable law. Any such dividend which is not paid when due
shall, 1o the maximum extent permicted by law, accrue dividends uatil paid at the raze from time
to time currently equal‘to the dividend rate on the Series A Preferred Shares, The Company
agrees to use its best efforts to obtain shareholder approval prior to October 31, 1998 of issuance

13




AUG~-18-19398 1B8:47 THE PANDA PROJECT 551 994 3217 P.15718

- of shares of Common Stock in excess of the Exchange Cap to permit the Company to issue all
of the Common Stock which is to be issued to a Holder of Series A Preferred Shares pursuant to

2 Conversion Notice.

(b) In the event the Company receives a Conversion Natice from more than one
Holder of Series A Preferred Shares on the same day and the Company can convert some, but not
all, of the Series A Preferred Shares pursuant to this Paragraph 26, the Company shall convert
from each Holder of Series A Preferred Shares electing to have Series A Preferred Shares
converted at such time an amount equal to such Holder's pro-rara amount (based on the number
of Series A Preferred Shares held by such Holder relarive to the number of Series A Preferred
Shares outstanding) of all Series A Preferred Shares being converted at such time.

27.  Savipgs Clause. In case any provision of this Cestificate of Designations is held by
a court of competent jurisdiction to be excessive in scope or otherwise invalid or unenforceable,
such provision shall be adjusted rather than voided, if possible, so that it is enforceable to the
maximum extent possible, and the validity and enforceability of the remaining provisions of this
Certificate of Designations will net in any way be affected or impaired thereby.

28, i . This Certificate of Designations, the Subscription Agreement,
the Warrant, the Registration Rights Agreement and the agreements referred to in this Certificate
of Designations constitute the full and eatire understanding and agreement berween the Company
and the Holder with respect to the subject hereof. Neither this Certificate of Designations nor
any term hereof may be amended, waived, discharged or terminated other than by 2 written
instrument signed by the Company and the Folder.

29.  Assignment, Exc. ‘The Holder may, subject to compliance with the Subscription
Agreement and to applicable Federal and state securities laws, traasfer or assign the Series A
Preferred Shares or any interest therein and may mortgage, encumber or transfer any of its rights
or interest in and to the Series A Preferred Shares or any part hereof and, without limiration, each
assignee, transferee and mortgagee (Which may include any affiliate of the Holder) shall have the
right to transfer or assign its inverest. Each such assignment shall be of 2 minimum of ten (10)
Series A Preferred Shares, or shall be all of the Holder's Series A Preferred Shares. Each such
assignee, transferee and mortgagee shall have all of the rights of the Holder under this Certificate
of Designations. The Company agrees that, subject to compliance with the Subscription
Agreement, after receipt by the Company of wrirten notice of assignment from the Holder or
from the Holder's assipnee, all amounts which then and thereafter become due under this
Certificate of Designarions shall be paid to such assignee ar the place of payment designed in such
notice. This Cerrificate of Designations shall be binding upon the Company and its successors
and shall inure to the benefit of the Holder and its successors and assigns.

30. No Waiver. No failure on the part of the Holder to exercise, and no delay in
exercising, any right, remedy or power hereunder shall operate as 2 waiver thereof, nor shall any
single or partial exercise by the Holder of any right, remedy or power hereunder preclude any
other or future exercise of any other right, remedy or power. Each and every right, remedy or
power hereby granted to the Holder or allowed ix by law or other agresment shall be cumulative
and not exclusive of any other, and may be exercised by the Holder from time to time.

31.  Miscellaneous. Unless otherwise provided herein, any notice or other communica-
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* tion to a party hereunder shall be sufficiently given if in writing and personally delivered or
mailed vo said party by certified mail, return receipt requested, at its address sec forth herein or
such other address as either may designate for itself in such notice to the other and communica-
tions shall be deemed to have been received when delivered personally or, if seat by mail or
facsimile, then when actually received by the party to whom it is addressed. Immediately upon
filing of these Seventh Axricles of Amendment, the New Series A Shares shall be deemed 1o have
been issued in exchange for the Old Series A Shares and references herein to Series A Preferred
Shares shall be deemed to be references to New Series A Shares and any additional Series A
Preferred Shares issued on or after the dats hereof, Each holder of a certificate representing Old
Series A Shares shall be entitled to exchange such cerrificate for a new cerrificate representing
New Series A Shares, but the failure to effect such an exchange of certificates shall not impair
such holder's rights as 2 holder of New Series A Shares. Whenever the sense of these Seventh
Articles of Amendment requires, words in the singular shall be deemed to include the plural and
words in the plural shall be deemed to include the singular. If more than one Company is named
herein, the Lability of cach shall be joint and several. Paragraph headings are for convenience
only and shall not affect the meaning of this document.

THIRD: The amendment was duly adopted by the directors of the Company on
August 12, 1998, without shareholder action, which was not required for effectiveness pursuant
to Section 607.0602 of the Florida Business Corporation Act.
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" IN WITNESS WHEREOF, the Company has caused this instrument to be duly executed by an
officer thereunto duly authorized.

Dated: August 12, 1998

THE PANDA PROJE
_/

Print Title:: Saw 3 D a

Print Address: o2 o

ATTEST B Kb, Pl 3545

P

A%/JVT SECKETAL
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s EXHIBIT 1

(To be Executed by Registered Holder
in order to Convert Series A Preferred Shares)

CONVERSION NOTICE
FOR
SERIES A CONVERTIBLE PREFERRED STOCK

The undersigned, as Holder of __ shares of Series A Convertible Preferred Stock of The Panda
Project, Inc. {the "Company"), Nos. (the "Series A Preferred Shares"), hereby
irrevocably elects to converr the Series A Preferred Shares into shares of Common Stock, par
value $.01 per share (the "Common Stock”), of the Company according to the conditions of the
Certificate of Designations, Preferences and Rights of the Series A Preferred Shares, as of the date
written below. The undersigned hereby requests that share certificates for the Common Stock
10 be issued 1o the undersigned pursuant to this Conversion Notice be issued in the name of, and
delivered to, the undersigned or its designee as indicated below. If shares are to be issued in the
name of 2 person other than the undersigned, the undersigned will pay all transfer taxes payable
with respect thereto, No fee will be charged to the Holder for any conversion, except for transfer
taxes, if any.

The undersigned represents that, after giving effect to the shares of the Common Stock to be
issued pursuant to such conversion notice, the total number of shares of Commeon Stock deemed
beneficially owned by the undersigned, together with all shares of Common Stock deemed
beneficially awned by the undersigned's "affiliates” as defined in Rule 144 of the Act, will not
exceed 4.9% of the total issued and outstanding shares of Common Stock.

Conversion Informarion: NAME OF HOLDER:

By:

Print Name:

Print Title:
Print Address of Holder:

Tssue Common Stock to:
ate

Date of Conversion

........................................ Applicable Conversion Rate
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" EXHIBIT 2

PIK STATEMENT
Date:
T'o: [Name of Holder of Series A Preferred Shares]("Holder")

Re: -+« . Series A Convertible Preferred Stock ("Series A Preferred Shares") of The Panda Project,
Inc. (the "Company") Nos. .

In lieu of paying dividends on the above-referenced Series A Preferred Shares in coin or currency,
the Company hereby elects to pay dividends on the Series A Preferred Shares, for the Dividend
Payment Date indicated below, by having the amount of such dividends added to the Purchase
Price of the Series A Preferred Shares. The Company hereby certifies to the Holder, irs successors
and assigns, that the Purchase Price of the Series A Preferred Shares after delivery of this PIK
Staterment equals the amount indicated below. Capitalized terms used in this PIK Statement and
not otherwise defined shall have the meaning ascribed thereto in the Certificate of Designations
for the Series A Preferred Shares.

Dividend Payment Date:

Purchase Price prior to issuance
of this PIK Statement: Uss

PIK Dividend: uss

Purchase Price After
issuance of this PIK Statement: Us$

IN WITNESS WHEREOF, this PIK Statement has been duly executed and
delivered on the dare first written above.

THE PANDA PROJECT, INC.

By:
Print Name:
: Print Title;
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