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C Preferred Stock, an amount in cash eqgual to the greater of (i)
the Stated Value pexr share or (ii) assuming conversion of the
Series B Preferred Stock or the Series C Preferred Stock, as the
case may be, pursuant to Section 5, the amount such holdexr would
have received had such holder converted its Series B Preferred
Stock or Seriesg C Preferred Stock into Common Stock immediately
Prior to such distribution. If upon any such liquidation,
dissolution or winding up of the Corporation the remaining aggets

ahares of
Stock the
holders of

full amount to which they shall be entitled, the
shares of teries B Preferred Stock and the holders of

shares of Series C Preferred Stock, and any class of stock

(c) Afrer the Payment of all Preferential amounts

required to be Paid to the holders of the Series A Prefarred
Stock, any other Seniur Preferred Stock, Series B Preferred
Stock, Series C Preferved Stock and any other series of Prefarred
Stock upon the dissolurion, liguidation or winding up of the
Corporation, Lhe holders of shares of Common Stock then
outstanding shall be enticled to recaive the remaining assets ang
funds of the Corporation available for distribution to itg

any other corporation into or with the Corporation, or the sale,
conveyance, mortgage, Pledge or lease of all or substantially all
the assets of the Corpcration shall not be deemed to be a
liquidation, dissolution ox winding up of the Coxporation for
purposes of thig Section 3.

IJECTION 4. VOTING.

(a) Except as provided in Section 4(g), each isgued

and outstanding share of Preferred Stock shall pe entitled to the
number of votes equal to the number of shares of Common Stock
inte which each such share of Preferred Stock is convertible (as
adjusted from time to time pursuant to Section 5 hereof), at each
meeting of stockholders of the Corporation (or pursuant to any
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action by written consent) with respedt to any and all matters
presented to the stockholders of the Corporation for theix action
©X consideration. Except as provided by law, by the provisions
of this Section 4 or by the provisionsg establishing any othexr
series of Praferred Stock, holders of Preferred Stock shal]l vote
together with the holders of Common Stock as a single elags.

() (i) As provided in and subject to the terms of
this Section 4 (b), the holders of Series A Preferred Stock shall
have the exclusgive right, voting Separately as a class, to elect
Up to three directors (herein referred to as the "Series A
Directors®).

(ii} In addition to the rights of election provided in
Section 4(b) {iii), so long as Warburg, Pincus Equity
Partners, L.P., a Delaware limited pPartnership (“Warburg”)
and its Affiliates beneficially own shares of Series A
Preferred Stock comprising at least fiftreen percant (15%) of
the outstanding Common Stock (assuming conversion of all
Preferred Stock), Warburg and its Affiliates shall have the
exclusive right to ¢lect two Series A Directoxs. 1In the
event Warburg and its Affiliates beneficially own shareg of
Series A Preferred Stock comprising at least five percent
(5%) but less than fifteen percent (15%) of the outstanding

right to elect one Series A Director. 1In the evant Warburg
and its Affiliates beneficially own shares of Series A
Preferred Stock ccmpriging less than five percent (5%) of
the cutstanding Common Stack (agsuming conversion of all
Preferred Stock), thenm Warburg and ite Affiliates shall have
no right to elect a Serieg A Director,

(iii) In addition to the rights of election provided
in Section 4(b) (ii), so long as Prudential Securities Group,
Inc., a Delaware corporation ("PSGI"), and irs Affiliates
and Transferece owa shares of Series A Preferred Stock
comprising, in the fggregate, at least five percent (5%} of
the outstanding Common Stock (assuming conversion of all
Preferred Stock), PSGI or its Afflliates or Transfareas, ags
the case may be, shall have the exclugive right to elect one
Series A Director. In the event PSGI and its Affiliates and
Transfereeg beneficially own shareg of Series A DPreferred
Stock comprising, in the aggregate, less than five percent
{S¥) of the outstanding Common Stock (assuming conversion of
all Preferred Stock), then PSGI and its Affiliates and
Transferees ghall have no right to elect a Series A
Direccor. For purpoges of this Section 4{b) (iii)
“Transferees” shall mean the transferees of Series A
Preferred Stock pu~suant to Section €.9 of that certain
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Securities Puxrchase Agreement, dated as of May 5, 2000,
and among the Ccrporation, QuadraMed Corporation, QuadraMed
Operating Corporation and the investors named therein.

(iv) All Series A Directors provided purauant to
Sections 4(b) (ii}) ang 4(b) (11i) shall be elected by the
affirmative vote of the holders of record of a majority or
the outstanding shares of Series A Preferred Stock either at
meetings of stockholders at which directors are elected, a
special meeting of holders of Series A Preferred Stock or by
written coensent without a meekting in accordance with the
@General Corporation Law of Delaware. Each Series A Director
S0 elected shall serve for a term of one year and until his
3uccasgsor is elected and qualified. Any vacancy in the
pPosition of a Serieg A Director may be fillegd only by the
holders of the Series A Preferred Stock. Bach Series A
Director may, during his or her term of office, be removed
at any time, witk or without causge, by and only by the
affirmacive vore, at =z special meeting of holders of Series
A Preferred Stock called for such purpose. or the written
consent, of the holders of record of a majority of the
outstanding shares of Series A Preferred sStock. Any vacancy
created by such removal may also be filled at guch meeting
or by such consert.

{e) So long as QuadraMed Operating Corporation
("QuadraMed") or an Affiliate thareof beneficially owns shares of
Series B Preferred 8tock compriging at least five Pexrcent (S5%) of
the outstanding Common Stock (asguming conversion of all
Preferred Stock), the holders of Series = Preferred Stock shall
have the exclusive right, voting Separately as a class, to elect
one director (herein referred to as tha “"Saries B Director"). 1In
the event QuadraMed and its Affiliates beneficially own shares ot
Series B Preferred Sto=k comprising less than five pexrcent (S5%)
of the outstanding Common Stock (assuming conversion of all
Preferred Stock), then QuadraMed and irs Affiliates shall have no
right to elect a Series B Director. The Series B Director shall
be elected by the affirmative vote of the holders of record of a
majority of the cutstanding shares of Series B Preferred stock

General Corporation Law of Delaware. The Series B Director so
elected shall serve for a4 term of one year and until hisg or her
Successor ig elected ang qualified. Any vacancy in the position
of a Series B Director may be filled only by the helders of the
Serics B Preferred Stocwc. The Seriee B Director may, during his
Or her term of office, be removed at any time, with or without
cause, by and only by the affirmative vote, at a special meeting
of holders of Series B Preferred Stock called for such purpose,

-8-
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Or the written consent, of the holders of record of a majority of
the outstanding shares of Series B Preferred sStock. Any vacancy

created by such removal may also be filled at such meeting or by

Such conaent .

percent (10%) of the outstanding Common Stock (agsuming
conversion of all Preferred Stock), in additjion to any othar
rights provided by law, the Corporation shall not, without first
cbtaining the affirmative vote or written consent of the holders
of a majority of the cutstanding shares of Series A Preferred
Stock:

(1) amend or repeal any provision of the
Corporation's Certificate of Incorporation or By-Laws in a
manner adversely affecting the holders of Series A Preferred
Stock;

(ii) authorize or effect the payment of Qividends
or the redemption or repurchase of any capital gtock of the
Corporation or rights to acquire capital stock of the
Corporation (other than the repurchase of stock from
employees of the Corporation or its subsidiaries pursuant to
repurchagse rights undey vesting provigions related to the
length of period 5f employment of such employees at purchage
pPrices initially paiq by such employees for such shares) ;

(1idi) ener into any transaction, other than
employment agreemencg on a basis consistent with past
Practice, with any officer, director or beneficial owner of
five percent (5%) or more of trhe Common Stock or any
Affiljate or any of the foregoing;

(iv) amend, alter or repeal the preferxenccs,
Special rightg or other powers of the Serieg a Preferred

Stock, For thisg Purpose, the authorization or issuance of
any series of Preferred Stock with preference or priority
over, or being on a pParity with the Series A Preferred Stock
28 o the right te receive either dividends or amounts
distributable upon liquidation, dissolution Or winding up of
the Corporation shall be deemed so to affect adversely thae
Series A Preferred Stock;

{v) distribute money or other property in respect
of any stock other than Series A Preferred sStock; issye debt
that is convertibls into stock of the Corporation; or issue
Stock that enjoys a Priority as to dividends or on
liquidation;
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(vi) acthorize or effect the issuance by the
Corporation of any shares of capital stock or righta to
acquire capital stock other than (x) pursuant to options,
warrants, conversion oxr subscription rights in existence on
the initial date of isauance of the Serles A Preferred Stock
or {y) pursuant to stock option, stock bonus or other
employee stock plans for the benefit of the employees of the
Corporation or ite subgidiaries in existence as of such
date or thereafter approved with the consent of the holders
of a majority of the then outstanding shares of Series A
Preferved Stock;

(vii) authorize or effect (a) any sale, lease,
transfer or other disposition of all or substantially all
the asgets of the Corporation; (b) any mexger or
consolidation or other reorganization of the Corporation
with or into another corporation, (¢) the acquisition by the
Corporation of another corporation by means of a purchase of
all or substantially all of the capital stock or assets of
such corporation, or (d) a liquidation, winding up,
dissolution or adoption of any plan for the same; or

(viii) authorize or effect the election or removal
of any officer of the Corporation,

() So long as QuadraMed and its Affiliates
beneficially own (i) skhares of Series B Preferred Stock
compriging at least ten percent (10%) of the outstanding Series B
Preferred Stock and (ii) shares of Series B Preferred Stock and
Series C Preferred Stock comprising at least ten percent (10%) of
tha outstanding Common Stock {asguming conversion of all
Preferred Stock), in addition to any other rights provided by
law, the Corporation shall not, without first obtaining the
affirmative vote or written consent of the holders of a majority
of the outstanding shares of Series B Prefarred Stock:

(1) amend or repeal any provision of the Corperation's
Certificate of Inccrporation or By-Laws in a manner
adversely affecting the holders of Series B Praeferred Stock:

(1i) authorize or effect the payment of dividends

(other than dividerds on the Series A Preferred Stock in
acocordance with Section 2 hereof) or the redemption or
repurchase of any capital stock of the Corporation (cther
than a redemption of the Series A Preferred Stock in
accordance with Section 8 hereof) or rights to acquire

' capital stock of the Corporation (other than the repurchase
of stock from emplovees of the Corporation or its
subsidiaries pursuant to repurchase rights under vesting
provisions related to the length of period of employment of

-10-
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such employees at purchase Prices initially paid by such
employees for guch shares);

(iii) enter into any transaction, other than
employment agreements on a basias consistent with past
bractice, with any officer, director or beneficial owner of
five percent (5%) or more of the Common Stock (assuming
conversion of all Preferred Stock) or any Affiliate of any
of the foregoing;

{iv) arend, alter or repeal the preferencesg,
special rights or other powers of the Series B Preferred
Stock so as to affect adversely the Series B Preferred
Stock; or

(v) except for dividends on the Series A
Preferred Stock in accordance with Section 2 hereof,
distribute money oxr other property in respect of any stock
other than Series B YPreferred Stock.

(f) So long as QuadraMed and ite Affiliales
beneticially own shares of Series C Preferred Stock comprising at
least ten percent (10%) of the outstanding Series ¢ Preferred
Stock and (ii) ahares of Series B Praferred Stock and Series C
Preferred Stock comprising at least ten percent (10%) of the
outstanding Common Stock {assuming conversion of all Preferred
Stock), in addition to any other rights provided by law, the
Corporation shall not, without firat obtaining the affirmatrive
vote or written consent of the holders cf a majority of the
curstanding shares of Series C Preferred Stock:

(i} amend or repaal any provision of the
Corporation's Cercificate of Incorporation ox By-lLaws in a
manner adversely affecting the holders of Series ¢ Preferred
Stock;

{i1) authorize or effect the payment of dividends
{other than dividends on the Series A Preferred Stock in
accordance with Section 2 hereof) or the redemption or
repuxchase of any capital etock of the Corporation (other
than a redemption of the Saries A Preferred Stock in
accordance with Section 8 hereof) or rights ro acquira
capital atock of the Corporation ({other than the repurchase
of stock from employees of the Coxporation or its
subsidiaries pursuant to repurchase rights under vesting
pProvisions related to the length of period of employmant of
such employees at purchase prices initially paid by such
employees for such shares) ;

(1ii) enter into any transaction, other than
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employment agreements on a basis consistent with past
practice, with any officer, directox or beneficial owner of
five percent (5%) or more of the Common Stock (assuming
conversion of all Preferred Stock) or any Affiliate of any
of the foregoing;

(iv) amend, alter or repeal the preferences,
speclal rights or other powers of the Series C Preferred
Stock so am to affect adversely the Serjes C Preferred
Stock; or

{v) except for dividends on the Scries A
Preferred Stock in accordance with Section 2 hereof,
distribute money or other property in respect of any stock
other than Series ¢ Preferred Stock.

(¢4} Except as provided by law or in Section 4(f), {i)
the heolders of Sexies C Prefarred Stock shall have no voting
rights and (ii) any reference in this Section 4 to voting rights
of holders of Preferred Stock, to holders of Preferred Stock
voting separately as a class, or to holdexs of Preferred Stock
voting together with the holders of Commen Stock as a single
class shall bs construed as excluding the holders of tha shares
of Series C Preferred 3tock from any such vote.

SECTION 5. OPTIONAL CONVERSION. Each share ot
Preferred Stock may be converted at any time, at the option of
the holder thereof, into the number of fully-paid and
nonassessable shares of Common Stock obtained by dividing the
Stated Value by the Conversion Price then in effect (the
"Conversion Rate"), provided, however, that on any redemption of
any Preferred Stock or any liquidation of the Corporation, the
right of conversion shall terminate at the ¢lose of business on
the full business day next Preceding the date fixed for such
redemption or for the payment of any amounts distributable on
liquidation to the holders of such Preferred Stock.

(a) The initial conversion price, subject to
ad]ustment ag provided herein, ims equal to £10.00 (rhe
"Conversion Price"). The initial Conversion Rate for the
Preferred Stock ghall be one share of Common Stock for each one
share of Praferred Stock surrendered for conversion. The
applicable Conversion Rate and Conversion Price from time to time
in effect is subject to adjustment as hereinafter provided,

. {b)  The Coxporation shall not isgue fractions of
shares of Common Stock vpon convergion of Preferred Stock or
scrip in lieu thereof. If any fraction of a share of Common
Stock would, except for the provisions of this Section S(b), e
issuable upon conversior of Preferred Stock, the Corporation

-12-
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shall in lieu thereof Pay to the person entitled thereto an
amount in cash equal to the current value of such fraction,
calculated to the nearest one-hundredth (1/100) of a shara, to be
compuited (i) if the Common Stock ig listed on any natieonal
securities exchange, on the basis of the last sales price of the
Common Stock on such exchange (or the quoted closing bid price if
there shall have been no sales) on the date of convarsion, or

(i1) if the Common Stock shall not be listaed, on the basisg of the
mean between the closing bid and asked prices for the Common
Stock on the date of conversion as reported by NASDAQ, or its
succezxsor, and if there are not guch closing bid and asked
prices, on the basgig of the fair market value rer share ag
determined by the Board of Directors.

{c) Whenever the Conversion Rate and Conversion Price
shall be adjusted as provided in Section 6 hereof, the
Corporation shall forthwith file at each office designated for
the conversion of Preferred Stock, a statement, signed by the
Chairman of the Board, the President, any Vice President or
Treasurer of the Corpcration, showing in reasonable detail the
facts requiring such adjustment and the Conversion Rate that will
be effective after such adjustment. The Corporation shall also
Cause a notice getting forth any such adjustments to be gent by
mail, fivst class, postage prepaid, to each record holder of
Preferred Stock at his Or its addrese appearing on the stock
registex. If such notice relateg to an adjustment resulting from
an event referred to ia Section 6(g) hereof, euch notice shall be
included as part of the notice required to be mailed and
Published under the provigions of Section 6 (g) hereof.

(d)  In order to exercise the conversion privilege, the
holder of Preferred Stock to be converted ghall surrendecs hisg or
its certificace or certificates therefore to the principal office
of the transfer agent for the Preferred Stock (ox if no transfer
agent be at the time appointed, then the Corporatisn at ita
principal office), and shall give written notice to the
Corporation at such cffice that the holder elects to convert the
Preferred Stock represented by such cercificates, or any number
thexeof. Such norice shall also state the name or names {with
address) in which the certificate or certificates for shares of
Common Stock which shall be issuable on such conversion shall be
issued, subject to any restrictions on tranefer relating to
shares of the Preferred Stock or shares of Common Stock upon
conversion thereof. If go required by the Corporation,
cercificates surrendered for convereion shall Le endorsed or
accompanied by written instyument or instruments of transfer, in
form extisfactory to che Corporation, duly authorized in writing.
The date of receipt by rhe transfer agent {(or by the Corporation
1f the Corporation servss as its own transfer agent) of the
certificates and notice shall be the convarsion date. As soon as
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practicable after receipt of such notice and the surrender of the
certificate or certificates for Preferred Stock as aforesaid, the
Corporation shall cause to be isgued and delivered at such office
to such holder, or on his or its written order, a certificate or
certificates for the number of full shares of Common Stock
issuable on such conversion in accordance with the provisions
hereof, cash as provided in Section 5(b) hereof in respect of any
fraction of a share of Common Stock otherwise issuable upon such
conversion and, if leses than all shares of Preferred Stock
rcpresented by the certificate or certificates so surrendered are
being converted, a residual certificate or certificates
representing the shares of Preferred Stock not converted.

{e) The Corporation shall at all times when the
Preferrad Stock shall be outstanding reserva and keep available
out of its authorized but unissued stock, for the purposes of
effecting the conversion of the Preferred Stock, such number of
its dquly authorized shares of Common Stock as shall from time Lo
time be sufficient to affect the conversion of all outstanding
Preferred Stock. Before taking any action that would cause an
adjustment reducing the Conversion Price below the then par value
of the shares of Commen Stock issuable upon conversion of the
Prefexrred Stock, the Corporation will take any corporate action
that may. in the opinicn of its counsel, be necessary in order
that the Corporation may validly and legally issue fully-paid and
nonassessable shares of such Common Stock at such adjusgted
conversion price.

(£) All shares of Preferred Stock which shall have
been surrendercd for conversion as herein provided shall no
longer be deemed to be outstanding and all righta with respect co
such sghareyg, including the rights, if any. to raceive notices and
to vote, shall forthwith cease and terminate except only the
right of the holder thereof to receive shares of Common Stock in
exchange therefor and, with respect to sharea of Preferred Stock
that surrendered foxr coaversion, payment of any accrued and
urpaid dividends thereon. Any shares of Preferred Stoeck so
converted shall be retlred and canceled and shall not be
reissued, and the Corporation may from time to time take such
appropriate action as way be necessary to reduce the authorized
Preferred Stock accordingly.

SECTION 6. ANTI-DILUTION PROVISIONS.

(a} In order to prevent dilution of the right granted
hereunder, the Conversion Price shall be subject to adjustmaent
from time to time in accordance with this Section 6(a). For
purposes of this Section 6, the term "Number of Common Shares
Deemed Outstanding" at zny given time shall mean the sum of (x)
the number of shares of Common Stock outstanding at such time,

_14-
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(¥} the number of shares of Common Stock issuable assuming
conversion at such time of the Preferred Stock and (z) the number
of shares of the Commen Stock deemed to be outstanding under
Paragraphs 6 (b) (1) to (9), inclusive, at such time.

(b} Except as previded in Section 6(c) or 6(f) hereof,
if and whenever on or after tha date of initial issuance of the
Series A Preferred Stcck (the "Initial Issuance Date"), Lhe
Corporation shall issue or sell, or shall jin accordance with
Paragraphs &6(b)} (1) ro (3), inclusive, be deemed to have issued or
50ld any shares of its Common Stock for a consideration per ghare
less than the Conversion Price in affect immediately prior to the
time of such issue or sale, then forthwith upon such issue or
sale (the "Triggering Transaction®)}, the Conversion Price shall,
subject to pParagraphs (1) to (9) of thig Section 6(b), be reduced
Lo the Conversion Pricsa {calculated to tha nearast tenth of a
¢ent) determined by dividing:

(i) an amount equal to the sum of (x%) the product
derived by multiplying the Number of Common Shares Deemed
Outstanding immediately prior to such Triggering Transaction
by the Conversion Price then in effect, plus {y) the
consideration, if any, received by the Corporation upon
consummation of such Triggering Transactiocn, by

Common Stock issued (or deemed to be issued in accordance
with paragraphg 6 (b) (1) to (9)) in connection with the
Triggering Transaction.

For purposes of determining the adjusted Conversion
Price under this Secticn 6(b), the following paragraphas (1) to
(9}, inclusive, shall be applicable:

(1) In case the Corporation at any time shall in any
manner grant (whether directly or by assumption in a merger

any options for the bPurchase of, Common Stock or any stock
or other securities convertible into or exchangeable for
Common Stock (such rights or options being herein called
"Options" and such convertible or exchangeable stock or
securities being herain called "Convertible Securitiaegn),
whether or not such Options or the right to convert or
exchange any such convertible Sacurities are immediately
exercisable and the Price per ghare for which the Common
Stock ig ispuable 4dpon exercige, conversion or exchange
(determined by dividing (x) the total amount, {f any,
received or receivable by the Corporation asg consideration

-15-
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for the granting of auch Optiong, plus the minimum aggregate
amount of additional consideration payable to the
Corporation upon the exercime of all such Options, plus, in
the case of such Options which relate to Convertible
Securities, the minimum aggregate amount of additional
consideration, if any, payable upon the issue or sale of
such Convertible Securiries and upon the conversion or
exchange thereof, by (y) the total maximum number of shares
of Common Stock issuable upon the exercise of such Options
or the conversion or exchange of such Convertible
Securities) shall be less than the Conversion Price in
offect immediately prior to the time of the granting of such
Option, then the total maximum amount of Commeon Stock
issuable upon the exercise of such Options or in the case of
Options for Convertible Securicies, upon the conversion or
eéxchange of such Convertible Securities shall (ag of the
date of granting of such Options) be deemed to be
outstanding and to have been issued and s0ld by the
Corporation for such Price per share. No adjustment of the
Conversion Price shall be made upon the actual issue of such
ahares of Common Stock or such Convertible Securities upon
the exercise of sich Options, except as otherwige provided
in paragraph (3) below.

(2} In case the Corporation at any time shall in any
manner issue (whether directly or by assumption in a merger
or otherwise) or sell any Convertible Securities, whather or
not the righta to axchange or convert thereunder are

receivable by the Corporation as consideration for the issue
or sale of such Convertible Securities, plus the minimum
aggregate amount of addicional consideration, if any,
payable to the Corporation upon the conversion or exchange
thereof. by (y) tkre total maximum pnumber of shares of Common
Stock issuable upon the conversion or exchange of all such
Convertible Securities) shall be less than the Conversion
Price in effect immediately prior to the time of such iogue
or sale, then the zotal maximum number of shares of Common
Stock issuable upon conversion or exchange of all suech
Convertible Securitiea shall (as of the date of the issuas or
sale of such Convertible Securities) be deemed to be
outstanding and Lo have been iasued and s0ld by the
Corporation for su-~h price per share. No adjustment of the
Conversion Price shall be made upon the actual isgue of wuch
Comnon Stock upon exercise of the rights to exchange or
convert under such Convertible Securities, except as
otherwise provided in paragraph {(3) below.
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(3) If the purchase price provided for in any Options
referred to in paragraph (1), the additional consideration,
if any, payable upon the conversion or exchange of any
Convertible Securities referred to in paragraphs (1) or (2},
Oor the rate at which any Convertible Securities reforxred to
in paragraphs (1) or (2) are convertible into or
exchangeable for Common Stock shall change at any time
(other than under or by reason of provisions designed to
protect against dilution of the type eet forth in Secrions
6(b) or 6(d)), the Conversion Price in effect at the time of
such change shall forthwith be readjusted to the Conversion
Price which wouli have been in effect at such time had such
Options or Convertible Securities still outatanding provided
for such changed purchase price, additienal ceonsideration or
conversion rate, as the case may be, at the time initially
granted, issued or sold. If the purchage price provided for
in any Option re*erred to in paragraph (1) or the rate at
which any Convertible Securities referred to in paragraphs
(1} or (2) are ccnvertible into or axchangeable for Common
Stock, shall be reduced at any time under or by reason of
provisions with respect thereto designed tc protect against
dilution, then in case of the delivery of Common Stock upon
the exercise of any such Option or upon converaisn or
aexchange of any such Convertible Security. the Conversion
Price then in effect hereunder shull forthwith be adjustad
tG such respective amount as woeuld have been obtained had
such Option or Coavertible Security never been issued as to
such Common Stock and had adjustments been made upon the
issuance of the sharea of Common Stock delivered as
aforesaid, but only if as a result of such adjustment the
Conversion Price then in effect hereunder is hereby reduced.

(4) On the expiration of any Option or the termination
of any right to convert or exchange any Cenvertible
Securities, the Conversion Price then in effect hereunder
shall forthwith be increased to the Conversion Price which
would have been in effect at the time of such expiration or
texmination had such Option or Convertible Securities, to
the extent ocutstanding immediately prior to such expiration
©or termination, never been issued.

(5) In case any Options shall be issued in connection
with the issue or sale of other securities of the
Corporation, togetner comprising one integral transaction in
which no specific conaideration is allocated to such Cptions
by the parties thereto, such Options shall be deemed to have
been issued without consideration.

(6) In case any shares of Common Stock, Optioms or
Convertible Securities shall be issued or sold or deemed to
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have been issued or sold for cash, the consideration
received therefor shall be deamed to be the amount recaived
by the Corporation therefor. In case any shares of Common
Stock, Options or Convertible Securities shall be issued or
sold for a consideration other than cash, tha amount of tha
consideration other than cash received by the Corporation
shall be the fair value of such consideration as determined
in good faith by -“he Board of Directors. 1In case any shares
of Common Stock, Options or Convertible Securities shall be
issued in connection with any merger in which the
Corporation is the surviving corporation, the amount of
coneideration therefor shall be deemed to be the fair value
of such portion of the net aessets and business of the non-
Burviving corporation as shall be attributable to such

Common Stock, Options or Convertible Securities, as the case
may be.

(7) The number of shares of Cowmmon Stock outatanding
at any given time shall not include shares owned or held by
or for the account of the Corporation, and the dispogition
of any shares so owned or held shall be considered an iseue

or sale of Common Stock for the purpose of this Section
6(b).

(8} In case the Corporation shall declare a dividend
or make any other distribution upon the stock of the
Corporation payable in Options or Convertible Securities,
then in such case any Options or Convertible Securities, as
the case may be, issuable in payment of such dividend or
distribution shall be deemed to have been izsgued or sold
without considerarion.

(8) ¥or purpogses of this Section 6(b), in case the
Corporation shall take a record of the holders ¢of its Common
Stock for the purxpose of entitling them (x) to receive a
dividend or other distxibuticn payable in Common Stock,
Options or in Convertible Securities, or (y} to subscribe
for ox purchase Common Stock, Optiona or Convertible
Securities, then such record date shall be deemed to be the
date of the issue or sale of the shares of Common Stock
deemed to have been issued or sold upon the dec¢laration of
guch dividend or the making of such other distribution or
the date of the granting of such right or subscription or
purchase, as the case may be.

{c}) In the event the Corporation shall declare a
dividend upon the Common Stock {other than a dividend payable in
Common Stock) payable ctherwise than out of earnings or earned
surplus, determined in accordance with generally accepted
accounting principles, including the making of appropriate
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deductions for minority interests, if any, in subsidiariaes
(herein referred to as "Liquidating Dividends*), then, as scon as
poegsible after the cenversion of any ghares of Preferred Stock,
the Corporation shall bay to the person converting such shares of
Preferred Stock an amount equal to the aggregate value at the
time of such exercise of all Liquidating Dividendsg (including but
not limited to the Common Stoeck which would have been issued at
the time of such earlier exercise and all other securities which
would have been issued With respect to such Common Stock by
reason of stock splits, stock dividends, mergers or
reoxrganizations, or for any other reason). For the purposes of
this Section 6(c), a dividend other than in cash shall be
congidered payable out of earnings or earned surplus only to the
extent that such earnings or earned surplus are charged an amount
equal to the fair value of such dividend as determined in good
faith by the Board of Directors.

appropriate adjustments to the Conversion Price in effact
immediately prior to such subdivision or dividend). 1In case the
Corporation shall at any time combine its outatanding Common
Stock, the number of shares igssuable upon conversion of the
Prefexred Stock immediately prior to such combination shall be
Proportionately decreased by the same ratio as the combination
{(with appropriate adjustments to the Conversion Price in effect
immediately prior to suich combination) .

(8) If any capital reorganization or reclassification
of the capital stock o the Corporation, or consolidation or

shall be entitled to receive stock, securilies, cash or other
pProperty with respect -o or in exchange for Common Stock, then,
3B a condition of such reoxganization, reclassification,
consolidation, merger or sale, lawful and adequate provision
shall be made whereby the holders of the Preferred Stock shall
have the right to acquire and receive upon conversion of the
Prefarred Stock, which right shall be, in the cases of any geries
Of Preferred Stock, prior te the rights of the holders of any

any Preferred Stock of the Corporation ranking on liquidation
pPrior and in preference to such series, if any), such shares of
stock, securities, cash or other property issuable or payable (as
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part of the reorganization, reclaseification, consclidation,
merger or sale) with respect to or in exchangse for such number of
outstanding shares of Common Stock as would have been received
upon conversion of the Preferred Stock at the Conversion Price
then in effect. The Corporation will not effact any such
consolidation, merger or sale, unless prior to the consummation
thereof the successor corporation (if other than the Corporation)
resulting from such consolidation or merger or the corporation
purchasing such assets shall assume by written instrument mailed
or delivered to the holders of the Preferred Stock at the last
address of each such holder appearing on the books of the
Corporation, the obligation to deliver to each such holder such
shares of stock, securities or assets as, iln accordance with the
foregeing provisions, such holder may be entitled Lo purchase.

If a purchase, tender or exchange offer is made to and accepted
by the holders of more than 50% of the ocutstanding shares of
Common Stock, the Corporation shall not effect any consolidation,
merger or gale with the peraon having made such cffer or with any
Affiliate of such person, unless prior to the congummation of
such consolidation, merger or sale the holders of the Preferred
Stock shall have been given a reasonable opportunity to then
elect to receive upon conversion of the Preferred Stock either
the stock, securities or assets then issuable with respect to the
Common Stock or the stock, gecurities or assets, or the
equivalent, issued to previcus holders of the Common Stock in
accordance with such cffer. For purposes hereof, the term
"Affiliate"” with respect to any given person shall mean any
person controlling, ccntrolled by or under common control with
the given person.

(f) The prcvisions of this Section € shall not apply
to any Common Stock issued, issuable or deemed outgtanding under
paragraphs 6 (b} (1) to (9) inclusive: {i} ro any person pursuant
to any stock option, stock purchase or similar plan or
arrangement for the benefit of employees of the Corporation or
its aubsidiaries in effect on the Initial Issuance Date or
therecafter adopted by the Board of Directors and a majority of
the Series A Directors, (ii) pursuant to options, warrants and
conversion rights in existence on the Initial Issuance Date, or
{iil) on conversion of the Praferred Stock or the sale of any
additional shares of Draferrad Stock.

(g) In the event that:

(1) the Corporation shall declare any cash dividend
upon its Common Stock, or '

(2) the Corvporation shall declare any dividend upon
its Common Stock payable in stock or make any special
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dividend oxr other distribution to the holders of its Common
Stock, or

(3) the Corporation shall offer for subscription pro
rata to the holders of its Common Stoek any additicnal
shares of gtock of any class or other rights, or

(4) cthere shall be any capital reorganization or
reclaseification of the capital stock of the Corporation,
including any subdivision or combination of itg outetanding
shares of Common Stock, or comeolidation or marger of the
Coxporation with, or sale of all or subgtantially all of its
assets to, another corporation, or

(5} there shall be a voluntary or inveluntary
dissolution. liquidation e winding up of the Corporation;

then, in connection with guch event, the Corporation shall give
to the holders of the ?referred Stock:

(1) at least twenty (20) days prior written notice of
the date on which the books of the Corporation
shall close or a record shall be taken for such
dividend, distribution or subscription rights or
for determining righes to vote in raapect of any

- Such reorganization, reclasgification,
consoclidation, mexrger, sale, dissolution,
liquidatzion or winding up: and

{il) in the case of any such reorganization,
reclaggification, consolidation, merger, sale,
dissolution, liquidation or winding up, at laast
twency (20) days prior written notice of the date
when the same shall take place. Such notice in
accordance with the foregoing clause (i) ghall
also specify, in the case of any such dividend,
distribution eorx subscription rights, the date on
which the holders of Commen Stock shall be
entitled thereto, and such notice in accordance
with the foregoing clause (ii} shall also specify
the date on which the holdere of Commeon Stock
shall be entitled ro exchange their Common Stock
for securities or othex property deliverable upon
such recrganization, reclassification
consolidation, merger, sale, dissolution,
liquidation or winding up, as the cage may be.
Each such written norice shall be given by first
class mail, bostage prepaid, addregsed to the

holders of the Preferred Stock at the address of
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(h)
the Initial Iss
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®#ach such holder as ghown on the booke of the

Corporaticn.

If at any time or from time to time on or after
uance Date, the Corporation shall grant, issue or

sell any Options, Convertible Securities or righte to purchase

property {(the
of any class of
do not result i

Purchase Rightg") Pre rata to the record holders
Common Stock and such grants, issuances or sales
n an adjustment of the Conversion Price under

Section 6 (b) hereof, then each holder of Preferred Stock shall be
entitled to acquire (within thirty (30) days after the later to
occur of the initial exercige date of such Purchase Rightas or
receipt by such holder of the notice concerning Purchase Rights
te which such holder shall be entitled under Section 6(g)) and

upon the terwms

(i)

{(11)

(i)
the Board of oi

strictly applic

applicable to guch Purchase Rights either:

the aggregate Purchase Rights which such holder
could have aoquired if i¢ had held the number of
shares of Common Stock acquirable upon convergion
of the Preferred Stock immediately before the
grant, issuance or gale of such Purchage Rights;
pProvided that if any Purchase Rights were
distributed to holderg of Common Stock without the
Payment of additional consideration by such
holders, corresponding Purchase Rights shall be
distributed to Che exerciging holders of the
Preferred Stock as soon a8 possible after such
exercise and it ghall not be necessary for the
exercising holder of the Prefarrad Stock
spacifically to request delivery of such rights;
or

in the event that any such Purchase Rights shall
have expired or ghall expire priox to the end of
said thirty (30) day period, the number of shares

of Common Stock or the amount of Property which

#uch holder could have acquired upon such exercise
at the timae or times at which the Corporation
granted, igssued or sold such expired Purchase
Rights.

If any event occurs as to which, in the opinion of
rectors, the provisions of thigs Section 6 are not
able or if strictly applicable would not fairly

Protect the rights of the holders of the Preferred Stock in

pProvisions, then the Board of Directors shall make an adjustment

in the applicat

ion of guch Provisions, in accordance with such

essential intent ang principles, so as to protect such rights as

aforesaid, but

in no event shall any adjustment have the sffect
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of increasing the Conversion Price as otherwise determined
purguant to any of the provisions of this Section & except in the
case of a combinatior of shares of a type contemplated in Section
6 (d) hereof and then in no event to an amount larger than the
Conversion Price as adjugted purosuant to Section 6(d) hereof.

SECTION 7. MANDATORY CONVERSION.

public offering Pursuant to an effective registration statement
under the Securities Act of 15933, as amended, covering the offer

to the Corporation are not less than $10 million {herein referred
Lo as a "Qualified Public Offering”). In addition, each share of
Preferred Stock shall automatically be converted into shares of
Common Stock at the then effective Conversion Price for such
shares upon the vote to go convert of the holders of at least a
majority of the ghares of Preferred Stock then ocutsatanding.

(b) All holders of record of shares of Praeferred Stock
will bs given at least 10 days' prior written notice of the date
fixed and the place designated for mandatory conversion of all of
such shares of Preferrad Stock pursuant to this Section 7. Such
notice will be sent by mail, first class, postage Prepaid, to
each record holder of shares of Preferred Stock at such holder's
address appearing on the stock register. On or before the date
fixed for conversion each holder of ahares of Frererred Stock
shall surrender his or its certificates or certificates for all
such shares to the Corporation at the pPlace designated in guch
notice, and shalil therecafter receive certificates for the number
of shares of Common Stock to which such holder is entitled
pursuant to this Section 7. On the date fixed for conversion,
all rights with respect to the Preferred Stock so converted will
terminate, except only the rights of the holders thereof, upon
surrender of rheir certificate or certificates therefor, ro
receive certifjicates for the number of ghares of Common Stock
inte which such Preferred Stock has been converted. If so
required by the Corporation, certificates surrendered fox
conversion shall be endcrsed or accompanied by written instrument
Oor instruments of transfer, in form satisfactory to the
Corporation, duly executed by the registered holdexr or by his
atiorneye duly authorized in writing, BAll certificates
evidencing shares of Preferred Stock which are required to be
surrendered for conversisn in accordance with the provisions
hereof shall, from and after the date such certificates are 80
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SECTION 8. REDEMPTION .

Initial Issuance bate (the "Redemption Date"). Each share of
Seriag A Preferred Stock shall be redeemed at a price in caah
@qual to the $tated va'yue per share, plus an amount equal to any
dividends accruedq but unpaid thereon (such amount is hereinafter
referred to as the "Redemption Pricev). If the Corporacion is

(b) In the event of any redemption of only a part of
the then Outstanding Serlesg A Preferred Stock, the Corporation
shall effect such redemption Pro rata among the holders of Serias
A Preferred Srock (based on the numbar of shavres of Serieg A
Preferred stock held on the Redemption Date).

Date, written notice ghall be malled, postage prepaid, to each
holder of record of Series A Preferred Stock to be redeemed, at
hig or its Post office addreas last shown on the records of che
Corporation, notifying such holdex of the number of shares so to
be redeemed, specifying the Redemption Date and the date on which
such holder’s conversior rights (pursuant to Section 5 hereof} as

the shares to he redeemed (such notice is hereinafter referred to
as the "Redemption Notice"). oOn or Prior to the Redemption Date,
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each holder of Series A Preferred Stock to be redeemed shall
surrender his or itg certificate or certificates Trepresgenting
such shares to the Corporation, in the manner and at the place
dagignated in the Redemption Notice, and thereupon the Redsmption
Price of such shares shall be payable to the order of the person
whoge name appears on such certificate or certificates as the
owner thereof and each surrendered certificate shall be canceled.
In the event less than all the shares represented by any such
certificate are redeemed, a new certificate shall be issued
representing the unredeemed shares. F¥rom and after the
Redemption Date, unless there shall have been a default in
payment of the Redemption Price, all rights Of the holders of the
Series A Preferred Stock designated for redemption in the
Redemption Notice as holders of Series A Preferred Stock (except
the right to receive the Redemption Price without interest upon
surrender of their certificate or certificates) shall cease with
réespect to such shares, and such shares shall not thereafter be
transferred on the books of the Corporation or be deemed to be
cutstanding for any purpose whatsocever,

(d} Except for the right to redeem shares of Series A
Preferred Stock as provided in Section 8(a) hereof, the
Corporation shall have no right to redeem the shares of Preferred
Stock. Any shares of Series A Prefarred Stock so redeemed shall
be permanently retired, shall no longer be deemad outstanding and
8hall not under any circumstances be reigssued, and the
Corporation may from time to time take such appropriate corporate
action asz may be necessary to reduce the authorized Preferred
Stock accordingly. Subject to Section 4 hereof, nothing herein
contained shall prevent or restrict the purchase by the
Corporation, from time to time either at public or private sale,
of the whole or any part of the Preferred Stock at such price or
prices as the Corporation may determine, subject te the
Provisions of applicabls law,
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