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Part I - Financial Information

Item 1. Financial Statements

APPLIED BLOCKCHAIN, INC. AND SUBSIDIARIES
Consolidated Balance Sheets (Unaudited)
(In thousands, except number of shares and par value data)

ASSETS
Current Assets:
Cash and cash equivalents
Accounts receivable
Prepaid expenses and other current assets
Current assets of discontinued operations
Total current assets
Right of use asset, net
Deposit on equipment
Property and equipment, net
TOTAL ASSETS

LIABILITIES, MEZZANINE EQUITY AND STOCKHOLDERS' EQUITY
Current Liabilities:
Accounts payable and accrued liabilities
Accrued dividends
Current portion of lease liability
Related party notes payable
Customer deposits
Deferred revenue
Other current liabilities
Total current liabilities
Deferred tax liability
Long-term portion of lease liability
Other Long Term Liabilities
Total liabilities
Commitments and contingencies (Note 12)
Mezzanine equity:

Series C, convertible redeemable preferred stock, $.001 par value, 676,086 and 660,000 shares authorized, issued and outstanding, respectively
Series D, convertible redeemable preferred stock, $.001 par value, 1,413,624 and 0 shares authorized, issued, and outstanding, respectively

Total mezzanine' equity
Shareholders' equity (deficit):

Series A, convertible preferred stock, $.001 par value, authorized 70,000 shares, 0 and 27,195 shares issued and outstanding, respectively
Series B convertible preferred stock, $.001 par value, authorized 50,000 shares, 0 and 17,087 shares issued and outstanding, respectively
Common stock, $.001 par value, 166,666,666 shares authorized, 53,396,920 and 1,511,061 shares issued and outstanding

Additional paid in capital
Treasury stock, 36,300 shares, at cost
Accumulated deficit

Total shareholders' deficit

TOTAL LIABILITIES, MEZZANINE EQUITY AND SHAREHOLDERS' DEFICIT

See Accompanying Notes to the Financial Statements

February 28, 2022 May 31, 2021

$ 11,961 § 11,750

1,038 —

2,096 5

3,573 —

18,668 11,755

1,207 —

— 3,277

43,619 20

$ 63,494 $ 15,052

$ 13,038 $ 248

— 116

211 —

— 2,135

5,645 —

3,909 —

16 —

22,819 2,500

274 —

1,009 —
50

24,152 2,500

$ 15,537  $ 15,135
32,414

47,951 15,135

$ — 3 3,370

— 1,849

320 9

43,657 13,874

(62) (62)

(52,524) (21,623)

(8,609) (2,583)

$ 63,494 § 15,052
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APPLIED BLOCKCHAIN INC. AND SUBSIDIARIES
Consolidated Statements of Operations (Unaudited)

(In thousands, except per share data)

Revenues:
Hosting revenue
Total revenue, net

Cost of revenues

Gross Profit

Costs and expenses:

Selling, General and Administrative
Stock-based compensation for service agreement
Depreciation

Total costs and expenses

Operating loss

Other income (expense):

Interest Expense

Gain on Extinguishment of Accounts Payable
Loss on Extinguishment of Debt

Income Tax Expenses

Total Other Income (Expense)

Net Loss from continuing Operations

Net Loss from discontinued Operations

Total Net Loss

Basic and diluted net loss per share:
Continuing Operations
Discontinued Operations

Basic and diluted net loss per share

Basic and diluted weighted average number of shares outstanding

Three Months Ended Nine Months Ended
February 28, February 28, February 28, February 28,
2022 2021 2022 2021
$ 1,026 $ $ 1,026 $ —
$ 1,026 $ $ 1,026 —
$ 2,073 $ — |8 2,073 $ —

(1,047) — (1,047) —

1,356 — 3,234 —

— 12,337 —

14 — 14 —

1,370 — 15,585 —

(2,417) — (16,632) —

— 77) 0 (223)

80 405 —

— — (1,342) —

(60) (274) —

20 (77) (1,211) (223)

(2,397) 77 (17,843) (223)

(4,048) — (2,870) —

$ (6,445)$ an | $ (20,713) $ (223)

$ (0.04)$ 0.05) | $ 0.35)% (0.15)
$ (0.08) $ — |3 (0.06) $ —

$ 0.12) $ (0.05) | $ 041)$ (0.15)
53,396,920 1,511,061 50,546,048 1,511,061

See Accompanying Notes to the Financial Statements
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APPLIED BLOCKCHAIN INC. AND SUBSIDIARIES

Consolidated Statements of Changes in Stockholders’ Deficit (Unaudited)

(In thousands, except per share data)

Three Months Ended February 28, 2022

Balance, November 30, 2021
Issuance of Preferred Stock

Issuance Costs of Preferred
Stock

Preferred Stock Dividends
Accrued

Net Income (Loss)

Balance, February 28, 2022

Three Months Ended February 28, 2021

Balance, November 30, 2020
Net Income (Loss)

Balance, February 28, 2021

Series C Convertible Series D Convertible Total Series A Convertible Series B Convertible Additional Treasury | Accumulated Total
Redeemable Preferred | Redeemable Preferred Mezzanine Preferred Preferred Common Stock Paid in Stock Deficit Shareholders
Stock Stock Equity Stock Stock Capital Deficit
Shares I Amount Shares I Amount Amount Shares Amount Shares Amount Shares I Amount
660,000 15,135 1,380,000 31,574 46,709 — — — 53,396,920 320 43,657 (62) (44,837) (922)
16,086 402 33,624 840 1,242 — — — — — — (1,242) (1,242)
— — — — — — — — — — — (6,445) (6,445)
676,086 $ 15,537 1,413,624 § 32,414 47,951 $ — — — 53,396,920 $ 320 $ 43,657 § (62) $ (52,524) § (8,609)
Redcmable Preferred | Redeemable Preferred | Mersamine | - breferred | o preforred | CommonStwck | padin | Treasury | Accumulated | g (G
Stock Stock Equity Stock Stock Capital Deficit
Shares Amount Shares Amount Amount Shares Amount Shares Amount Shares Amount
— 3 — $ — — 27,195 § 3,370 17,087 $ 1,849 1,511,061 $ 9 8 13,874 § (62) $ (21,201) $ (2,161)
— — — — — — — — — — — — 3 7 8 (77)
) = $ = — 27,195 $ 3,370 17,087 $ 1,849 1,511,061 § 9 8 13,874 § (62) $ (21,278) $ (2,238)

See Accompanying Notes to the Financial Statements
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APPLIED BLOCKCHAIN INC. AND SUBSIDIARIES
Consolidated Statements of Changes in Stockholders’ Deficit (Unaudited)

(In thousands, except per share data)

Nine Months Ended February 28, 2022

Balance, May 31, 2021
Extinguishment of Debt

Issuance of Dividends to
Preferred Stock

Conversion of Preferred Stock
Service Agreement
Issuance of Preferred Stock

Issuance Costs of Preferred
Stock

Preferred Stock Dividends
Accrued

Net Income (Loss)

Balance, February 28, 2022

Nine Months Ended February 28, 2021

Balance, May 31, 2020
Net Income (Loss)

Balance, February 28, 2021

edeemable Preferred | Redcemabie breferred | Messamine | 1 breforred | o Preferred CommonStack | “Faidin | Treasury | Accumulated | g lierg
Stock Stock Equity Stock Stock Capital Deficit
Shares | Amount Shares | Amount Amount Shares I Amount Shares I Amount Shares | Amount
660,000 $ 15,135 —$ — 3 15,135 27,195 $ 3,370 17,087 $ 1,849 1,511,061 $ 98 13,874 § (62) $ (21,623) $ (2,583)
— — — — — — — — — 5,083,828 31 3,446 — — 3,477
— — — — — 60,822 6,082 29,772 2979 — — — — (8,946) 115
— — — — — (88,017) (9,452) (46,859) (4,828) 28,765,308 172 14,108 — — —
- — — — — — — — — 18,036,723 108 12,229 — — 12,337
— — 1,380,000 34,500 34,500 — — — — — — — — — —
= = — (2,926) (2,926) = — — — — — — — — —
16,086 402 33,624 840 1,242 — — (1,242) (1,242)
= = = = = = = = = = = = — $ (20,713) $ (20,713)
676,086 15,537 1,413,624 32,414 47,951 — — — — 53,396,920 320 43,657 (62) (52,524) (8,609)
Redeemable Preferred | Redeemable Preferred | Messamine | - reforred | o Prefrred Commonstock | “paidin | Treasury | Accumulated | g iigers
Stock Stock Equity Stock Stock Capital Deficit
Shares I Amount Shares I Amount Amount Shares I Amount Shares I Amount Shares | Amount
— 3 = — 3 — 3 27,195 $ 3,370 17,087 $ 1,849 1,511,061 $ 9 8 13,874 § 62) $ (21,055) $ (2,015)
— — — — — — — — — — — — $ (223) (223)
— $ = — $ — $ 27,195 $ 3,370 17,087 $ 1,849 1,511,061 $ 9 13,874 § (62) $ (21,278) $ (2,238)

See Accompanying Notes to the Financial Statements
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APPLIED BLOCKCHAIN INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows (Unaudited)
(In thousands of dollars)

CASH FLOW FROM OPERATING ACTIVITIES
Net Loss attributable to Applied Blockchain, Inc.
Net Loss from discontinued operations

Net Loss from continuing operations

Adjustments to reconcile net loss to net cash used in operating activities:

Depreciation and amortization
Loss on Extinguishment of Debt
Gain on Extinguishment of Accounts Payable
Stock-Based Compensation for Service Agreement
Amortization of Right of Use Asset
Deferred Tax
Changes in Operating Assets and liabilities:
Accounts receivable
Prepaid expenses and other current assets
Accounts payable and accrued liabilities
Payments of operating leases
Net cash provided by operating activities of continuing operations
Net cash provided by operating activities of discontinued operations
NET CASH PROVIDED BY OPERATING ACTIVITIES
CASH FLOW FROM INVESTING ACTIVITIES
Purchases of property and equipment
Deposit on equipment
Payments for patents and trademarks
Net cash used in investing activities of continuing operations
Net cash used in investing activities of discontinued operations
NET CASH USED IN INVESTING ACTIVITIES
CASH FLOW FROM FINANCING ACTIVITIES
Dividends Issued on preferred stock
Conversion of preferred stock to common stock
Issuance of common stock
Issuance of preferred stock
Repayment of finance leases
Issuance cost for preferred stock
Net cash provided by financing activities of continuing operations
Net cash provided by financing activities of discontinued operations
CASH FLOW PROVIDED BY FINANCING ACTIVITIES
NET DECREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS, END OF YEAR
Less: cash and cash equivalents of discontinued operations
Cash and cash equivalents of continuing operations

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION

Right-of-use asset obtained by lease obligation
Fixed assets in accounts payable

See Accompanying Notes to the Financial Statements

Nine Months Ended
February 28, 2021

February 28, 2022

$ (20,713) §

(223)

(2.870)

(17,843)

(223)

14
1,342

(405)
12,337
136
274

(1,038)
(2,091)
10,654

(233)

3,147

966

4,113

(31,457)
3,277

(28,180)

(7,408)

(35,588)

115

34,500
2)
(2,927)

31,686

31,686

211

11,750

$ 11,961

&

$ 11,961

&

$ 1,207 $

$ 12,156 $
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APPLIED BLOCKCHAIN INC. AND Subsidiaries
Notes to Consolidated Financial Statements
For the Three and Nine Month Periods Ended February 28, 2022

1. BUSINESS AND ORGANIZATION

99 < 9 <

Applied Blockchain, Inc. (the “Company,” “we,” “our” or “us”) operates co-hosting facilities that are designed to provide massive computing
power in which our customers lease space and access to electricity primarily designed to mine cryptoassets. The Company has a colocation
business model where customers place hardware they own into the Company’s facilities and the Company provides full operational and
maintenance services for a fixed fee. The Company typically enters into long term fixed rate contracts with our customers.

In the third quarter of the fiscal year ended May 31, 2022, the Company approved plans to sell all crypto mining equipment and cease all crypto
mining operations. The results of these operations, financial position, and cash flows have been presented as discontinued operations and the
related assets and liabilities have been classified as held-for-sale. Refer to Note 14 — Discontinued Operations for additional information, including
accounting policies, about the Company’s discontinued operations.

The Company was originally incorporated in Nevada in May 2001. Effective April 14, 2021, the Company’s name was changed to Applied
Blockchain, Inc. from Applied Science Products, Inc. During the year ended May 31, 2021, the Company formed two subsidiaries, Shanghai
Sparkly Ore Tech, Ltd and Applied Blockchain, Ltd. Shanghai Sparkly Ore Tech, Ltd is a wholly owned foreign entity in China. Applied
Blockchain, Ltd., a Cayman limited company, managed the Company’s digital wallet. During the year ending May 31, 2022, the Company formed
five new wholly-owned subsidiaries, APLD Hosting, LLC, Applied Talent Resources LLC, APLD-JTND Phase II, LLC, APLD-Rattlesnake Den
I, LLC, and APLD-Rattlesnake Den II, LLC. In June 2021, we formed APLD Hosting, LLC, in Nevada. APLD Hosting is entering into
agreements to own and operate our co-hosting facilities.On November 2, 2021, we formed Applied Talent Resources LLC in Nevada to employ
and manage our employees, employee staffing among our entities and projects and employment related plans and policies. On November 8, 2021,
we formed APLD-JTND Phase II, LLC and on November 15, 2021, we formed APLD-Rattlesnake Den I, LLC and APLD-Rattlesnake Den II,
LLC, each of which is a Delaware limited liability company formed to build and operate a co-hosting facility.

In the third quarter of the fiscal year ending May 31, 2022, the Company entered into a joint venture agreement to form 1.21 Gigawatts, LLC (“the
joint venture entity”), with Antpool Capital Asset Investment, L.P., an affiliate of Bitmain Technologies, bringing together the world’s leading
provider of blockchain mining solutions and a leader in next generation datacenters used to host blockchain infrastructure. Applied Blockchain and
Antpool intend to leverage their combined resources and expertise to initially build up to 1.5 Gigawatts (GW) of datacenter hosting capacity over
the next 24 months. The Company has a majority interest in the joint venture entity and therefore the results of the joint venture entity will be
consolidated in the Company’s financial statements.

Reverse Stock Split

The Company’s board of directors approved a reverse split of shares of the Company’s common stock on a one-for-six basis, which was effected
on April 12, 2022 (the “Reverse Stock Split”). All references to Common Stock, options to purchase common stock, restricted stock units, share
data, per share data and related information contained in the condensed consolidated financial statements have been retrospectively adjusted to
reflect the effect of the Reverse Stock Split for all periods presented. No fractional shares of the Company’s common stock were issued in
connection with the Reverse Stock Split. Any fractional share resulting from the Reverse Stock Split was rounded down to the nearest whole share
and the affected holder received cash in lieu of such fraction share.
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APPLIED BLOCKCHAIN INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
For the Three and Nine Month Periods Ended February 28, 2022

Initial Public Offering
On April 13, 2022, the Company announced its initial public offering of 8,000,000 shares of its common stock at $5.00 per share. The shares
began trading on The Nasdaq Global Select Market on April 13, 2022, under the ticker symbol “APLD.”

On April 18, 2022, the Company completed its initial public offering. In addition, the Company granted the underwriters a 30-day option to
purchase up to an additional 1,200,000 shares of common stock at the public offering price, less underwriting discounts and commissions. The net
proceeds received by the Company from the offering (after deducting underwriting discounts and commission and estimated offering expenses)
were approximately $36 million. The Company intends to use the net proceeds to lease or purchase additional property on which to build
additional co-hosting facilities, to construct those facilities, to enter into additional energy service agreements for each additional site and for
funding its working capital and general corporate purposes.

2. LIQUIDITY AND FINANCIAL CONDITION

As of February 28, 2022, the Company had approximate cash and cash equivalents of $ 12.0 million and negative working capital of $4.5 million.
Historically the Company has incurred losses and has relied on equity financings to fund its operations. Based on analysis of cash flows, current
net working capital, and expected operations revenue, the Company believes its current cash on hand is sufficient to meet its operating and capital
requirement for at least next twelve months from the date these financial statements are issued.

3. BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES
Principles of Consolidation:

The consolidated financial statements are prepared in conformity with accounting principles generally accepted in the United States (“GAAP”).
The accompanying consolidated financial statements of the Company include the accounts of the Company and its wholly owned and controlled
subsidiaries. Consolidated subsidiaries results are included from the date the subsidiary was formed or acquired. Noncontrolling interests in
consolidated subsidiaries in the consolidated financial statements represent non-controlling stockholders' proportionate share of the operations in
such subsidiaries. Intercompany investments, balances and transactions have been eliminated in the consolidated financial statements. The
Company’s consolidated operating subsidiaries include wholly-owned Shanghai Sparkly Ore Technology, Applied Blockchain, Ltd., APLD-

JTND Phase II, LLC, APLD-Rattlesnake Den I LLC, APLD-Rattlesnake Den II LLC, APLD Hosting, LLC, Applied Talent Resources LLC, as

well the Company’s majority interest in 1.21 Gigawatts, LLC.

Use of Estimates

The preparation of the consolidated financial statements in conformity with GAAP requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the balance sheet and the
reported amounts of revenue and expenses during the reporting periods. Actual results could differ significantly from those estimates. The most
significant accounting estimates inherent in the preparation of the Company’s financial statements include estimates associated with asset
valuations, and the valuation allowance associated with the Company’s deferred tax assets.
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APPLIED BLOCKCHAIN INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
For the Three and Nine Month Periods Ended February 28, 2022

Revenue Recognition

The Company recognizes revenue in accordance with ASC 606, Revenue from Contracts with Customers. The core principle of the revenue
standard is that a company should recognize revenue to depict the transfer of promised goods or services to customers in an amount that reflects
the consideration to which the company expects to be entitled to in exchange for those goods or services. The following five steps are applied to
achieve that core principle:

» Step 1: Identify the contract, or contracts, with the customer;

» Step 2: Identify the performance obligations in the contract;

» Step 3: Determine the transaction price;

» Step 4: Allocate the transaction price to the performance obligations in the contract; and
» Step 5: Recognize revenue when, or as, the Company satisfies a performance obligation.

To identify the performance obligations in a contract with a customer, the Company must assess the promised goods or services in the contract and
identify each promised good or service that is distinct. A performance obligation meets ASC 606’s definition of a “distinct” good or service (or
bundle of goods or services) if both of the following criteria are met: The customer can benefit from the good or service either on its own or
together with other resources that are readily available to the customer (i.c., the good or service is capable of being distinct), and the entity’s
promise to transfer the good or service to the customer is separately identifiable from other promises in the contract (i.e., the promise to transfer
the good or service is distinct within the context of the contract).

If a good or service is not distinct, the good or service is combined with other promised goods or services until a bundle of goods or services is
identified that is distinct.

The transaction price is the amount of consideration to which an entity expects to be entitled in exchange for transferring promised goods or
services to a customer. The consideration promised in a contract with a customer may include fixed amounts, variable amounts, or both. When
determining the transaction price, an entity must consider the effects of all the following:

* Variable consideration;

* Constraining estimates of variable consideration;

* The existence of a significant financing component in the contract;

* Noncash consideration; and

* Consideration payable to a customer.

Variable consideration is included in the transaction price only to the extent that it is probable that a significant reversal in the amount of
cumulative revenue recognized will not occur when the uncertainty associated with the variable consideration is subsequently resolved. The
transaction price is allocated to each performance obligation on a relative standalone selling price basis. The transaction price allocated to each
performance obligation is recognized when that performance obligation is satisfied, at a point in time or over time as appropriate.
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APPLIED BLOCKCHAIN INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
For the Three and Nine Month Periods Ended February 28, 2022

The following table provides information about the activity of deferred revenue for monthly hosting services:

Three Months Ended Nine Months Ended
February 28, February 28,
(in thousands) 2022 February 28, 2021 2022 February 28, 2021
Balance, beginning of the period $ 526 $ — 3 — 3 —
Invoiced hosting revenue 5,544 — 6,070 —
Recognized hosting revenue 1,026 — 1,026 —
Balance, end of the period $ 3,909 $ — 3 3,909 $ —

Cash and Cash Equivalents

The Company considers all highly liquid investments with an original maturity of three months or less at the date of acquisition to be cash
equivalents.

Fair Value of Financial Instruments

The Company accounts for financial instruments under Financial Accounting Standards Board (“FASB”’) ASC 820, Fair Value Measurements.
This statement defines fair value, establishes a framework for measuring fair value in generally accepted accounting principles, and expands
disclosures about fair value measurements. To increase consistency and comparability in fair value measurements, ASC 820 establishes a fair
value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value into three levels as follows:

Level 1 — Unadjusted quoted prices in active markets for identical assets or liabilities;

Level 2 — Inputs other than quoted prices that are observable for the asset or liability, either directly or indirectly; and

Level 3 — Inputs for the asset or liability that are not based on observable market data.

Observable inputs are based on market data obtained from independent sources, while unobservable inputs are based on the Company’s market
assumptions. Unobservable inputs require significant management judgment or estimation. In some cases, the inputs used to measure an asset or
liability may fall into different levels of the fair value hierarchy. In those instances, the fair value measurement is required to be classified using
the lowest level of input that is significant to the fair value measurement. Such determination requires significant management judgment. As of
February 28, 2022 there were no financial assets or liabilities measured at fair value.

Property and Equipment

Property and equipment are stated at cost less accumulated depreciation. Depreciation is computed using the straight-line method over the
estimated useful lives of the assets. The cost of maintenance and repairs is charged to operations as incurred, whereas significant repairs are
capitalized.

Lease Accounting

The Company accounts for its leases under ASC 842, Leases (“ASC 842”). Accordingly, the Company determines whether an arrangement
contains a lease at the inception of the arrangement. If a lease is
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APPLIED BLOCKCHAIN INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
For the Three and Nine Month Periods Ended February 28, 2022

determined to exist, the term of such lease is assessed based on the date on which the underlying asset is made available for the Company’s use by
the lessor. The Company’s assessment of the lease term reflects the non-cancelable term of the lease, inclusive of any rent-free periods and/or
periods covered by early-termination options which the Company is reasonably certain of not exercising, as well as periods covered by renewal
options which the Company is reasonably certain of exercising. The Company also determines lease classification as either operating or finance at
lease commencement, which governs the pattern of expense recognition and the presentation reflected in the consolidated statements of operations
over the lease term.

For leases with a term exceeding 12 months, a lease liability is recorded on the Company’s consolidated balance sheet at lease commencement
reflecting the present value of its fixed minimum payment obligations over the lease term. A corresponding right-of-use (“ROU”) asset equal to
the initial lease liability is also recorded, adjusted for any prepaid rent and/or initial direct costs incurred in connection with execution of the lease
and reduced by any lease incentives received. For purposes of measuring the present value of its fixed payment obligations for a given lease, the
Company uses its incremental borrowing rate, determined based on information available at lease commencement, as rates implicit in its leasing
arrangements are typically not readily determinable. The Company’s incremental borrowing rate reflects the rate it would pay to borrow and
incorporates the term and economic environment of the associated lease.

For the Company’s operating leases, fixed lease payments are recognized as lease expense on a straight-line basis over the lease term. For leases
with a term of 12 months or less, any fixed lease payments are recognized on a straight-line basis over the lease term and are not recognized on the
Company’s consolidated balance sheet as an accounting policy election. Leases qualifying for the short-term lease exception were insignificant.
Variable lease costs are recognized as incurred.

Income Taxes

ASC Topic 740, Income Taxes, (“ASC 740”), also clarifies the accounting for uncertainty in income taxes recognized in an enterprise’s financial

statements and prescribes a recognition threshold and measurement process for financial statement recognition and measurement of a tax position
taken or expected to be taken in a tax return. The benefit of a tax position is recognized in the financial statements in the period during which based
on all available evidence, management believes it is more likely than not that the position will be sustained upon examination, including the
resolution of appeals or litigation processes, if any. Tax positions taken are not offset or aggregated with other positions.

Based on the Company’s evaluation, it has been concluded that there are no significant uncertain tax positions requiring recognition in the
Company’s consolidated financial statements.

Offering Costs
The Company complies with the requirements of ASC 340-10-S99-1 and SEC Staff Accounting Bulletin Topic SA; “Expenses of Offering”. The

Company had deferred offering costs of $314 thousand as of February 28, 2022 and no deferred offering costs as of May 31, 2021. The deferred
offering costs as of February 28, 2022 relate to the Company’s initial public offering, and primarily

10
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APPLIED BLOCKCHAIN INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
For the Three and Nine Month Periods Ended February 28, 2022

consist of accounting and legal services, and securities registration expenses. These offering costs will be charged to shareholders’ equity at the
offering close date.

Recent Accounting Pronouncements

The Company continually assesses any new accounting pronouncements to determine their applicability. When it is determined that a new
accounting pronouncement affects the Company’s financial reporting, the Company undertakes a study to determine the consequences of the
change to its consolidated financial statements and assures that there are proper controls in place to ascertain that the Company’s consolidated
financial statements properly reflect the change.

In December 2019, the FASB issued ASU No. 2019-12, “ Income Taxes (Topic 740): Simplifying the Accounting for Income Taxes (“ASU 2019-
127), which is intended to simplify various aspects related to accounting for income taxes. ASU 2019-12 removes certain exceptions to the
general principles in Topic 740 and clarifies and amends existing guidance to improve consistent application. This guidance is effective for
fiscal years, and interim periods within those fiscal years, beginning after December 15, 2020, with early adoption permitted. The adoption of this
ASU had no impact on the Company’s financial statements.

In August 2020, the FASB issued ASU No. 2020-06, Debt — Debt with Conversion and Other Options (Subtopic 470-20) and Derivatives and
Hedging — Contracts in Entity’s Own Equity (Subtopic 815-40): Accounting for Convertible Instruments and Contracts in an Entity’s Own Equity,
which simplifies accounting for convertible instruments by removing major separation models required under current GAAP. The ASU removes
certain settlement conditions that are required for equity contracts to qualify for the derivative scope exception, and it also simplifies the diluted
earnings per share calculation in certain areas. This ASU is effective for annual reporting periods beginning after December 15, 2021, including
interim periods within those fiscal years. Early adoption is permitted, but no earlier than fiscal years beginning after December 15, 2020. This
update permits the use of either the modified retrospective or fully retrospective method of transition. The Company is currently evaluating the
impact this ASU will have on its consolidated financial statements and related disclosures.
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4. PROPERTY AND EQUIPMENT

Property and equipment consisted of the following as of February 28, 2022, and May 31, 2021:

Estimated Useful February 28,

Life 2022 May 31, 2021

Hosting Equipment

Electric Generation and Transformers 15 years $ 4,172 $—
Office and computer equipment

Software 5 years 41 —

Computer Equipment 5 years 17 17

Furniture and Fixtures 7 years 432
Construction in Progress 4,677
Autos 5 years 135 —
General Equipment 5 years 8,955 —
Land & Building

Land 1,074 —

Land Improvements 15 years 1,180 —

Building 39 years 23,181 —
Total cost of property and equipment $ 43,864 $ 21
Accumulated Depreciation (245) (1)
Property Plant and Equipment, Net $43,619 $ 20

Depreciation expense from continuing operations totaled $245 thousand and $0 for the three and nine-month periods ended February 28, 2022 and
2021, respectively.

As part of the Company's presentation of discontinued operations, the Company reclassified approximately $ 7.2 million of gross assets and $ 690
thousand of accumulated depreciation into current assets of discontinued operations. The Company also recognized a $3.3 million loss to measure
the current assets of discontinued operations at fair value less cost to sell in accordance with ASC 360-10-45-13. This loss has been presented
within loss from discontinued operations.

5. REVENUE FROM CONTRACTS WITH CUSTOMERS

The Company recognizes revenue when promised services are transferred to customers in an amount that reflects the consideration to which the
Company expects to be received in exchange for those services. The Company notes all revenue recognized from continuing operations during the
quarter was received through hosting revenue. All revenue recognized from cryptoasset mining revenue is included within discontinued
operations.

Hosting revenue

The Company provides energized space to customers who locate their hardware within the Company’s co-hosting facility. All performance
obligations are achieved simultaneously by providing the hosting environment for the customers’ operations. Hosting revenue is recorded monthly
in fixed amounts based on the terms of the hosting agreements. Customer contracts include advance payment terms. Advanced payments are
recorded as deferred revenue until the related service is provided.

12
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The Company has a material customer concentration in the hosting business. The Company has entered into contracts with JointHash Holding
Limited (a subsidiary of GMR), Bitmain Technologies Limited, F2Pool Mining, Inc. and Hashing LLC to utilize the first co-hosting facility which
was brought online in February 2022.

Below is a summary of the Company’s revenue concentration by major customer for the three months ended February 28, 2022 and 2021.

Three Months Ended Three Months Ended
Customer February 28, 2022 February 28, 2021
Customer A 62 % — %
Customer B 16 % — %
Customer C 13 % — %

Below is a summary of the Company’s revenue concentration by major customer for the nine months ended February 28, 2022 and 2021.

Nine Months Ended February Nine Months Ended February
Customer 28,2022 28,2021
Customer A 62 % — %
Customer B 16 % — %
Customer C 13 % — %

Additionally, the below table illustrates the Company’s accounts receivable concentration as of February 28, 2022 and May 31, 2021.

Customer February 28, 2022 May 31, 2021

Customer A 62 % — %
Customer B 16 % — %
Customer C 13 % — %

Remaining Performance Obligations
As of February 28, 2022, the Company had $ 3.9 million in deferred revenue, which represents the Company’s remaining performance obligations.
The Company expects to recognize all of this revenue within the next 12 months.

6. RELATED PARTY NOTES PAYABLE

A related party note payable held by the CEO of the Company was extinguished with stock issuance settlement on June 12, 2021. An exchange
agreement was reached effective June 12, 2021, whereby outstanding debt principal of $470 thousand and accrued interest of $ 1.6 million was
converted to 5.1 million aggregate Common Stock shares at a fair value price of $.75 per share for a loss on extinguishment of $ 1.3 million. Upon
the consummation of the Exchange Agreement, the note payable was surrendered and cancelled; and all rights including rights to accrued interest
due will be extinguished.
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7. INCOME TAXES

The Company recorded income tax expense of $60 thousand for the three months ended February 28, 2022, and $274 thousands for the nine
months ended February 28, 2022 compared to zero for the three and nine months ended February 28, 2021. The Company’s effective tax rate was
(1.47)% and 0% for the nine months ended February 28, 2022 and 2021, respectively.

The effective tax rate for the nine months ended February 28, 2022 differed from the statutory rate of 21% primarily due to permanent differences
related to debt extinguishment as well as changes in the valuation allowance.

The following table presents current and deferred tax expense for the nine month periods ended February 28, 2022 and 2021.

Nine Months Ended Period

Ended February 28, 2022
2022 2021
Current expense (benefit) - Continuing Operations
Federal $ — 3 —
State $ — 3 —
Total current expense $ — 8 —
Deferred expense (benefit)
Federal $ 274 $ —
State $ — $ —
Total deferred expense (benefit) $ 274§ —
Total income tax expense (benefit) $ 274 $ —

The following table presents a reconciliation of the statutory tax rate to the effective tax rate for the nine month periods ended February 28, 2022

and 2021.
February 28, 2022  February 28, 2021
Expected income tax expense (benefit) at U.S. statutory rate 21.00 % 21.00 %
Extinguishment of Debt -0.79 %
State Tax Expense 0.00 % 0 %
Change in Valuation Allowance -21.68 % -21.00 %
Income Tax Expense / (Benefit) -1.47 % 0 %

8. REDEEMABLE EQUITY
Series C Preferred Stock
As of February 28, 2022, 676,086 shares of Series C Preferred Stock are outstanding. The shares of Series C Preferred Stock are convertible into

shares of Common Stock. These shares were offered and sold to certain “accredited investors” in a private placement without registration of the
shares under Rule 506 of the Securities Act and the rules and regulations promulgated thereunder.



Table of Contents

APPLIED BLOCKCHAIN INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
For the Three and Nine Month Periods Ended February 28, 2022

Holders of Series C Preferred Stock shall vote together with holders of common stock on an as-if converted to Common Stock basis, except in
certain circumstances, such as a material change to the principal business, or a significant transaction event defined by the certificate of
designation. Series C Preferred Stock ranks pari passu with the Series D Preferred Stock.

Paid-in-kind (“PIK”) Dividends will be charged at a rate of 10% per annum provided that the Company’s Common Stock is not listed or traded
before December 15, 2021, or 12% if the registration statement relating to the resale of shares of Common Stock issuable upon conversion of the
outstanding shares of Series C Preferred Stock has not been declared by that date. The rate will increase to 15% if these targets are not met by
October 15, 2022. Dividends will be terminated upon conversion or upon the Company’s satisfaction of the listing target and registration
statement target.

On the date that an event triggers an automatic conversion, including the date on which the Resale Registration Statement (as defined below) is
declared effective by the SEC (the “Conversion Date”), all outstanding shares of Series C Preferred Stock will be automatically converted
(without payment of additional consideration) into such number of fully paid and non-assessable shares of common stock as determined by
dividing the Stated Value of such shares by the Conversion Price of $0.13, subject to adjustment, in effect on such Conversion Date.

The Company is required to reserve and keep available shares of Common Stock out of authorized and unissued shares of common stock for the
sole purpose of issuance upon conversion of the Series C Preferred Stock, free from preemptive rights or any other actual contingent purchase
rights. Each holder of shares of Series C Preferred Stock is entitled to convert any portion of the outstanding Series C Preferred Stock and any PIK
Dividends held by such holder, without the payment of additional consideration, into such number of fully paid and non-assessable shares of
Common Stock.

Unless prohibited by Nevada law, shares of Series C Preferred Stock shall be redeemed (a “Mandatory Redemption™) at a price equal to Stated
Value of such Series C Preferred Stock, plus an amount per share equal to the Stated Value of each share of Series C Preferred Stock issuable as a
result of accrued but unpaid PIK Dividends (the “Redemption Price”), if the Requisite Holders provide written notice of redemption to the
Company on or after October 15, 2022, which notice may only be so provided if on or after such date Common Stock is not listed on a Trading
Market. The date of redemption will be selected by the Company and occur within 30 days following the date that the Company receives such
notice.

If the Company fails to redeem the Series C Preferred Stock as set forth above, PIK Dividends will continue to accrue.

Series D Preferred Stock

As of the date hereof, 1,413,624 shares of Series D Preferred Stock are issued and outstanding. The shares of Series D Preferred Stock are
convertible into shares of Common Stock. These shares were offered and sold to certain “accredited investors” and non-U.S. Persons in a private
placement without registration of the shares under Regulation D and Regulation S of the Securities Act.

The Series D Preferred stock ranks pari passu with the Series C Preferred Stock.

Holders of Series D Preferred Stock shall vote together with holders of Common Stock on an as-if converted to common stock basis, except in

certain circumstances, such as a material change to the principal business, or a significant transaction event defined by the certificate of
designation.
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PIK dividends will be charged at a rate of 10% per annum provided that the Company’s Common Stock is not listed or traded before
December 15, 2021, or 12% if the registration statement relating to the resale of the shares of Common Stock issuable upon conversion of the
outstanding shares of Series D Preferred Stock has not been declared by that date. The rate will increase to 15% if these targets are not met by
October 15, 2022. Dividends will be terminated upon conversion or upon the Company’s satisfaction of the listing target and registration
statement target.

On the Conversion Date, all shares of Series D Preferred Stock will be automatically converted (without payment of additional consideration) into
such number of fully paid and non-assessable shares of Common Stock as determined by dividing the Stated Value by the Conversion Price in
effect on such Conversion Date. All rights with respect to the Series D Preferred Stock will terminate on the Conversion Date.

The conversion price shall be a price per share equal to the least of (i) $0.44 per share, (ii) 75% of the price per share to be sold in certain
offerings, including an initial public offering, (iii) 75% of the opening public price per share in a direct listing of Common Stock on a Trading
Market (as defined in the Certification of Designations for the Series D Preferred Stock), or (iv) 75% of the per share amount to be paid for each
share of Common Stock in a sale of all or substantially all of stock or assets, in each case subject to adjustment.

The Company is required to reserve and keep available shares of Common Stock out of its authorized and unissued shares of Common Stock for
the sole purpose of issuance upon conversion of the Series D Preferred Stock, free from preemptive rights or any other actual contingent purchase
rights.

Each holder of shares of Series D Preferred Stock is entitled to convert any portion of the outstanding Series D Preferred Stock and any PIK
Dividends held by such holder, without the payment of additional consideration, into such number of fully paid and non-assessable shares of
Common Stock by dividing (A) the sum of (1) the Stated Value of all outstanding shares of Series D Preferred Stock being converted, (2) the
aggregate Stated Value of all shares of Series D Preferred Stock due as PIK Dividends to such holder being converted and (3) any cash dividends
accrued and payable to such holder by (B) the conversion price in effect, as adjusted.

Unless prohibited by Nevada law, shares of Series D Preferred Stock shall be redeemed (a “Mandatory Redemption”) at a price equal to Stated
Value of such Series D Preferred Stock, plus an amount per share equal to the Stated Value of each share of Series D Preferred Stock issuable as a
result of accrued but unpaid PIK Dividends (the “Redemption Price”), if the Requisite Holders provide written notice of redemption to the
Company on or after October 15, 2022, which notice may only be so provided if on or after such date common stock is not listed on a Trading
Market. The date of redemption will be selected by the Company and occur within 30 days following the date that the Company receives such
notice.

If the Company fail to redeem the Series D Preferred Stock as set forth above, PIK Dividends will continue to accrue.

For the three and nine months ended February 28, 2022, the Company has accrued approximately $ 402 thousand and $840 thousand of Series C
PIK Dividends and Series D PIK Dividends, respectively.

Conversion of Preferred Stock

On August 13, 2021, the Company filed a registration statement for the resale by certain selling stockholders of shares of Common Stock with the
SEC (Reg. No. 333-258818) (the “Resale
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Registration Statement”) and received a notice of effectiveness for such registration statement on April 12, 2022.

On April 12, 2022, concurrent with receipt of the notice of effectiveness for the Resale Registration Statement, all outstanding shares of Series C
Preferred Stock and Series D Preferred Stock were automatically converted (without payment of additional consideration) into fully paid and non-
assessable shares of Common Stock, consistent with the Series C and Series D Preferred Stock terms. All rights with respect to the Series C and
Series D Preferred Stock terminated upon conversion.

Liquidation preferences table for Preferred Stock shown below:

Class of Stock Ranking Liquidation Preferences

Cash equal to $25 per share plus Ratably share in distribution of

Redeemable and Convertible Series C shares Priority 1 accrued or unpaid PIK dividends assets in proportion to preferential
entitled amounts
Ratably share in distribution of
Redeemable and Convertible Series D shares Priority 1 Cash equal to $25 per share plus assets in proportion to preferential

accrued or unpaid PIK dividends entitled amounts

Valuation summary table for Preferred Stock for both the three and nine months ended February 28, 2022 is shown below:

Original
Proceeds, Accrued Redemption Liquidation
Class of Stock Net Dividends Amount Amount
Redeemable and Convertible Series C shares $ 15,135,023 $ 402,150 $ 15,537,173 $ 16,500,000
Redeemable and Convertible Series D shares $ 31,574,000 $ 840,300 $ 32,414,600 $ 34,500,000

9. SHAREHOLDERS’ EQUITY (DEFICIT)
Common Stock

The Company is authorized to issue 166,666,666 shares of Common Stock at $.001 par value per share. Note that all shares of Common Stock in
this disclosure reflect the one-for-six reverse stock split disclosed in Note 1 - Business and Organization.

Equity Compensation

On January 18, 2022, the Company issued (i) an aggregate of 600,000 shares of restricted stock, consisting of 100,000 shares to each of its non-
employee directors and (ii) an aggregate of 766,666 shares of restricted stock to three executives, in all cases as compensatory grants for services
rendered to the Board or the Company. Each of the awards vests upon the completion of service conditions for specified times and a performance
condition for the occurrence of an effective registration statement with the Securities and Exchange Commission (the “SEC”). The Company will
recognize the cost of these RSUs based on the grant date fair value of the awards over the related vesting terms using a straight-line method when
it is probable that the performance condition of an effective registration statement will be met. The fair value of these RSUs was estimated to be
$11.0 million.
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On January 14, 2022, the Company granted an aggregate of 1,791,666 restricted stock units (“RSUs”) to three consultants, in all cases as
compensatory grants for consulting services rendered to the Company which contain performance conditions that affect vesting. The performance
conditions specify that the RSUs are achieved based on specific thresholds of power to become available in the Company’s colocation hosting
facility and also upon the occurrence of an effective registration statement with the SEC. The Company will recognize the cost of these RSUs
based on the grant date fair value of the awards when it is probable that the performance conditions will be achieved over the related vesting
terms, which is expected to result in expense recognition for the years ended May 31, 2022 and May 31, 2023. The fair value of these RSUs was
estimated to be $14.4 million.

The fair value of the shares of common stock underlying equity compensation has been determined by using a third-party valuation specialist to
assist management in its determination. Management determines the fair value of the Company’s Common Stock by considering a number of
objective and subjective factors including: the valuation of comparable companies, sales of redeemable convertible preferred stock to unrelated
third parties, the Company’s operating and financial performance, and general and industry specific economic outlook, amongst other factors.

The Company estimated the fair value of the Common Stock at issuance date using a Probability Weighted Expected Return Method
(“PWERM”). The PWERM estimated the fair value assuming two possible outcomes, for which each discrete outcome is probability weighted to
arrive at a weighted-average value. The Company weighted two different scenarios as follow:

Scenario

Scenario Weight
Public Company scenario (“listing scenario”) through a traditional IPO 95 %
Remain a private Company scenario (“private scenario”) 5%

As the performance condition of an effective registration statement has not been met as of February 28, 2022, no expense has been recognized for
the three and nine months ended February 28, 2022.

Share-Based Compensation
In March 2021, the Company entered into service agreements collectively with GMR Limited, Xsquared Holding Limited (“SparkPool”), and
Valuefinder to provide cryptocurrency mining management, equipment, and other services to assist with the mining operation of the Company

during 2021 and 2022. In exchange, the Company agreed to issue Common Stock shares as shown below and included in the agreement. All
shares were issued in June 2021.

Common Stock

Service Provider Shares Committed

ValueFinder 3,156,427
SparkPool 7,440,148
GMR 7,441,648
Total 18,038,223
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The fair value of the share-based compensation issued was calculated using the fair value of outstanding equity using the option pricing method,
weighted as shown below. All shares issued under the agreement were vested immediately.

Option Pricing Fair
Class of Stock Value Weight
Common Stock $ 0.402 8 %
Conversion Price of Series C Shares 0.780 92 %
$ 0.750

Series A Convertible Preferred Stock

Each share of Series A Convertible Preferred Stock ("Series A Preferred Stock") had a liquidation value of $ 100 per share, was convertible into
1,429 shares of Common Stock of the Company (subject to adjustment) and paid a cash dividend of 8% or a dividend in kind of 10%. The
dividends were accrued quarterly based on the original purchase price of the Series A Preferred Stock.

All shares of Series A Preferred Stock were converted effective June 12, 2021, to shares of Common Stock. 6,809,833 shares of Common Stock
were issued in exchange for the Series A Convertible Preferred Stock.

There are no accrued dividends related to the Series A Convertible Preferred Stock as of February 28, 2022.
Series B Convertible Preferred Stock

Each share of Series B Convertible Preferred Stock (“Series B Preferred Stock™) had a liquidation value of $ 100 per share, was convertible into
1,000 shares of Common Stock of the Company (subject to adjustment) and paid a cash dividend of 8% or a dividend in kind of 10%. The
dividends were accrued quarterly based on the original purchase price of the Series B Preferred Stock.

All shares of Series B Preferred Stock were converted effective June 12, 2021, to shares of Common Stock. 6,809,833 shares of Common Stock
were issued in exchange for the Series B Convertible Preferred Stock.

There are no accrued dividends related to the Series B Convertible Preferred Stock as of February 28, 2022.

Equity Plan Approval

On October 9, 2021, our Board approved two equity incentive plans, which our stockholders approved on January 20, 2022. The two plans consist
of the 2022 Incentive Plan, previously referred to in our SEC filings as the 2021 Incentive Plan (the “Incentive Plan”), which provides for grants of
various equity awards to our employees and consultants, and the 2022 Non-Employee Director Stock Plan previously referred to in our SEC
filings as the 2022 Incentive Plan (the “Director Plan” and, together with the Incentive Plan, the “Plans”), which provides for grants of restricted
stock to non-employee directors and for deferral of cash and stock compensation if such deferral provisions are activated at a future date. As of
February 28, 2022, no awards had been granted under either plan.
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10.

LEASES

As of February 28, 2022, the Company had an operating lease liability and right of use asset for its office space that expires in October 2026. The
Company also entered into one finance lease for equipment as of February 28, 2022. As of February 28, 2021, the Company did not have any
significant operating or finance lease balances. Rental expense for lease payments related to operating leases is recognized on a straight -line basis
over the remaining lease term.

The Company has elected the short-term lease exception and therefore, only recognized lease liabilities and right of use assets for leases longer
than one year. The Company has also elected the practical expedient of not separating lease components from non-lease components for its real
estate leases.

As of February 28, 2022, and May 31, 2021 the balance of the right of use assets were $ 1.2 million and $0, respectively, and the balance of the
lease liability is $1.2 million and $0, respectively, for the Company’s office lease and its leased equipment.

The calculation of these lease assets and liabilities includes minimum lease payments over the remaining lease term. Any variable lease payments
are excluded from the amounts and are recognized in the period in which those obligations are incurred. Operating lease assets are included as
right of use assets, net on the Balance Sheet. The current portion of lease liabilities are presented as current portion of lease liability on the Balance
Sheet with the remainder included as long-term portion of lease liability on the Balance Sheet.

Balance sheet presentation of lease assets and liabilities, net is as follows:

February 28,

Lease Type Consolidated Balance Sheet Location 2022
Operating Lease Assets Right of use asset, net $ 1,142
Finance lease assets Right of use asset, net $ 65

Total lease assets $ 1,207
Operating Lease liabilities Current portion of operating lease liability $ 185
Operating Lease liabilities Long-term Portion of Lease Liability $ 969
Total Operating Lease Liabilties $ 1,154
Finance lease liabilities Current portion of lease liability $ 26
Finance Lease liabilities Long-term portion of lease liability $ 40
Total Finance Lease Liabilities $ 66

Total lease liabilities $ 1,220
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11.

The Company’s lease cost under ASC 842 is as follows:

3 Months Ended 9 Months Ended
February 28, February 28,

Lease Type Consolidated Statements of Income Location 2022 2022

Operating lease expense Selling, General and Administrative $ 78 $ 243
Finance lease expense Selling, General and Administrative $ 2 $ 2
Short-term lease expense Selling, General and Administrative $ 20 $ 39
Total Lease Cost $ 100 $ 284

The following table represents the Company’s future minimum operating lease payments as of February 28, 2022, under ASC 842 (in thousands):

Year Operating Leases Finance Leases Total
FY22 $ 78 $ 78 85
FY23 318 29 347
FY24 326 29 355
FY25 334 6 340
FY26 342 — 342
Beyond 176 176
Total $ 1,574 $ 71 $ 1,645
Present Value of lease liabilities $ 1,154 $ 66 $ 1,220
Less Current portion of lease liability $ 185 § 26 $ 211
Long-term portion of lease liability $ 969 § 40 $ 1,009

Supplemental cash flow and other information related to leases is as follows:

Weighted-average months remaining 55 months
Weighted-average discount rate 12.20 %
Cash flows from operating leases $ 233
Cash flows from finance leases $ 2

RELATED PARTY TRANSACTIONS

Parties are considered related to the Company if the parties, directly or indirectly, through one or more intermediaries, control, are controlled by,
or are under common control with the Company. Related parties also include principal owners of the Company, its management, members of the
immediate families of principal owners of the Company and its management and other parties with which the Company may deal if one party
controls or can significantly influence the management or operating policies of the other to an extent that one of the transacting parties might be
prevented from fully pursuing its own separate interests. The Company discloses all related party transactions.
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12.

13.

In March 2021, the Company executed a strategy planning and portfolio advisory services agreement with an entity that is controlled by a board
member of the Company. Compensation for the services provided will be through issuance of 19.0 million shares of Company’ fully diluted and
outstanding Common Stock. All shares of Common Stock issuable under the agreement were issued in June 2021.

COMMITMENTS AND CONTINGENCIES
Commitments
Purchase Agreements

As of February 28, 2022, the Company has purchase commitments totaling $ 697 thousand for the year ending May 31, 2022, and has no purchase
commitments for periods beyond May 31, 2022.

Claims and Litigation

From time to time, the Company may be involved in litigation relating to claims arising out of operations in the normal course of business. As of
February 28, 2022, there were no pending or threatened lawsuits that could reasonably be expected to have a material effect on the results of the
Company’s consolidated operations. There are also no legal proceedings in which any of the Company’s management or affiliates is an adverse
party or has a material interest adverse to the Company’s interest.

EARNINGS PER SHARE

Basic net income (loss) per share (“EPS”) of Common Stock is computed by dividing the Company’s net earnings (loss) by the weighted average
number of shares of Common Stock outstanding during the period. Diluted EPS reflects the potential dilution that could occur if the securities or
other contracts to issue Common Stock were exercised or converted into Common Stock or resulted in the issuance of Common Stock that then
shared in the earnings of the entity.

Potentially dilutive securities are excluded from the computation of diluted net loss per share as their inclusion would be anti-dilutive. Refer to
Footnote 9 for details on outstanding classes of preferred shares. The table below shows the calculation for this quarter’s earnings per share:

Basic and diluted income (loss) per share: Quarterly Period Ended
February 28, February 28,
2022 2021

Net Income (loss) from continuing Operations $ (2,397) $ 77)

Net Income (loss) from discontinued Operations $ (4,048) $ —

Net Income (loss) attributable to Applied Blockchain $ (6,445)$ (77)
Continuing Operations $ 0.0 $ (0.05)
Discontinued Operations $ (0.08) $ —

Basic and diluted net loss per share $ 0.12) $ (0.05)

Basic and diluted weighted average number of shares outstanding 53,396,920 1,511,061
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Basic and diluted income (loss) per share: Year-to-Date Period Ended
February 28, February 28,
2022 2021

Net Income (loss) from continuing Operations $ (17,843) $ (223)

Net Income (loss) from discontinued Operations $ (2,870) $ —

Net Income (loss) attributable to Applied Blockchain $ (20,713) $ (223)
Continuing Operations $ 0.35) % (0.15)
Discontinued Operations $ (0.06) $ —

Basic and diluted net loss per share $ 0.41)% (0.15)

Basic and diluted weighted average number of shares outstanding 50,546,048 $ 1,511,061

14. DISCONTINUED OPERATIONS

During February 2022, the Company implemented plans to cease all cryptomining operations and start the sale process of all cryptomining
equipment. The assets to be sold are reflective of the entire mining reportable segment. Therefore, the mining operations represent a component of
the entity, and meet all the criteria for held-for-sale classification under ASC 205. Further, the Company’s plan represents a strategic shift, as the

Company plans to generate the majority of future revenue through hosting operations. Therefore, the results of operations, financial position and
cash flows of the mining operation have been presented as discontinued operations and the related assets have been classified as held-for-sale.

Operating results of discontinued operations are summarized below:

Three Months Ended

February 28, 2022  February 28, 2021

Cryptoasset Mining Revenue 916 —
Mining Revenue Pool Fees 9 —
Cryptoasset Mining Revenue, Net 907 —
Cost of Sales 628 —
Gross Profit 279 —
Impairment of Cryptocurrency Assets (226) —
Gain/Loss on Sale of Fixed Assets (847) —
Gain/Loss on Assets Reclass to Discontinued Operations (3,254) —
Net Loss from Discontinued Operations (4,048) —
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Nine Months Ended

February 28, 2022  February 28, 2021

Cryptoasset Mining Revenue 2,975 —
Mining Revenue Pool Fees 30 —
Cryptoasset Mining Revenue, Net 2,945 —
Cost of Sales 1,589 —
Gross Profit 1,356 —
Impairment of Cryptocurrency Assets (390) —
Gain/Loss on Sale of Fixed Assets (582) —
Gain/Loss on Assets Reclass to Discontinued Operations (3,254) —
Net Loss from Discontinued Operations (2,870) —

The assets related to the cryptomining operation have all been remeasured to the fair value less cost to sale. As the Company completed the sale of
the assets shortly after the quarter ended February 28, 2022, the Company has used the sale price and actual costs to sale to determine actual
carrying value of the assets held for sale. The remaining assets are comprised of GPUs for cryptomining.

Current assets related to discontinued operations are summarized below

ASSETS February 28, 2022 May 31, 2021
Current assets of discontinued operations 3,573 —

Crypto Assets

The Company recognizes revenue at the spot price of the cryptoasset when mined. The Company then tracks any gain or loss from the time the
cryptoasset was mined to the time when it was ultimately sold or converted. The sale or conversion generally results in a realized gain or loss at
the time of sale or conversion. The sale or conversion of cryptoassets results in the receipt of cash consideration.

As of February 28, 2022 and 2021, the Company did not hold any cryptoassets. For the three and nine months ended February 28, 2022, the
Company recorded impairment expense of $226 thousand and $390 thousand respectively.

The following table presents a summary of cryptoasset activity by period.

Three Months Nine Months

Beginning Balance - May 31, 2021 $ — 3 —
Cryptoassets earned through mining 916 2,975
Mining pool operating fees ) (30)
Cryptoassets sold or converted (1,133) (3,336)
Impairment of Cryptocurrency Assets 226 390

Ending Balance - February 28, 2022 $ — 3 —
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15.

Additional Cryptomining Accounting Policies

Cryptoassets

Cryptoassets are included in current assets in the accompanying consolidated balance sheets. Cryptoassets are classified as indefinite-lived
intangible assets in accordance with Accounting Standards Codification (“ASC”) 350, Intangibles — Goodwill and Other, and are accounted for in
connection with the Company’s revenue recognition policy detailed above and in Footnote 5. Management will evaluate market conditions on a
quarterly basis. When events or circumstance identified through this process indicate that cryptoassets may be impaired, they are tested for
impairment. Impairment, if any, is recognized for the difference between the fair value of the underlying cryptoasset and the carrying amount of
the cryptoasset. Fair value is measured using the quoted price of the cryptoasset at the time its fair value is being measured.

Cryptoassets awarded to the Company through its mining activities are included within the operating activities in the accompanying consolidated
statements of cash flows. Gains from the sales of cryptoassets are recorded in other income (expense) in the accompanying consolidated
statements of operations. The Company accounts for its gains in accordance with the first in, first out (“FIFO”) method of accounting.

Cryptoasset mining revenue

The Company has entered into cryptoasset mining pools by executing contracts with the mining pool operators to provide computing power to the
mining pool. The contracts are terminable at any time by either party and the Company’s enforceable right to compensation only begins when the
Company provides computing power to the mining pool operator. In exchange for providing computing power, the Company is entitled to a
theoretical fractional share of the cryptoasset award the mining pool operator receives (less service fees to the mining pool operator which are
recorded as a reduction of revenue) for successfully adding a block to the blockchain. The Company’s fractional share is based on the proportion
of computing power the Company contributed to the mining pool operator to the total computing power contributed by all mining pool participants
in solving the current algorithm.

Providing computing power in cryptoasset transaction verification services is an output of the Company’s ordinary activities. The provision of
providing such computing power is the only performance obligation in the Company’s contracts with mining pool operators and is satisfied over
the time it takes to mine each block. The transaction consideration the Company receives, if any, is noncash consideration, which the Company
receives on a daily basis and measures at fair value on the date received using the average price of the cryptoasset during the date, which is not
materially different than the fair value at contract inception or the time the Company has earned the award from the pools. The consideration is all
variable. Because validation awards are not known until a block is placed, the consideration is constrained until the mining pool operator
successfully places a block (by being the first to solve an algorithm) and the Company receives confirmation of the consideration it will receive, at
which time revenue is recognized. It is not probable that a significant reversal of revenue will occur. Fair value of the cryptoasset award received
is determined using the quoted price on the Company’s primary exchange of the related cryptoasset.

SUBSEQUENT EVENTS

Sale of Crypto Mining Equipment

On March 9, 2022, the Company ceased all crypto mining operations and completed the sale of all crypto mining equipment in service. Total
proceeds from the sale of the equipment were $1.6 million. The Company has no plans to return to crypto mining operations in the future as the
Company’s grows
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its co-hosting operations. The results of the crypto mining operations are accounted for as discontinued operations in our consolidated financial
statements as of and for the period ended February 28, 2022.

Loan Agreement

On March 11, 2022, the Company and Applied Hosting, LLC (“Hosting”), a wholly-owned subsidiary of the Company, entered into a term loan
agreement (the “Loan Agreement”) by and among Hosting, as the borrower, Vantage Bank Texas, as lender (the “Lender”) and the Company as
guarantor. Pursuant to the Loan Agreement, on March 11, 2022, Hosting entered into a promissory note agreement (the “ VBT Note”) and
borrowed $7.5 million for a five (5) year term with an interest rate of five percent (5%) per annum (the “Term Loan”). The proceeds of the Term
Loan will be used for working capital needs for the operation of Phase I of the hosting facility in Jamestown, North Dakota. The Loan Agreement
and VBT Note contain customary covenants, representations and warranties and events of default.

Also on March 11, 2022, the Company entered into a continuing guaranty agreement (the “Guaranty Agreement”) with the Lender, pursuant to
which the Company agreed to guaranty Hosting’s indebtedness and obligations under the Loan Agreement. The Term Loan is secured by a
mortgage on the real property constituting Phase I of the Jamestown, North Dakota property (the “Property”) pursuant to a Mortgage, Security
Agreement and Fixture Financing Statement (the “Mortgage”), dated March 11, 2022, by and between Hosting and the Lender, and a security
interest in the accounts receivable, rents and servicing agreements relating to the Property, and equipment as set forth in or required by the Loan
Agreement.
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations
Forward-Looking Statements

This Quarterly Report contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section
21E of the Securities Exchange Act of 1934, as amended, that involve substantial risks and uncertainties. In some cases you can identify these statements
by forward-looking words such as “anticipate,” “believe,” “could,” “estimate,” “expect,” “intend,” “may,” “plan,” “seek,” “should,” “will,” and “would,”
or similar words. Statements that contain these words and other statements that are forward-looking in nature should be read carefully because they

discuss future expectations, contain projections of future results of operations or of financial positions or state other “forward-looking” information.

Forward-looking statements involve inherent uncertainty and may ultimately prove to be incorrect or false. These statements are based on our
management’s beliefs and assumptions, which are based on currently available information. These assumptions could prove inaccurate. You are
cautioned not to place undue reliance on forward-looking statements. Except as otherwise may be required by law, we undertake no obligation to update
or revise forward-looking statements to reflect changed assumptions, the occurrence of unanticipated events or actual operating results. Our actual
results could differ materially from those anticipated in these forward-looking statements as a result of various factors, including, but not limited to:

elabor and other workforce shortages and challenges;

eour dependence on principal customers;

othe addition or loss of significant customers or material changes to our relationships with these customers;

eour sensitivity to general economic conditions including changes in disposable income levels and consumer spending trends;
eour ability to timely and successfully build new hosting facilities with the appropriate contractual margins and efficiencies
eour ability to continue to grow sales in our hosting business

evolatility of cryptoasset prices

uncertainties of cryptoasset regulation policy

You should carefully review the risks described in the final prospectus of our Registration Statement on Form S-1 (Reg. No. 333-261278) filed with the
SEC on April 13, 2022, as well as any other cautionary language in this Quarterly Report, as the occurrence of any of these events could have an adverse
effect, which may be material, on our business, results of operations, financial condition or cash flows.

Executive Overview

The following discussion and analysis should be read in conjunction with our consolidated financial statements and the related notes and other financial
information included elsewhere in this Quarterly Report on Form 10-Q.

Business Overview

We build and operate Next-Gen datacenters which are designed to provide massive computing power. Our first facility was constructed in North Dakota
and as of February 2, 2022 is online and providing S55SMW of energy and services to customers, with the remaining 45SMW expected to be brought online
during the second calendar quarter of 2022. We signed an energy services agreement with a utility to power this facility. We provide energized space for
customers to host computing equipment. Initially, these datacenters primarily will host servers securing the Bitcoin network but can also host hardware
for other applications such as artificial intelligence, machine learning and other blockchain networks in the future. We have a colocation business model
where our customers place hardware they own into our facilities, and we provide full operational and maintenance services for a fixed fee. We typically
enter into long-term fixed rate contracts with our customers.

Trends and Other Factors Affecting Our Business

Regulatory Environment

Our customers’ businesses are subject to extensive laws, rules, regulations, policies and legal and regulatory guidance, including those governing
securities, commodities, cryptoasset custody, exchange and transfer, data governance, data protection, cybersecurity and tax. Many of these legal and
regulatory regimes were adopted prior to the advent of the Internet, mobile technologies, cryptoassets and related technologies. As a result, they
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do not contemplate or address unique issues associated with the crypto economy, are subject to significant uncertainty, and vary widely across U.S.
federal, state and local and international jurisdictions. These legal and regulatory regimes, including the laws, rules and regulations thereunder, evolve
frequently and may be modified, interpreted and applied in an inconsistent manner from one jurisdiction to another, and may conflict with one another.
Moreover, the complexity and evolving nature of our business and the significant uncertainty surrounding the regulation of the crypto economy requires
us to exercise our judgement as to whether certain laws, rules and regulations apply to us or our customers, and it is possible that governmental bodies
and regulators may disagree with our or our customers’ conclusions. To the extent we or our customers have not complied with such laws, rules and
regulations, we could be subject to significant fines and other regulatory consequences, which could adversely affect our business, prospects or
operations. As cryptoassets have grown in popularity and in market size, the Federal Reserve Board, U.S. Congress and certain U.S. agencies (e.g., the
Commodity Futures Trading Commission, the SEC, the Financial Crimes Enforcement Network and the Federal Bureau of Investigation) have begun to
examine the operations of cryptoasset networks, cryptoasset users and cryptoasset exchange markets. Other countries around the world are likewise
reviewing and, in some cases, increasing regulation of the cryptoasset industry. For instance, on September 24, 2021, China imposed a ban on all crypto
transactions and mining.

Ongoing and future regulatory actions could effectively prevent our customers’ mining operations and our ongoing or planned co-hosting operations,
limiting or preventing future revenue generation by us or rendering our operations and crypto mining equipment obsolete. Such actions could severely
impact our ability to continue to operate and our ability to continue as a going concern or to pursue our strategy at all, which would have a material
adverse effect on our business, prospects or operations.

COVID-19

The COVID-19 pandemic has had unpredictable and unprecedented impacts in the United States and around the world. The implications of the COVID-
19 pandemic on our results of operations and overall financial performance remain uncertain. The economic effects of the pandemic and any recovery
and resulting societal changes, including the impact of current labor shortages in the United States, are currently not predictable, and the future financial
impacts could vary from those foreseen.

To the extent we are providing maintenance and repair services to our customers, our ability to provide such services may also be hampered by supply
chain and labor disruptions.

Critical Accounting Policies and Estimates

Our consolidated financial statements are prepared in accordance with accounting principles generally accepted in the United States of America
(“GAAP”). In connection with the preparation of our financial

statements, we are required to make assumptions and estimates about future events and apply judgments that affect the reported amounts of assets,
liabilities, revenue, expenses and the related disclosures. We base our assumptions, estimates and judgments on historical experience, current trends and
other factors that management believes to be relevant at the time our consolidated financial statements are prepared. On a regular basis, management
reviews the accounting policies, assumptions, estimates and judgments to ensure that our financial statements are presented fairly and in accordance with
GAAP. However, because future events and their effects cannot be determined with certainty, actual results could differ from our assumptions and
estimates, and such differences could be material.

Our significant accounting policies are discussed in Note 3 — Basis of Presentation and Significant Accounting Policies, of the Notes to Consolidated
Financial Statements of this Quarterly Report on Form 10-Q.

Hosting Operation Highlights

On January 6, 2022, we and Antpool Capital Asset Investment, L.P., an affiliate of Bitmain Technologies Holding Company, entered into a joint venture
in the form of 1.21 Gigawatts, LLC, pursuant to which we and Antpool contributed $8 million and $2 million, respectively, and will initially own 80%
and 20% of 1.21 Gigawatts, respectively. 1.21 Gigawatts will develop, acquire, construct, finance, operate, maintain and own one or more Next-Gen
datacenters with initially up to 1.5GW of capacity for hosting blockchain infrastructure. We
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are the managing member of 1.21 Gigawatts and are responsible for all site development, construction and operations of the datacenters. However,
certain activities of 1.21 Gigawatts and its subsidiaries, if any, require the vote of 90% of the then outstanding units of each such entity. As long as
Antpool owns 10% or more of the total issued and outstanding units of 1.21 Gigawatts, Antpool may appoint an individual with industry expertise to
serve as an advisor to 1.21 Gigawatts. 1.21 Gigawatts will pay fees to such advisor as reasonably determined by us as managing member. Transfers by
members of units of 1.21 Gigawatts are prohibited without approval of 90% of units then outstanding, which consent may be granted or withheld for any
reason and transfers of such units to non-affiliates, after obtaining consent, are subject to a right of first refusal of other members to purchase some or all
of such units. Additionally, Antpool has the right at any time to convert all or any portion of its 1.21 Gigawatts units into a number of shares of our
Common Stock equal to the capital contributions by Antpool in connection with the acquisition of such units divided by $7.50, which will result in an
increase in our ownership percentage of 1.21 Gigawatts.

On February 2, 2022, we brought our North Dakota facility online as to the first SSMW, with the remaining 4SMW expected to be brought online during
the second calendar quarter of 2022.
Crypto Mining Operations

On March 9, 2022, the Company ceased all crypto mining operations and completed the sale of all crypto mining equipment in service. Total proceeds
from the sale of the equipment were $1.6 million, and the Company will recognize a loss $2.9 million on the sale of the equipment during the quarter
ending May 31, 2022. The Company has no plans to return to crypto mining operations in the future as we grow our co-hosting operations. The results
of the crypto mining operations are accounted for as discontinued operations in our consolidated financial statements as of and for the period ended
February 28, 2022.

Expansion Opportunities

On November 24, 2021, we entered into a letter of intent to develop a facility in Texas with 200MW of wind power. The arrangement is subject to entry
into definitive agreements by the parties. Construction of the facility began in March 2022.

We are exploring potential new locations where we intend to replicate our hosting business model. Additionally, we are evaluating potential partnerships
with owners of low-cost energy sources, with a particular focus on renewable sources, as a potential avenue to grow our hosting operations.

As our hosting operations expand, we believe our business structure will become conducive to a REIT structure, comparable to Digital Realty Trust
(NYSE: DLR) and Equinix, Inc. (NASDAQ: EQIX), each of which is a traditional datacenter operator and Innovative Industrial Properties, Inc. (NYSE:
IIPR), a specialty REIT that similarly services a new growth industry. We have begun to investigate the possibility, costs and benefits of converting to a
REIT structure.

Public Offering and Changes to Equity

On August 13, 2021, the Company filed a registration statement for the resale by certain selling stockholders of shares of Common Stock with the SEC
(Reg. No. 333-258818) (the “Resale Registration Statement”) and received a notice of effectiveness for such registration statement on April 12, 2022. On
November 22, 2021, the Company filed a registration statement for the sale by the Company of shares of Common Stock with the SEC (Reg. No. 333-
261278) (the “IPO Registration Statement”) and received a notice of effectiveness for such registration statement on April 12, 2022. On April 11, 2022,
the Company filed a registration statement for the Common Stock under the Securities Exchange Act of 1934, as amended, with the SEC which became
effective automatically on April 12, 2022.

On April 12, 2022, concurrent with receipt of the notice of effectiveness for the Resale Registration Statement, all outstanding shares of Series C
Preferred Stock and Series D Preferred Stock were automatically converted (without payment of additional consideration) into fully paid and non-
assessable shares of Common Stock, consistent with the Series C and Series D Preferred Stock terms. All rights with respect to the Series C and Series D
Preferred Stock terminated upon conversion.

The Company’s board of directors approved a reverse split of shares of the Company’s common stock on a one-for-six basis, which was effected on
April 12, 2022 (the “Reverse Stock Split”). All references to Common
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Stock, options to purchase common stock, restricted stock units, share data, per share data and related information contained in the condensed
consolidated financial statements have been retrospectively adjusted to reflect the effect of the Reverse Stock Split for all periods presented. No
fractional shares of the Company’s common stock were issued in connection with the Reverse Stock Split. Any fractional share resulting from the
Reverse Stock Split was rounded down to the nearest whole share and the affected holder received cash in lieu of such fraction share.Any fractional share
resulting from the Reverse Stock Split was rounded down to the nearest whole share.

On April 13, 2022, the Company announced its initial public offering of 8 million shares of its Common Stock at $5.00 per share. The shares began
trading on the Nasdaq Global Select Market on April 13, 2022, under the ticker symbol “APLD.”

On April 18, 2022, the Company completed its initial public offering. In addition, the Company granted the underwriters a 30-day option to purchase up
to an additional 1,200,000 shares of common stock at the public offering price, less underwriting discounts and commissions. The net proceeds received
by the Company from the offering (after deducting underwriting discounts and commission and estimated offering expenses) were approximately $36
million. The Company intends to use the net proceeds to lease or purchase additional property on which to build additional co-hosting facilities, to
construct those facilities, to enter into additional energy service agreements for each additional site and for funding its working capital and general
corporate purposes.
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Results of Operations Comparative Results for the Three and Nine Months Ended February 28, 2022 and 2021:

The following table sets forth key components of the results of operations (in thousands) of Applied Blockchain during the three and nine months ended
February 30, 2021 and 2020.

Three Months Ended Nine Months Ended
February 28, 2022 February 28, 2021 | February 28, 2022 February 28, 2021

Revenues:
Hosting revenue $ 1,026 $ — $ 1,026 $ —
Total revenue, net $ 1,026 $ — $ 1,026 —
Cost of revenues $ 2,073 $ — $ 2,073 $ —
Gross Profit (1,047) — (1,047) —
Costs and expenses:
Selling, General and Administrative 1,356 — 3,234 —
Stock-based compensation for service agreement — — 12,337 —
Depreciation 14 — 14 _
Total costs and expenses 1,370 0 15,585 0
Operating loss (2,417) — (16,632) 0
Other income (expense):
Interest Expense — 77 — (223)
Gain on Extinguishment of Accounts Payable 80 — 405 —
Loss on Extinguishment of Debt — — (1,342) —
Income Tax Expenses (60) — (274) —
Total Other Income (Expense) 20 (77) (1,211) (223)
Net Loss from Continuing Operations (2,397) 77) (17,843) (223)
Net Loss from Discontinued Operations (4,048) — (2,870) —
Total Net Loss $ (6,445) $ 77) $ (20,713) $ (223)
Adjusted Amounts (a)
Adjusted Operating Loss from Continuing Operations $ (2,064) $ — $ (2,289) $ —
Adjusted Operating Margin from Continuing Operations (201.17)% — % (223.14)% — %
Adjusted Net Loss from Continuing Operations $ (2,044) $ 77) $ (3,500) $ (223)
Other Financial Data (a)
EBITDA $ (2,092) $ — $ (17,324) $ —

as a percentage of revenues (203.9)% — % (1688.5)% — %
Adjusted EBITDA $ (1,739) $ — $ (2,981) $ —
as a percentage of revenues (169.5)% — % (290.6)% — %

(a) Adjusted Amounts and Other Financial Data are non-GAAP performance measures. A reconciliation of reported amounts to adjusted amounts
can be found in the "Non-GAAP Measures and Reconciliation" section of the MD&A.
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Commentary on Results of Operations Comparative Results for the Three Months Ended February 28, 2022 and 2021:
Revenue:

For the three months ended February 28, 2022, hosting revenue was $1 million, and there was no data center hosting revenue for the three months ended
February 28, 2021. Hosting revenue includes upfront payments which we record as deferred revenue and generally recognize as services are provided.
All of the Company’s revenues were generated from its North Dakota facility which became operational on February 2, 2022.

Costs and expenses

Cost of revenues for hosting for the three months ended February 28, 2022, was $2.1 million and there were no hosting costs for the three months ended
February 28, 2021. The costs consisted primarily of electricity costs, including costs for the North Dakota facility under noncancelable purchase
commitments prior to the facility becoming operational on February 2, 2022. Other costs include personnel cost for employees directly working at the
hosting facility and depreciation expense for equipment in service at the hosting facility.

Selling, general and administrative expenses during the three months ended February 28, 2022 were $1.4 million and there were no selling, general, and
administrative expenses during the three months ended February 28, 2021. The 2022 costs consist of selling, general and administrative expenses consist

of legal and professional fees, advertising and marketing expenses, and other personnel and related costs.

Other income and expense:

Other income for the three months ended February 28, 2022 was $20 thousand and other expense for the three months ended February 28, 2021 was
$77 thousand. The change is primarily related to a decrease in interest expense due to the conversion of a related party note payable into Common Stock
during the first fiscal quarter of the year ending May 31, 2022, as well as a gain recognized in the extinguishment of accounts payable, partially offset by
an increase in income tax expense.

Commentary on Results of Operations Comparative Results for the Nine Months Ended February 28, 2022 and 2021
Revenue:

For the nine months ended February 28, 2022, hosting revenue was $1 million, and there was no data center hosting revenue for the nine months ended
February 28, 2021.Hosting revenue includes upfront payments which we record as deferred revenue and generally recognize as services are provided.
All of the Company’s revenues were generated from its North Dakota facility which became operational on February 2, 2022.

Costs and expenses:

Cost of revenues for hosting for the nine months ended February 28, 2022, was $2.1 million and there were no hosting costs for the nine months ended
February 28, 2021. The costs consisted primarily of electricity costs, including costs for the North Dakota facility under noncancelable purchase
commitments prior to the facility becoming operational on February 2, 2022. Other costs include personnel cost for employees directly working at the
hosting facility and depreciation expense for equipment in service at the hosting facility.

Selling, general and administrative expenses during the nine months ended February 28, 2022 were $3.2 million and there were no selling, general, and

administrative expenses during the nine months ended February 28, 2021. The 2022 costs consist of selling, general and administrative expenses consist
of legal and professional fees, advertising and marketing expenses, and other personnel and related costs.
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Stock-based compensation during nine months ended February 28, 2022 was $12.3 million and there were no stock-based compensation costs for the
nine months ended February 28, 2021. The 2022 cost was incurred as part of a service agreement for the first fiscal quarter in the year ending May 31,
2022.

Other Expenses:

Other expenses for the nine months ended February 28, 2022 was $1.2 million and other expense for the nine months ended February 28, 2021 was
$223 thousand. The change is primarily related to a loss recognized on the extinguishment of a related party note to Common Stock during the first
fiscal quarter of the year ended May 31, 2022, as well as recognition of income tax expense during 2022, partially offset by a reduction of interest
expense due to the conversion of a related party note payable to Common Stock during the first fiscal quarter of the year ended May 31, 2022, and gains
recognized on the extinguishment of accounts payable.
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Three Months Ended Nine Months Ended
$ in thousands February 28,2022 February 28,2021 February 28,2022 February 28, 2021
Adjusted operating loss
Operating Loss from Continuing Operations (GAAP) $ 2,417) $ — $ (16,632) $ —
Add: Stock-based compensation for service agreement — — 12,337 —
Add: Gain on Extinguishment of Accounts Payable (80) — (405) —
Add: Loss on Extinguishment of Debt — — 1,342 —
Add: Non-deferred professional service costs 433 — 1,069 —
Adjusted Operating Loss from Continuing Operations (Non-
GAAP) $ (2,064) S = $ (2,289) ' $ =
Adjusted operating margin from Continuing Operations (201.2)% — % (223.1)% — %
Adjusted net income (loss)
Net Loss from Continuing Operations (GAAP) $ 2,397) $ an $ (17,843) $ (223)
Add: Stock-based compensation for service agreement — — 12,337 —
Add: Gain on Extinguishment of Accounts Payable (80) — (405) —
Add: Loss on Extinguishment of Debt — — 1,342 —
Add: Non-deferred professional service costs 433 — 1,069 —
Adjusted net loss from Continuing Operations (Non-GAAP) $ (2,044) $ a7  $ (3,500) $ (223)
EBITDA and Adjusted EBITDA
Net Loss from Continuing Operations (GAAP) $ 2,397) $ an $ (17,843) $ (223)
Add: Interest Expense — 77 — 223
Add: Income Tax Expense 60 — 274 —
Add: Depreciation 245 — 245 —
EBITDA (Non-GAAP) $ (2,092) S — $ (17,324) % —
Add: Stock-based compensation for service agreement — — 12,337 —
Add: Gain on Extinguishment of Accounts Payable (80) — (405) —
Add: Loss on Extinguishment of Debt — — 1,342 —
Add: Non-deferred professional service costs 433 — 1,069 —
Adjusted EBITDA (Non-GAAP) $ (1,739) $ — $ (2,981) $ —

EBITDA and Adjusted EBITDA

“EBITDA” is defined as earnings before interest, taxes, and depreciation and amortization. “Adjusted EBITDA” is defined as EBITDA adjusted for
stock-based compensation, gain on extinguishment of accounts payable, loss on extinguishment of debt, and one-time professional service costs not
directly related to the company’s offering and therefore not deferred under the guidance in ASC 340 and SAB Topic SA. These costs
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have been adjusted as they are not indicative of business operations. Adjusted EBITDA is intended as a supplemental measure of Applied Blockchain’s
performance that is neither required by, nor presented in accordance with, GAAP. Applied Blockchain believes that the use of EBITDA and Adjusted
EBITDA provides an additional tool for investors to use in evaluating ongoing operating results and trends and in comparing its financial measures with
those of comparable companies, which may present similar non-GAAP financial measures to investors. However, you should be aware that when
evaluating EBITDA and Adjusted EBITDA, Applied Blockchain may incur future expenses similar to those excluded when calculating these measures.
In addition, Applied Blockchain’s presentation of these measures should not be construed as an inference that its future results will be unaffected by
unusual or non-recurring items. Applied Blockchain’s computation of Adjusted EBITDA may not be comparable to other similarly titled measures
computed by other companies, because all companies may not calculate Adjusted EBITDA in the same fashion.

Because of these limitations, EBITDA and Adjusted EBITDA should not be considered in isolation or as a substitute for performance measures
calculated in accordance with GAAP. Applied Blockchain compensates for these limitations by relying primarily on its GAAP results and using
EBITDA and Adjusted EBITDA on a supplemental basis. You should review the reconciliation of net loss to EBITDA and Adjusted EBITDA below
and not rely on any single financial measure to evaluate Applied Blockchain’s business.

The Sources of Liquidity

We have generated cash from the sale of our convertible preferred stock, the sale of Ether generated from our discontinued mining operations, and the
receipt of contractual deposits and revenue pre-payments from hosting customers. Since December 2020, when we began planning to acquire or build an
operational business, we have raised aggregate gross proceeds of $49 million from issuances of our convertible preferred stock. On April 15, 2021, we
received $16.5 million in gross proceeds from the issuance of our Series C Convertible Redeemable Preferred Stock and on July 30, 2021, we received
$32.5 million in gross proceeds from the issuance of our Series D Preferred Stock. On April 18, 2022, we received $40.0 million in gross proceeds from
the issuance of 8 million shares of the Company’s Common Stock in conjunction with the closing of our initial public offering. During fiscal year 2021,
we did not generate any revenue from crypto mining, co-hosting or otherwise. We have incurred net losses from operations. In June 2021, as a result of
commencement of our crypto mining operations, we began to generate revenue. As of February 28, 2022 and May 31, 2021, we had cash of $12 million
and $11.8 million respectively, and an accumulated deficit of $(52.5) million and $21.6 million, respectively. On March 11, 2022, we entered into a term
loan agreement for $7.5 million for a term of five years with an interest rate of 5% per annum. The proceeds of the term loan will be used for working
capital needs for the operation of Phase I of the hosting facility in Jamestown, North Dakota.

Funding Requirements

Having ceased our prior operations in 2014, we have experienced net losses until the first quarter of our fiscal year ending May 31, 2022, with net losses
also heaving been incurred in the second and third quarters of our fiscal year ending May 31, 2022. Our transition to sustained profitability is dependent
on successful operation of our co-hosting facilities. We believe that amounts we received from our April 2021 and July 2021 sales of convertible
preferred stock, from our crypto mining operations, prior to cessation of such operations on March 9, 2022, proceeds from our initial public offering, and
revenue we have begun to achieve in our co-hosting operations since our first co-hosting facility was brought online as to 55MW on February 2, 2022,
after planned expenditures to build our co-hosting operations, will be sufficient to meet our working capital needs for at least the next 12 months.

We expect that our general and administrative expenses and our operating expenditures will continue to increase as we continue to expand our operations
and as we bear the costs of being a public company. We also expect that our revenues will increase as we continue to bring online additional capacity,
including the remaining 45SMW of capacity at our first operational co-hosting facility. We expect to need additional capital to fund continued growth,
which we may obtain through one or more equity offerings, debt financings or other third-
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party funding. Because of the numerous risks and uncertainties associated with the crypto mining industry, we are unable to estimate the amount of
increased capital we may need to raise to continue to build additional co-hosting facilities and we may use our available capital sooner that we currently
expect.

We believe that our existing cash, together with the anticipated revenues from current operations, will enable us to fund our operating expense
requirements through at least 12 months. We have based our estimates as to how long we expect we will be able to fund our operations on assumptions
that may prove to be wrong, and we could use our available capital resources sooner than we currently expect, in which case, we would be required to
obtain additional financing sooner than currently projected, which may not be available to us on acceptable terms, or at all. Our failure to raise capital as
and when needed would have a negative impact on our financial condition and our ability to pursue our business strategy.

Summary of Cash Flows

The following table provides information about Applied Blockchain’s net cash flow (in thousands) for the nine months ended February 28, 2022 and
2021.

Nine Months Ended February 28,

$ in thousands 2022 2021

Net cash provided by operating activities $ 4,113 § —
Net cash used in investing activities (35,588) $ —
Net cash provided by financing activities 31,686 $ —
Net change in cash and cash equivalents 211 $ —
Cash and cash equivalents at beginning of year 11,750 $ —
Cash and cash equivalents at end of period $ 11,961 $ —

The net cash generated by operating activities of $4.1 million for the nine months ended February 28, 2022 consisted primarily of $12.3 million of non-
cash compensation for service agreement expenses, an increase of $10.7 million of accounts payable and accrued liabilities, $1.3 million gain on the
extinguishment of debt, and $1 million provided by discontinued operations, partially offset by a net loss from continuing operations of $17.8 million,
increases in accounts receivable of $1 million, and increases in prepaid expenses and other current assets of $2.1 million.

The net cash used in investing activities for the nine months ended February 28, 2022 represents deposits on mining equipment and purchases of
property and equipment.

The net cash provided by financing activities for the nine months ended February 28, 2022 represents proceeds from issuance of our Series D Preferred
Stock.

For the nine months ended February 28, 2021 there was no cash used by operating activities, investing activities and financing activities.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

Not Applicable

Item 4. Controls and Procedures

Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, evaluated, as of the end of the period covered by this

Quarterly Report on Form 10-Q, the effectiveness of our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the
Exchange Act). Based on that evaluation, and as a result of the material weaknesses described below, our Chief Executive Officer and Chief
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Financial Officer concluded that, as of February 28, 2022, our disclosure controls and procedures were not effective at the reasonable assurance level.

A material weakness is a deficiency, or combination of deficiencies, in internal control over financial reporting, such that there is a reasonable possibility
that a material misstatement of a company’s annual and interim financial statements will not be detected or prevented on a timely basis.

In connection with our initial public offering, we identified a material weakness in the design of our internal controls, which could adversely affect our
ability to record, process, summarize and report financial data. We have not yet designed and implemented user access controls to ensure appropriate
segregation of duties that would adequately restrict user and privileged access to the financially relevant systems and data to appropriate personnel. We
also do not have a properly designed internal control system that identifies critical processes and key controls.
In order to remediate these material weaknesses, we are taking the following steps, among others:

1. continued hiring of additional qualified accounting and financial reporting personnel to support division of responsibilities;

2. improving and updating our systems;

3. developing IT general controls to manage access and program changes across our key systems and the execution of improvements to application
controls within our systems; and

4. implementing processes and controls to better identify and manage segregation of duties.

We will not be able to fully remediate the material weaknesses until these steps have been completed and have been operating effectively for a sufficient
period of time.
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Part II - Other Information
Item 1. Legal Proceedings
None

Item 1A. Risk Factors
There have been no material changes to the Risk Factors disclosed in the final prospectus of our Registration Statement on Form S-1 (Reg. No. 333-261278) filed with the SEC
on April 13, 2022.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

On April 12, 2022, the SEC declared effective the Company’s IPO Registration Statement (Reg. No. 261278). The offering under the IPO Registration
Statement commenced on April 12, 2022 and was consummated on April 18, 2022 with the sale of 8,000,000 newly-issued shares of Common Stock at a
price of $5.00 per share, constituting the total aggregate amount registered. B. Riley Securities, Inc. and Needham & Company acted as book-running
managers, Craig-Hallum and D.A. Davidson & Co. acted as lead managers, and Lake Street and Northland Capital Markets acted as co-managers for the
offering. In connection with the offering, the Company granted the underwriters a 30-day option to purchase up to an additional 1,200,000 shares of
common stock at the public offering price, less underwriting discounts and commission, although such option was not exercised. Through the date of this
Quarterly Report on Form 10-Q, estimated total expenses of the offering were approximately $4 million, consisting of $2.8 million in underwriting
discounts and commissions, approximately $400 thousand in expenses paid to the underwriters, and approximately $800 thousand in other expenses
including legal, auditor, listing, and other expenses. No such payments were made to officers directors or associates of the Company except that, with
respect to underwriting discounts and commissions and expenses to the underwriters, (a) Wes Cummins, the Company’s CEO and Chairman, sold, in
2021, a majority interest in 272 Capital LP, a registered investment adviser controlled by him, to B. Riley Financial, Inc., an affiliate of B. Riley
Securities, Inc., (b) Wes Cummins is the CEO and President of B. Riley Capital Management, LLC, an affiliate of B. Riley Securities, Inc., (c) Chuck
Hastings, CEO of B. Riley Wealth Management, Inc., serves on the Company’s board of directors, and (d) Virginia Moore, a member of the Company’s
Board of Directors, is the spouse of the CEO of B. Riley Securities, Inc. The net offering proceeds to the Company after deducting the expenses
described herein were approximately $36 million. None of the proceeds were received by the Company during the quarter ended February 28, 2022.

Item 3. Defaults Upon Senior Securities
Not applicable.

Item 4. Mine Safety Disclosures

Not applicable.

Item 5. Other Information

None.
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Item 6. Exhibits
EXHIBIT INDEX

Exhibit Number Description of Document

3.1 Second Amended and Restated Articles of Incorporation, as amended from time to time.

31.1 Chief Executive Officer’s Certificate Pursuant to 15 U.S.C. Section 7241, as Adopted Pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002.

31.2 Chief Financial Officer’s Certificate Pursuant to 15 U.S.C. Section 7241, as Adopted Pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002.

32.1 Certification of Chief Executive Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

32.2 Certification of Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

101.INS Inline XBRL Instance Document.

101.SCH Inline XBRL Taxonomy Extension Schema Document.

101.CAL Inline XBRL Taxonomy Extension Calculation Linkbase Document.

101.DEF Inline XBRL Taxonomy Extension Definition Linkbase Document.

101.LAB Inline XBRL Taxonomy Extension Label Linkbase Document.

101.PRE Inline XBRL Taxonomy Extension Presentation Linkbase Document.

104 Cover Page Interactive Data File (formatted as Inline XBRL and contained in Exhibit 101).
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Signatures
SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized.

APPLIED BLOCKCHAIN, INC.

Date: May 13, 2022 By: /s/ Wesley Cummins

Wesley Cummins Chief Executive Officer and Chairman of
the Board of Directors (Principal Executive Officer)

Date: May 13, 2022 By: /s/ David Rench

David Rench Chief Financial Officer (Principal Financial
Officer)
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M\J_K% Filing Number
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Secretary of State St Ot L4200 e AN
202 North Carson Street ;\lumher of Pages
Carson City, Nevada 89701-4201
(775) 684-5708

Website: www.nvsos.gov

Certificate of Change Pursuant to NRS 78.209

TYPE OR PRINT - USE DARK INK ONLY - DO NOT HIGHLIGHT

INSTRUCTIONS:
1. Enter the current name as on file with the Nevada Secretary of State and enter the Entity or Nevada
Business Identification Number (NVID).

2. Indicate the current number of authorized shares and par value, if any, and each class or series before the
change.

3. Indicate the number of authorized shares and par value, if any of each class or series after the change.

4. Indicate the change of the affected class or series of issued, if any, shares after the change in exchange for
each issued share of the same class or series,

5. Indicate provisions, if any, regarding fractional shares that are affected by the change.
6. NRS required statement.

7. This section is optional. If an effective date and time is indicated the date must not be more than 90 days
after the date on which the certificate is filed,

8. Must be signed by an Officer. Form will be returned if unsigned.

1. Entity Information: Name of entity as on file with the Nevada Secretary of State:

\Appﬁad Blockchain, Inc. - B —_  _
Entity or Nevada Business Identification Number (NVID); 9_1_3_283-_2Q01 |

2, Current Authorized | The current number of authorized shares and the par value, if any, of each class or series, if

Shares: any, of shares before the change:

Number of Common Slack: 1,000,000,000, par value $0.001

Number of Series A Prefarrad Stock: 70,000, par value $0,001 Number of Serles C Preferred Stock: 680,000, par value $0.001
Number of Series B Profarred Slock: 50,000, par valuo $0.001  Number of Saries D Prafemed Slock: 1,380,000, par value 30,001

3. Authorized Shares | The number of authorized shares and the par value, if any, of each class or series, if any, of
After Change: shares after the change:

Numbar of Common Stock: 186,668,688, par value $0.001
Number of Series A Prefarred Slock: 70,000, par value $0,001 Number of Serles C Prelerred Stock: 660,000, par value $0 001
Numbar of Sevies B Prafarrad Stock: 50,000, par value $0,001 Number of Series D Preferred Stock: 1,380,000, par vaiua 50,001

The number of shares of each affected class or serles, If any, 1o be Issued after the

change in exchange for each issued share of the same class or series:

(1) Reverse Slock Spil of all authorized eomman slock; 1 share for each 8 authortzad. 1,000,000,000 shares of common slack were aulhorized, leaving
166,668 6668 sharas authorized afler the reversa stock spil. (2) A comesponding Reverse Stock Spill of all issued and outsterding common slock; 1 share
for each 6 issued and oulstanding. 547,230,709 shares of common stock wera lssued and oulstanding, laaving 91,205,023 shares oulstanding after the
reverse slock spill.

4, Issuance;

The provisions, if any, for the issuance of fractional shares, or for the payment of money or the

; ns:

O Provisi issuance of scrip to stockholders otherwise entitled to a fraction of a share and the percentage
of outstanding shares affected thereby:
No fractional shares will be issued. All fractional shares as a result of the
reverse split will be paid out in cash,

6. Provisions: The required approval of the stockholders has been obtained.

7. Effective date and Date:  April 12, 2022 Time: | 1.15 PM Pacific Time

time: (Optional) \ ~ (must not be later than 90 days after the ceriificate is filed)

8, Signature:
(Required) X AN Chief Executive Officer  2_ | |-2£22|

[ cima o - —
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3 20211673333
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Secretary of State State Of Nevada Number of Pages

202 North Carson Street 2

Carson City, Nevada 897014201

(775) 684-5708

Website: www.nvsos.gov

Certificate of Correction
NRS 78, 78A. 80, 81, 82, 84, 86, 87, 87A, 88, 88A, 89 and 92A

(Only one document may be corrected per certificate.)

TYPE OR PRINT - USE DARK INK ONLY - DO NOT HIGHLIGHT

INSTRUCTIONS:

1. Enter the current name as on file with the Nevada Secretary of State and enter the Entity or Nevada Business
Identification Number (NVID).

2. Name of document with inaccuracy or defect.

3. Filing date of document with inaccuracy or defect.
4. Brief description of inaccuracy or defect.

5, Correction of inaccuracy or defect.

6. Must be signed by Authorized Signer. Form will be returned if unsigned.

1. Entity Information: Name of entity as on file with the Nevada Secretary of State:

Applied Blockchain, Inc.

Entity or Nevada Business Identification Number (NVID): C13283-2001

2. Document: Name of document with inaccuracy or defect:

Second Amended and Restated Articles of Incorporation

3. Filing Date: Filing date of document which correction is being made: April 15, 2021

4. Description: Description of inaccuracy or defect:

Section 1.1(c)(ii)(B) of Exhibit C to the Second Amended and Restated
Articles of Incorporation contains an incorrect reference in the first sentence
of the paragraph.

5. Correction: Correction of inaccuracy or defect:

Section 1.1(c)(ii)(B) of Exhibit C to the Second Amended and Restated
Articles of Incorporation is corrected to remove the reference (12) twelve
months and change it to (8) eight months.

6. Signature: DocuSigned by:

(Required) X Daid, Rt 07/28/2021




| S BOO ILWES 13400

Signature Date ]

This form must be accompanied by appropriate fees. Page 1 of 1

Revised: 1/1/2019
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Certificate of Amendment
(PURSUANT TO NRS 78.385 AND 78.380)
USE BLACK INK ONLY - DQ NOT RIGHLIGHT ABOVE SPACE IS FOR OFFICE USE ONLY

Certificate of Amendment to Articles of Incorporation
For Nevada Profit Corporations

(Pursuant to NRS 78.385 and 78.390 - After Issuance of Stock)
1. Name of corporation:
APPLIED BLOCKCHAIN, INC.

2 The artlcies have been amended as follows (provide article numbers, if available)

'TH]RD The total number of shares of capual stock which this corporation shall have authunty to issueis |
one billion, five million (1,005,000,000) with a par value of $0.001 per share amounting to $1,005,000.00. |
One billion (1,000,000,000) of those shares are Common Stock and five million (5,000,000) nf those |
shares are Preferred Stock. Each share of Common Stock shall entitle the holder thereof to one vote, in
person or by proxy, on any matter on which action of the stockholders of this corporation is sought. The
hholders of shares of Preferred Stock shall have no right to vote such shares, except (i) as determined by the
Board of Directors of this corporation in accordance with the provisions of Section (3) of Article FOURTH
of these Articles of [ncorporation, or (ii) as otherwise provided by the Nevada General Corporation Law, as .
-amended from time to time. .

3. The vote by which the stockholders holding shares in the corporation entitling them to exercise
at least a majority of the voting power, or such greater proportion of the voting power as may be
required in the case of a vote by classes or series, or as may be required by the provisions of the
articles of incorporation* have voted in favor of the amendment is:|  52.1% o

4, Effective date and time of filing: (optional)  Date: | July 28,2021 | Time:
(must not be later than 90 days after the certificate is filed)

5. Signature: (required)

) ([

Signature of Officer

*If any proposed amendment would alter or change any preference or any relative or other right given to any class or series of
outstanding sharas, then the amendment must be approved by the vole, in addition to the affirmative vole otherwise required, of
the holders of shares representing a majority of the voling power of each class or series affected by the amendment regardless to
limitations or restrictions on the voting power thereof,
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Certificate, Amendment or Withdrawal of Designation

NRS 78.1955, 78.1955(6)

(%] Certificate of Designation
[] Certificate of Amendment to Designation - Before Issuance of Class or Series
[] Certificate of Amendment to Designation - After Issuance of Class or Serles
() Certificate of Withdrawal of Certificate of Designation

TYPE OR PRINT « USE DARK INK ONLY - DO NOT HIGHLIGHT

1. Entity information: | Name of entity:
’Applied Blockchain, Inc. |

Entity or Nevada Business Identification Number (NVID): [C13283-2001 ]
2. Effective date and  |For Certificats of Designation or ; |
time: Amendment to Designation Only Date: | Time: - S,
(Optional): (must not be later than 90 days after the cerlificate is filed)
3. Class or series of | The class or series of stock being designated within this filing:
stock: (Certificate of .
Designation only) Series D Preferred Stock
4. Information for | 1ye original class or serles of stack being amended within this fiing:
amendment of class |

or series of stock:

5. Amendment of (] Certificate of Amendment to Designation- Before Issuance of Class or Series
class or series of As of the date of this certificate no shares of the class or series of stock have been issued.

stock: [ Certificate of Amendment to Designation- After Issuance of Class or Series

The amendment has been approved by the vole of stockholders holding shares in the corporation
entitling them 1o exerclse & majority of the voling power, or such greater proportion of the voting
power as may b required by the ariicles of incorporation or the ceriificate of designation,

6. Resolution: By resolution of the board of directors pursuant to a provision in the articles of incorporation this
Certificate of Designation | certificate establishes OR amends the following regarding the voting powers, designations,
&nd Amendment to preferences, limitations, restrictions and relative rights of the following class or series of stock *
Designation only) See Exhibit A attached hereto for Certificate of Designations for Series D
Preferred Stock.
7. Withdrawal: Designation boingl Dateof
Withdrawn: Designation: | ;

No shares of the class or series of stock being withdrawn are cutstanding.

The resolution of the board of directors authorizing the withdrawal of the certificate of
designation establishing the class or series of stock: *

B. Signature; (Required) X _—
X s me Date: 712812021
Signature of Officer
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CERTIFICATE OF DESIGNATIONS
OF THE POWERS, PREFERENCES AND
RELATIVE, PARTICIPATING, OPTIONAL AND OTHER RESTRICTIONS

OF SERIES D PREFERRED STOCK
OF APPLIED BLOCKCHAIN, INC.

Applied Blockchain, Inc. (the “Corporation™), pursuant to the provisions of Sections
78.195 and 78,1955 of the General Corporation Law of the State of Nevada, does hereby make
this Certificate of Designations of the Powers, Preferences and Relative, Participating, Optional
and Other Restrictions, does hereby state and certify that pursuant to the authority expressly
vested in the Board of Directors of the Corporation by the provisions of Article FOURTH of the
Second Amended and Restated Articles of Incorporation of the Corporation (the “Articles™, the
Board of Directors of the Corporation duly adopted resolutions authorizing the issuance of
1,380,000 shares of preferred stock, par value $0.001 per share, and fixing the designation and
preferences and relative, participating, optional and other special rights, and qualifications,
limitations and restrictions, of a series of preferred stock to be designated “Series D Convertible
Redeemable Preferred Stock,” as further described below (the “Series D Designation™). The
Series D Designation shall be in full force and effect as of the date hereof.

Section 1.1~ Designation. As of the effective date of this Certificate, there is hereby
created out of the authorized preferred stock of the Corporation a series of preferred stock designated
as “Series D Convertible Redeemable Preferred Stock” (the “Series D Preferred Stock”), par value
$0.001 per share. The Series D Preferred Stock shall, with respect to dividend rights or rights upon
a liquidation, winding-up or dissolution of the Corporation, rank pari passu with the Series C
Convertible Redeemable Preferred Stock (the “Series C Preferred Stock”, and together with the
Series D Preferred Stock, the “Preferred Stock”). The following rights, powers and privileges, and
restrictions, qualifications and limitations, shall apply to the Series D Preferred Stock.

(a)

and Asset Sales.

(iy  Payments to Holders of Series D Preferred Stock. In the event of any
voluntary or involuntary liquidation, dissolution or winding up of the Corporation or any Deemed
Liquidation Event (as defined below), before any payment shall be made to the holders of the
Common Stock by reason of their ownership thereof, the holders of shares of Series D Preferred
Stock then outstanding shall be entitled to be paid out of the funds and assets available for
distribution to the stockholders of the Corporation, an amount per share equal to the Stated Value
(as defined below) for such share of Series D Preferred Stock, plus an amount per share equal to
the Stated Value of any shares of Series D Preferred Stock that are issuable as the result of accrued,
but unpaid, PIK Dividends (as defined below). If upon any such liquidation, dissolution or winding
up or Deemed Liquidation Event of the Corporation, the funds and assets available for distribution
to the stockholders of the Corporation shall be insufficient to pay the holders of shares of Series D
Preferred Stock the full amount to which they are entitled under this Section 1.1(a)(i) and the holders
of Series C Preferred Stock the full amount to which they are entitled under the Certificate of
Designations of the Powers, Preferences and Relative, Participating, Optional and Other
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Restrictions of Series C Preferred Stock, the holders of shares of Series D Preferred Stock and Series
C Preferred Stock shall share ratably in any distribution of the funds and assets available for
distribution in proportion to the respective amounts that would otherwise be payable in respect of
the shares of Series D Preferred Stock and Series C Preferred Stock held by them upon such
distribution if all amounts payable on or with respect to such shares were paid in full, The “Stated
Value" shall mean Twenty-Five United States Dollars and No Cents ($25.00) per share, subject to
an equitable adjustment for stock splits, stock combinations, recapitalizations and similar
transactions.

(i)  Payments to Holders of Common Stock. In the event of any

voluntary or involuntary liquidation, dissolution or winding up or Deemed Liquidation Event of
the Corporation, after the payment of all preferential amounts required to be paid to the holders of
shares of Series D Preferred Stock and Series C Preferred Stock as provided in Section 1.1(a)(i),
the remaining funds and assets available for distribution to the stockholders of the Corporation
shall be distributed among the holders of shares of Common Stock, pro rata based on the number
of shares of Common Stock held by each such holder.

(i)  Deemed Liguidation Events.

(A)  Definition. Each of the following events shall be considered
a “Deemed Liquidation Evenf’ unless the holders of at least a majority of the outstanding shares
of Series D Preferred Stock (voting as a single class on an as-if converted to Common Stock basis)
(the “Requisite Holders") elect otherwise by written notice sent to the Corporation at least five (5)
days prior to the effective date of any such event:

(I) a merger or consolidation in which (I) the
Corporation is a constituent party or (II) a subsidiary of the Corporation is a constituent party and
the Corporation issues shares of its capital stock pursuant to such merger or consolidation, except
any such merger or consolidation involving the Corporation or a subsidiary in which the shares of
capital stock of the Corporation outstanding immediately prior to such merger or consolidation
continue to represent, or are converted into or exchanged for equity securities that represent,
immediately following such merger or consolidation, at least a majority, by voting power, of the
equity securities of (x) the surviving or resulting party or (y) if the surviving or resulting party is
a wholly owned subsidiary of another party immediately following such merger or consolidation,
the parent of such surviving or resulting party; provided that, for the purpose of this Section
L.1{a)(jii}(A), all shares of Common Stock issuable upon exercise of options outstanding
immediately prior to such merger or consolidation or upon conversion of Convertible Securities
(as defined below) outstanding immediately prior to such merger or consolidation shall be deemed
to be outstanding immediately prior to such merger or consolidation and, if applicable, deemed to
be converted or exchanged in such merger or consolidation on the same terms as the actual
outstanding shares of Common Stock are converted or exchanged; or

(2)  the sale, lease, transfer or other disposition, in a
single transaction or series of related transactions, by the Corporation or any subsidiary of the
Corporation of all or substantially all the assets of the Corporation and its subsidiaries taken as a
whole, or, if substantially all of the assets of the Corporation and its subsidiaries taken as a whole
are held by such subsidiary or subsidiaries, the sale or disposition (whether by merger or otherwise)
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of one or more subsidiaries of the Corporation, except where such sale, lease, transfer or other
disposition is to the Corporation or one or more wholly owned subsidiaries of the Corporation,

Notwithstanding the foregoing, a Significant Transaction Event (as defined below) shall not be
considered a voluntary or involuntary liquidation, dissolution or winding up of the Corporation or
a Deemed Liquidation Event. A “Significant Transaction Event” means (i) a merger or other
business combination designed to increase the number of stockholders of the Corporation in order
to facilitate a listing on a Trading Market (as such term is defined in that certain Registration Rights
Agreement, dated as of July 28, 2021, by and between the Corporation and B. Riley Securities,
Inc., as the placement agent (“B. Riley"), for the benefit of B, Riley and the holders of Series D
Preferred Stock (the “Registration Rights Agreemen”), (i1) a business combination with a special
purpose acquisition company that results in the Corporation’s securities being listed for trading on a
Trading Market, or (iii) a business combination with a company that is listed on a Trading Market
that results in the Corporation's securities being listed for trading on a Trading Market.

(B)  Public Offering or Listing Facilitation Transaction. Under

no circumstances shall a public offering of the Corporation’s securities, including a public offering
that results in a change of control of the Corporation, designed to increase the number of
stockholders of the Corporation in order to facilitate a listing on a Trading Market (as such term is
defined in the Registration Rights Agreement) be considered a voluntary or involuntary
liquidation, dissolution or winding up of the Corporation or a Deemed Liquidation Event,

(C)  Allocation of Escrow, In the event of a Deemed Liquidation
Event pursuant to Section L I(a)(iil)(A)(1)(I}, if any portion of the consideration payable to the
stockholders of the Corporation is placed into escrow, the definitive agreement for such transaction
shall provide that the portion of such consideration that is placed in escrow shall be allocated
among the holders of capital stock of the Corporation pro rata based on the amount of such
consideration otherwise payable to each stockholder (such that each stockholder has placed in
escrow the same percentage of the total consideration payable to such stockholder as every other
stockholder),

(D)  Amount Deemed Paid or Distributed. The funds and assets
deemed paid or distributed to the holders of capital stock of the Corporation upon any such merger,
consolidation, sale, transfer or other disposition described in this Section 1.1(a)(iii) shall be the
cash or the value of the property, rights or securities paid or distributed to such holders by the
Corporation or the acquiring person, firm or other entity. The value of such property, rights or
securities shall be determined in good faith by the Board of Directors of the Corporation,

(b)  Voting. Holders of shares of Series D Preferred Stock shall vote together
with holder of Series C Preferred Stock and holders of Common Stock on an as-if converted to
Common Stock basis on any matters coming before the stockholders of the Corporation for a vote.
Notwithstanding the foregoing, the Corporation shall not, either directly or indirectly by amendment,
merger, consolidation, recapitalization, reclassification, or otherwise, do any of the following
without (in addition to any other vote required by law or this Certificate) the written consent or
affirmative vote of the Requisite Holders given in writing or by vote at a meeting, consenting or
voting (as the case may be) separately as a class, and any such act or transaction entered into without
such consent or vote shall be null and void ab initio, and of no force or effect:
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()  materially change the principal business of the Corporation unless
in connection with a Significant Transaction Event; or

(i)  except in connection with a Significant Transaction Event, sell,
lease, transfer, exclusively license or otherwise dispose (in a single transaction or series of related
transactions) of all or substantially all of the assets of the Corporation or permit any direct or
indirect subsidiary to do so; provided, however, that no consent or vote of the Requisite Holders
shall be required in connection with sales of mining equipment in the ordinary course of the
Corporation’s business and in a manner consistent with the principal business of the Corporation,

(¢)  Dividends.

(1)  Dividends Generally. The holders of shares of Series D Preferred
Stock shall be entitled to receive, and the Corporation shall pay, dividends on shares of Series D
Preferred Stock equal (on an as-if converted to Common Stock basis) to and in the same form as
dividends actually paid on shares of the Common Stock when, as and if such dividends are paid
on shares of the Common Stock. Except as set forth in this Section 1.1(c)(i) and for PIK Dividends
(as defined below), no other dividends shall be paid on shares of Series D Preferred Stock.

(i)  PIK Dividends. The Corporation shall be required to pay a dividend
in fully paid and non-assessable shares of Series D Preferred Stock (each a “PIK Dividend” and,
collectively, the “PIK Dividends”) equal to the percentage of Stated Value set forth below upon
the occurrence of each of the following events:

(A) Failure to File. If the Corporation has not filed or
confidentially submitted a registration statement (the “Registration Statement”) to register the
shares of Common Stock issuable upon conversion of the Series D Preferred Stock (the
“Registrable Securities”) on or before August 15, 2021, the Corporation shall accrue daily a PIK
Dividend equal to ten percent (10%) per annum of Stated Value;

(B) Failure to b d Effective an ist. If the
Registration Statement has not been declared effective by the U.S. Securities and Exchange
Commission (the “SEC™) on or before December 15, 2021 and/or the Registrable Securities are
not listed on a Trading Market on or before December 15, 2021, the Corporation shall accrue daily
a PIK Dividend of twelve percent (12%) per annum of Stated Value, or fifteen percent (15%) per
annum of Stated Value for each day such failure continues after October 15, 2022. Such PIK
Dividend shall be instead of, and not in addition to, any PIK Dividend also accruing under

Section 1.1(¢)(ii}(A); and
(C)  Mandatory Redemption Failure. If the Corporation fails to

complete a Mandatory Redemption (as defined below) when required to do so, it shall continue to
pay a PIK Dividend in accordance with Section 1.1{c)(ii)(B).

The PIK Dividends shall be paid by delivering to each record holder of Series D Preferred Stock
a number of shares of Series D Preferred Stock determined by dividing (x) the total aggregate
dollar amount of dividends accrued and unpaid with respect to Series D Preferred Stock owned by
such record holder (rounded to the nearest whole cent) by (y) the Stated Value.
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Notwithstanding the foregoing, PIK Dividends shall cease cumulating and accruing upon the
earliest to occur of (1) the date of the satisfaction of the conditions set forth in Section 1.1(c)(ii)(A),
Section 1.1(c)(ii)(B) and Section 1.1(c)(ii)(C) that gave rise to such PIK Dividend (any such date,
a “PIK Dividend Satisfaction Date"), and (2) any Conversion Date (as defined below) or Optional
Conversion Date (as defined below). Upon a simultaneous or consecutive occurrence of two or
more events that trigger the accrual of PIK Dividends on one or more days, PIK Dividends shall
accrue on each issued and outstanding share of Series D Preferred Stock as if only one triggering
event had occurred, such that the accrual of PIK Dividends in accordance with this Section
1.1(c)(ii) shall not be doubled, tripled or otherwise multiplied due to the existence of multiple
events causing the accrual of PIK Dividends.

Notwithstanding the foregoing, () if on or prior to October 15, 2021, the Corporation enters into a
binding definitive agreement or binding instrument relating to a Significant Transaction Event (a
“Definitive Instrument”), then the Corporation shall have no obligation to pay any PIK Dividends
accrued or payable through such date, and (II) if the Corporation has entered into a Definitive
Instrument on or prior to October 15,2021 and has consummated the Significant Transaction Event
on or prior to February 15, 2022, then the Corporation shall have no obligation to pay any PIK
Dividends accrued or payable through such date.

(d)  Automatic Conversion.

(i)  Trigger Event. On the Conversion Date (as defined below), each
share of Series D Preferred Stock shall be automatically converted (without the payment of
additional consideration by the holder thereof), into such number of fully paid and non-assessable
shares of Common Stock as is determined by dividing the Stated Value by the Conversion Price
in effect on the Conversion Date. The “Conversion Price” shall be a price per share equal to the
least of: (w) $0.44 per share, (x) 75% of the price per share to be sold in the Corporation’s Qualified
Offering, (y) 75% of the opening public price per share in a direct listing of the Corporation’s
Common Stock on a Trading Market (a “Direct Listing™) or (z) 75% of the per share amount to be
paid for each share of the Corporation’s Common Stock in a sale of all or substantially all of the
stock or assets of the Company (a “Merger”), in each case subject to adjustment as provided
herein. For purposes hereof, “Conversion Date” means (A) the date that the Registration Statement
is declared effective by the SEC, (B) the date on which the Corporation consummates a Direct
Listing or Qualified Offering or (C) the date on which a Merger is consummated, For purposes
hereof, “Qualified Offering” means the first underwritten public offering of Common Stock by
the Corporation to occur after the initial issuance of Series D Preferred Stock (the “Original Issue
Date™).

(i)  Mechanics of Conversion. All holders of record of Series D Preferred
Stock shall be sent written notice of the Conversion Date and the place designated for conversion of
all such shares of Scries D Preferred Stock pursuant to this Section 1.1(d). Such notice need not be
sent in advance of the occurrence of the Conversion Date, Upon receipt of such notice, each holder
of Series D Preferred Stock shall, if such holder's shares are certificated, surrender his, her or its
certificate or certificates for all such shares (or, if such holder of Series D Preferred Stock alleges
that such certificate has been lost, stolen or destroyed, a lost certificate affidavit and agreement
reasonably acceptable to the Corporation and its transfer agent to indemnify the Corporation and/or
its transfer agent against any claim that may be made against the Corporation and/or its transfer agent
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on account of the alleged loss, theft or destruction of such certificate) to the Corporation at the place
designated in such notice. If so required by the Corporation or its transfer agent, any certificates
surrendered for conversion shall be endorsed or accompanied by written instrument or instruments
of transfer, in form satisfactory to the Corporation or its transfer agent, duly executed by the
registered holder of shares of Series D Preferred Stock or by his, her or its attorney duly authorized
in writing. All rights with respect to the Series D Preferred Stock converted pursuant to this Section
L.1(d) will terminate at the Conversion Date (notwithstanding the failure of the holder or holders of
Series D Preferred Stock to surrender any certificates at or prior to such time), except only for the
rights of the holders of Series D Preferred Stock, upon surrender, if applicable, of their certificate or
certificates (or lost certificate affidavit and agreement), to receive the items provided for in the next
sentence of this Section 1,1(d)(ii). As soon as practicable after the Conversion Date and, if
applicable, the surrender of the certificate or certificates (or lost certificate affidavit and agreement)
for Series D Preferred Stock, the Corporation shall issue and deliver to such holder of Series D
Preferred Stock, or to his, her or its nominees, a notice of issuance of uncertificated shares and, may,
upon written request, issue and deliver a certificate or certificates for the number of full shares of
Common Stock issuable on such conversion in accordance with the provisions hereof. Such
converted Series D Preferred Stock shall be retired and cancelled and may not be reissued as shares
of such series, and the Corporation may thereafier take such appropriate action (without the need for
stockholder action) as may be necessary to reduce the authorized number of shares of its Preferred
Stock accordingly.

(i)  Reservation of Shares Issuabl n_ Conversion. The Corporation
covenants that it will at all times reserve and keep available out of its authorized and unissued
shares of Common Stock for the sole purpose of issuance upon conversion of the Series D
Preferred Stock as herein provided, free from preemptive rights or any other actual contingent
purchasc rights of persons other than the holders of Series D Preferred Stock, not less than such
aggregate number of shares of the Common Stock as shall be issuable (taking into account the
adjustments and restrictions of Section 1.1(d)) upon the conversion of the then outstanding shares
of Series D Preferred Stock. The Corporation covenants that all shares of Common Stock that shall
be so issuable shall, upon issue, be duly authorized, validly issued, fully paid and nonassessable.

(iv)  Fractional Shares. No fractional shares or scrip representing fractional
shares shall be issued upon the conversion of the Series D Preferred Stock. As to any fraction of a
share which the holder of shares of Series D Preferred Stock would otherwise be entitled to purchase
upon such conversion, the Corporation shall round up to the next whole share.

(v)  Transfer Taxes and Expenses. The issuance of shares of Common
Stock on conversion of the Series D Preferred Stock shall be made without charge to any holder of

Series D Preferred Stock for any documentary stamp or similar taxes that may be payable in respect
of the issue or delivery of such shares of Common Stock, provided that the Corporation shell not be
required to pay any tax that may be payable in respect of any transfer involved in the issuance and
delivery of any such shares of Common Stock upon conversion in a name other than that of the
holders of the Series D Preferred Stock of such shares of Series D Preferred Stock and the
Corporation shall not be required to issue or deliver such shares of Common Stock unless or until
the person or persons requesting the issuance thereof shall have paid to the Corporation the amount
of such tax or shall have established to the satisfaction of the Corporation that such tax has been paid.
The Corporation shall pay all transfer agent fees required for same-day processing and all fees to the
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Depository Trust Company (or another established clearing corporation performing similar
functions) required for same-day electronic delivery of the shares of Common Stock.

(vi)  Adjustments to Conversion Price for Diluting Issues.

(A)  Special Definitions, For purposes of this Section 1,1(d), the
following definitions shall apply:

(1)  “Additional Shares of Common Stock” shall mean
all shares of Common Stock issued (or, pursuant to Section 1.1(d}(vi)(C) below, deemed to be
1ssued) by the Corporation after the Original Issue Date, other than (x) the following shares of
Common Stock and (y) shares of Common Stock deemed issued pursuant to the following Options
(as defined below) and Convertible Securities (as defined below) (clauses (x) and (y), collectively,
“Exempted Securities™);

a. as to any series of Preferred Stock, shares of
Common Stock, Options or Convertible Securities issued as a dividend or distribution on such
series of Preferred Stock; or

b. shares of Common Stock, Options or
Convertible Securities issued by reason of a dividend, stock split, split-up or other distribution on
shares of Common Stock that is covered by Section 1.1(d)(vii); or

¢ shares of Common Stock, Options or other
equity-linked securities or awards issued to employees or directors of, or consultants or advisors
to, the Corporation or any of its subsidiaries pursuant to a plan, agreement or arrangement
approved by the Board of Directors of the Corporation; or

d. shares of Common Stock or Convertible
Securities actually issued upon the exercise of Options or shares of Common Stock actually issued
upon the conversion or exchange of Convertible Securities, in each case provided such issuance is
pursuant to the terms of such Option or Convertible Security; or

¢.  shares of Common Stock, Options or
Convertible Securities issued to banks, equipment lessors or other financial institutions, or to real
property lessors, pursuant to a debt financing, equipment leasing or real property leasing
transaction; or

f. shares of Common Stock, Options,
Convertible Securities or other equity or equity-linked securities issued as acquisition
consideration pursuant to the acquisition of another corporation by the Corporation by merger,
purchase of substantially all of the assets or other reorganization or to a joint venture agreement;
or

g shares of Common Stock, Options,
Convertible Securities or other equity or equity-linked issued in connection with a Significant
Transaction Event; or
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2 “Convertible Securities” shall mean any evidences
of indebtedness, shares or other securities directly or indirectly convertible into or exchangeable
for Common Stock, but excluding Options.

(3)  “Option” shall mean rights, options or warrants to
subscribe for, purchase or otherwise acquire Common Stock or Convertible Securities.

(B)  No Adjustment of Conversion Price. No adjustment in the

Conversion Price shall be made as the result of the issuance or deemed issuance of Additional
Shares of Common Stock if the Corporation receives written notice from the Requisite Holders
agreeing that no such adjustment shall be made as the result of the issuance or deemed issuance of
such Additional Shares of Common Stock.

(C) Deemed Issue of Additional Shares of Common Stock.

(1)  If the Corporation at any time or from time to time
after the Original Issue Date shall issue any Options or Convertible Securities (excluding Options
or Convertible Securities which are themselves Exempted Securities) or shall fix a record date for
the determination of holders of any class of securities entitled to receive any such Options or
Convertible Securities, then the maximum number of shares of Common Stock (as set forth in the
instrument relating thereto, assuming the satisfaction of any conditions to exercisability,
convertibility or exchangeability but without regard to any provision contained therein for a
subsequent adjustment of such number) issuable upon the exercise of such Options or, in the case
of Convertible Securities and Options thergfor, the conversion or exchange of such Convertible
Securities, shall be deemed to be Additional Shares of Common Stock issued as of the time of such
issue or, in case such a record date shall have been fixed, as of the close of business on such record
date.

(2)  If the terms of any Option or Convertible Security,
the issuance of which resulted in an adjustment to the Conversion Price pursuant to the terms of
Section 1.1(d)(vi)}(D), are revised as a result of an amendment to such terms or any other
adjustment pursuant to the provisions of such Option or Convertible Security (but excluding
automatic adjustments to such terms pursuant to anti-dilution or similar provisions of such Option
or Convertible Security) to provide for either (I) any increase or decrease in the number of shares
of Common Stock issuable upon the exercise, conversion and/or exchange of any such Option or
Convertible Security or (II) any increase or decrease in the consideration payable to the
Corporation upon such exercise, conversion and/or exchange, then, effective upon such increase
or decrease becoming effective, the Conversion Price computed upon the original issue of such
Option or Convertible Security (or upon the occurrence of a record date with respect thereto) shall
be readjusted to such Conversion Price as would have obtained had such revised terms been in
cffect upon the original date of issuance of such Option or Convertible Security. Notwithstanding
the foregoing, no readjustment pursuant to this clause (2) shall have the effect of increasing the
Conversion Price to an amount which exceeds the lower of (x) the Conversion Price in effect
immediately prior to the original adjustment made as a result of the issuance of such Option or
Convertible Security, or (y) the Conversion Price that would have resulted from any issuances of
Additional Shares of Common Stock (other than deemed issuances of Additional Shares of
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Common Stock as a result of the issuance of such Option or Convertible Security) between the
original adjustment date and such readjustment date.

(3)  1f the terms of any Option or Convertible Security
(excluding Options or Convertible Securities which are themselves Exempted Securities), the
issuance of which did not result in an adjustment to the Conversion Price pursuant to the terms of
Section 1.1(d)}(vi)(D) (either because the consideration per share (determined pursuant to Section
LI{d)(vi)(E}) of the Additional Shares of Common Stock subject thereto was equal to or greater
than the Conversion Price then in effect, or because such Option or Convertible Security was issued
before the Original Issue Date), are revised after the Original Issue Date as a result of an
amendment to such terms or any other adjustment pursuant to the provisions of such Option or
Convertible Security (but excluding automatic adjustments to such terms pursuant to anti-dilution
or similar provisions of such Option or Convertible Security) to provide for either (I) any increase
in the number of shares of Common Stock issuable upon the exercise, conversion or exchange of
any such Option or Convertible Security or (II) any decrease in the consideration payable to the
Corporation upon such exercise, conversion or exchange, then such Option or Convertible
Security, as so amended or adjusted, and the Additional Shares of Common Stock subject thereto
(determined in the manner provided in Section 1.1(d)(vi{(C)(1)) shall be deemed to have been
issued effective upon such increase or decrease becoming effective.

(4) Upon the expiration or termination of any
unexercised Option or unconverted or unexchanged Convertible Security (or portion thereof)
which resulted (either upon its original issuance or upon a revision of its terms) in an adjustment
to the Conversion Price pursuant to the terms of Section 1.1(d)(vi}D), the Conversion Price shall
be readjusted to such Conversion Price as would have obtained had such Option or Convertible
Security (or portion thereof) never been issued.

(5)  If the number of shares of Common Stock issuable
upon the exercise, conversion and/or exchange of any Option or Convertible Security, or the
consideration payable to the Corporation upon such exercise, conversion and/or exchange, is
calculable at the time such Option or Convertible Security is issued or amended but is subject to
adjustment based upon subsequent events, any adjustment to the Conversion Price provided for in
this Section 1.1(d)(viXC) shall be effected at the time of such issuance or amendment based on
such number of shares or amount of consideration withoul regard to any provisions for subsequent
adjustments (and any subsequent adjustments shall be treated as provided in clauses (2) and (3) of
this Section 1.1(d)(vi)(C)). If the number of shares of Common Stock issuable upon the exercise,
conversion and/or exchange of any Option or Convertible Security, or the consideration payable
to the Corporation upon such exercise, conversion and/or exchange, cannot be calculated at all at
the time such Option or Convertible Security is issued or amended, any adjustment to the
Conversion Price that would result under the terms of this Section 1. 1(d)(vi)(C) at the time of such
issuance or amendment shall instead be effected at the time such number of shares and/or amount
of consideration is first calculable (even if subject to subsequent adjustments), assuming for
purposes of calculating such adjustment to the Conversion Price that such issuance or amendment
took place at the time such calculation can first be made.

(D)  Adjustment of Conversion Price Upon Issuance of
Additional Shares of Common Stock. In the event the Corporation shall at any time after the
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Original Issue Date issue Additional Shares of Common Stock (including Additional Shares of
Common Stock deemed to be issued pursuant to Section 1.1(d)(vi)(C)), without consideration or
for a consideration per share less than the Conversion Price in effect immediately prior to such
issuance or deemed issuance, then the Conversion Price shall be reduced, concurrently with such
issue, to a price (calculated to the nearest one-hundredth of a cent) determined in accordance with
the following formula:

CP2=CPi* (A+B)+ (A +C).
For purposes of the foregoing formula, the following definitions shall apply:

(1)  “CP2" shall mean the Conversion Price in effect
immediately after such issuance or deemed issuance of Additional Shares of Common Stock;

(2) “CP1” shall mean the Conversion Price in effect
immediately prior to such issuance or deemed issuance of Additional Shares of Common Stock;

(3)  “A" shall mean the number of shares of Common
Stock outstanding immediately prior to such issuance or deemed issuance of Additional Shares of
Common Stock (treating for this purpose as outstanding all shares of Common Stock, other than
Exempted Securities, issuable upon exercise of Options outstanding immediately prior to such
issuance or deemed issuance or upon conversion or exchange of Convertible Securities (including
the Preferred Stock) outstanding (assuming exercise of any outstanding Options therefor)
immediately prior to such issue);

(4)  “B" shall mean the number of shares of Common
Stock, excluding Exempted Securities, that would have been issued if such Additional Shares of
Common Stock had been issued or deemed issued at a price per share equal to CP1 (determined by
dividing the aggregate consideration received by the Corporation in respect of such issue by CP1);
and

(5)  “C”shall mean the number of such Additional Shares
of Common Stock issued in such transaction.

(E)  Determination of Consideration. For purposes of this
Section_1.1(d)(vi), the consideration received by the Corporation for the issuance or deemed
issuance of any Additional Shares of Common Stock shall be computed as follows:

(1)  Cash and Property. Such consideration shall:

a. insofar as it consists of cash, be computed at
the aggregate amount of cash received by the Corporation, excluding amounts paid or payable for
accrued interest;

b. insofar as it consists of property other than
cash, be computed at the fair market value thereof at the time of such issue, as determined in good
faith by the Board of Directors of the Corporation; and
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c. in the event Additional Shares of Common
Stock are issued together with other shares or securities, excluding Exempted Securities, or other
assets of the Corporation for consideration which covers both, be the proportion of such
consideration so received, computed as provided in clauses a. and b. above, as determined in good
faith by the Board of Directors of the Corporation.

(2) Options _and  Convertible _ Securities. The

consideration per share received by the Corporation for Additional Shares of Common Stock
deemed to have been issued pursuant to Section 1.1(d)(vi)(C), relating to Options and Convertible
Securities, shall be determined by dividing:

a. The total amount, if any, received or receivable
by the Corporation as consideration for the issue of such Options or Convertible Securities, plus the
minimum aggregate amount of additional consideration (as set forth in the instruments relating
thereto, without regard to any provision contained therein for a subsequent adjustment of such
consideration) payable to the Corporation upon the exercise of such Options or the conversion or
exchange of such Convertible Securities, or in the case of Options for Convertible Securities, the
exercise of such Options for Convertible Securities and the conversion or exchange of such
Convertible Securities, by

b.  the maximum number of shares of Common
Stock (as set forth in the instruments relating thereto, without regard to any provision contained
therein for a subsequent adjustment of such number), excluding Exempted Securities, issuable upon
the exercise of such Options or the conversion or exchange of such Convertible Securities, or in the
case of Options for Convertible Securities, the exercise of such Options for Convertible Securities
and the conversion or exchange of such Convertible Securities.

(F)  Multiple Closing Dates. In the event the Corporation shall
issue on more than one date Additional Shares of Common Stock that are a part of one transaction
or a series of related transactions and that would result in an adjustment to the Conversion Price
pursuant to the terms of Section [.1(d)(vi)(D) then, upon the final such issuance, the Conversion
Price shall be readjusted to give effect to all such issuances as if they occurred on the date of the
first such issuance (and without giving effect to any additional adjustments as a result of any such
subsequent issuances within such period).

(vii) Certain Other Adjustments.

(A)  Stock Dividends and Stock Splits. If the Corporation, at any
time while the Series D Preferred Stock is outstanding: (1) pays a stock dividend or otherwise

makes a distribution or distributions payable in shares of Common Stock on shares of Common
Stock or any other common stock equivalents (which, for avoidance of doubt, shall not include any
PIK Dividends or shares of Common Stock issued by the Corporation upon conversion of, or
payment of a dividend on, the Series D Preferred Stock or the Series C Preferred Stock), (2)
subdivides outstanding shares of Common Stock into a larger number of shares, (3) combines
(including by way of a reverse stock split) outstanding shares of Common Stock into a smaller
number of shares, or (4) issues, in the event of a reclassification of shares of the Common Stock,
any shares of capital stock of the Corporation, then the Conversion Price shall be multiplied by a
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fraction of which the numerator shall be the number of shares of Common Stock (excluding any
treasury shares of the Corporation) outstanding immediately before such event, and of which the
denominator shall be the number of shares of Common Stock outstanding immediately after such
event. Any adjustment made pursuant to this Section 1.1(d)(vii)(A) shall become effective
immediately after the record date for the determination of stockholders entitled to receive such
dividend or distribution and shall become effective immediately after the effective date in the case
of a subdivision, combination or re-classification.

(B)  Subsequent Rights Offerings. In addition to any adjustments
pursuant to Section 1.1(d)(vii)(A) above, if at any time the Corporation grants, issues or sells any
common stock equivalents or rights to purchase stock, warrants, securities or other property pro
rata to the record holders of any class of shares of Common Stock (the “Purchase Rights"), then
the holder of shares of Series D Preferred Stock thereof will be entitled to acquire, upon the terms
applicable to such Purchase Rights, the aggregate Purchase Rights which the holder of shares of
Series D Preferred Stock could have acquired if the holder of shares of Series D Preferred Stock
had held the number of shares of Common Stock acquirable upon complete conversion of such
holder’s Series D Preferred Stock immediately before the date on which a record is taken for the
grant, issuance or sale of such Purchase Rights, or, if no such record is taken, the date as of which
the record holders of shares of Common Stock are to be determined for the grant, issue or sale of
such purchase.

(C)  Fundamental Transaction. If, at any time while the Series D
Preferred Stock is outstanding, (1) the Corporation, directly or indirectly, in one or more related
transactions effects any merger or consolidation of the Corporation with or into another person,
other than a Significant Transaction Event, (2) the Corporation, directly or indirectly, effects any
sale, lease, license, assignment, transfer, conveyance or other disposition of all or substantially all
of its assets in one or a series of related transactions, other than a Significant Transaction Event, (3)
any, direct or indirect, purchase offer, tender offer or exchange offer (whether by the Corporation
or another person) is completed pursuant to which holders of Common Stock are permitted to sell,
tender or exchange their shares for other securities, cash or property and has been accepted by the
holders of 50% or more of the outstanding capital stock of the Corporation, other than a Significant
Transaction Event, (4) the Corporation, directly or indirectly, in one or more related transactions
effects any reclassification, reorganization or recapitalization of the Common Stock or any
compulsory share exchange pursuant to which the Common Stock is effectively converted into or
exchanged for other securities, cash or property, other than a Significant Transaction Event, or (5)
the Corporation, directly or indirectly, in one or more related transactions consummates a stock or
share purchase agreement or other business combination (including, without limitation, a
reorganization, recapitalization, spin-off or scheme of arrangement) with another person whereby
such other person acquires more than 50% of the outstanding shares of Common Stock (not
including any shares of Common Stock held by the other person or other persons making or party
to, or associated or affiliated with the other persons making or party to, such stock or share purchase
agreement or other business combination), other than a Significant Transaction Event (each a
“Fundamental Transaction™), then, upon any subsequent conversion of the Series D Preferred
Stock, the holders of shares of Series D Preferred Stock shall have the right to receive, for each
share of Common Stock that would have been issuable upon such conversion immediately prior
to the occurrence of such Fundamental Transaction, the number of shares of Common Stock of the
successor or acquiring corporation or of the Corporation, if it is the surviving corporation, and any
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additional consideration (the “Alternate Consideration™) receivable as a result of such
Fundamental Transaction by a holder of the number of shares of Common Stock for which the
Series D Preferred Stock is convertible immediately prior to such Fundamental Transaction. For
purposes of any such conversion, the determination of the Conversion Price shall be appropriately
adjusted to apply to such Alternate Consideration based on the amount of Altenate Consideration
issuable in respect of one share of Common Stock in such Fundamental Transaction, and the
Corporation shall apportion the Conversion Price among the Altermate Consideration in a
reasonable manner reflecting the relative value of any different components of the Alternate
Consideration. If holders of Common Stock are given any choice as to the securities, cash or
property to be received in a Fundamental Transaction, then the holder of shares of Series D
Preferred Stock shall be given the same choice as to the Alternate Consideration it receives upon
any conversion of the Series D Preferred Stock following such Fundamental Transaction. To the
extent necessary to effectuate the foregoing provisions, any successor to the Corporation or
surviving entity in such Fundamental Transaction shall file an amended and restated Articles of
Incorporation or Certificate of Designation with the same terms and conditions and issue to the
holders of shares of Series D Preferred Stock new preferred stock consistent with the foregoing
provisions and evidencing the holders’ right to convert such preferred stock into Alternate
Consideration, The Corporation shall cause any successor entity in a Fundamental Transaction in
which the Corporation is not the survivor (the “Successor Entity”) to assume in writing all of the
obligations of the Corporation under this Certificate in accordance with the provisions of this
Section 1.1(d)(viiXC) pursuant to written agreements entered into prior to such Fundamental
Transaction and shall deliver to the holder of shares of Series D Preferred Stock in exchange for
the Series D Preferred Stock a security of the Successor Entity evidenced by a written instrument
substantially similar in form and substance to the Series D Preferred Stock which is convertible
for a corresponding number of shares of capital stock of such Successor Entity (or its parent entity)
equivalent to the shares of Common Stock acquirable and receivable upon conversion of the Series
D Preferred Stock prior to such Fundamental Transaction, and with a conversion price which
applies the conversion price hereunder to such shares of capital stock (but taking into account the
relative value of the shares of Common Stock pursuant to such Fundamental Transaction and the
value of such shares of capital stock, such number of shares of capital stock and such conversion
price being for the purpose of protecting the economic value of the Series D Preferred Stock
immediately prior to the consummation of such Fundamental Transaction). Upon the occurrence
of any such Fundamental Transaction, the Successor Entity shall succeed to, and be substituted for
(so that from and after the date of such Fundamental Transaction, the provisions of this Certificate
referring to the “Corporation” shall refer instead to the Successor Entity), and may exercise every
right and power of the Corporation and shall assume all of the obligations of the Corporation under
this Certificate with the same effect as if such Successor Entity had been named as the Corporation
herein,

(viii) Calculations, All calculations under this Section 1.1(d) shall be
made to the nearest cent or the nearest 1/100th of a share, as the case may be. For purposes of this
Section |.1(d), the number of shares of Common Stock deemed to be issued and outstanding as of
a given date shall be the sum of the number of shares of Common Stock (excluding any treasury
shares of the Corporation) issued and outstanding.

(ix)  Notice to the Holders. Whenever the Conversion Price is adjusted
pursuant to any provision of this Section 1.1(d), the Corporation shall promptly deliver to each holder
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of shares of Series D Preferred Stock a notice setting forth the Conversion Price after such adjustment
and setting forth a brief statement of the facts requiring such adjustment. If (A) the Corporation shall
declare a dividend (or any other distribution in whatever form) on the Common Stock, (B) the
Corporation shall declare a special nonrecurring cash dividend on or a redemption of the Common
Stock, (C) the Corporation shall authorize the granting to all holders of the Common Stock of rights
or warrants to subscribe for or purchase any shares of capital stock of any class or of any rights, (D)
the approval of any stockholders of the Corporation shall be required in connection with any
reclassification of the Common Stock, any consolidation or merger to which the Corporation is a
party, any sale or transfer of all or substantially all of the assets of the Corporation, or any compulsory
share exchange whereby the Common Stock is converted into other securities, cash or property or
(E) the Corporation shall authorize the voluntary or involuntary dissolution, liquidation or winding
up of the affairs of the Corporation, then, in each case, the Corporation shall cause to be filed at each
office or agency maintained for the purpose of conversion of the Series D Preferred Stock, and shall
cause to be delivered to each holder of shares of Series D Preferred Stock at its last address as it shall
appear upon the stock books of the Corporation, at least ten (10) calendar days prior to the applicable
record or effective date hereinafter specified, a notice stating (1) the date on which a record is to be
taken for the purpose of such dividend, distribution, redemption, rights or warrants, or if a record is
not to be taken, the date as of which the holders of the Common Stock of record to be entitled to
such dividend, distributions, redemption, rights or warrants are to be determined or (2) the date on
which such reclassification, consolidation, merger, sale, transfer or share exchange is expected to
become effective or close, and the date as of which it is expected that holders of the Common Stock
of record shall be entitled to exchange their shares of the Common Stock for securities, cash or other
property deliverable upon such reclassification, consolidation, merger, sale, transfer or share
exchange, provided that the failure to deliver such notice or any defect therein or in the delivery
thereof shall not affect the validity of the corporate action required to be specified in such notice.

(¢)  Optional Conversion.

(i) tional Conversion Rights. At any time or times on or afier the
Original Issue Date, each holder of Series D Preferred Stock shall be entitled to convert any portion
of the outstanding Series D Preferred Stock held by such holder and any PIK Dividends (without
the payment of additional consideration by the holder thereof) into such number of fully paid and
non-assessable shares of Common Stock as determined for any such holder by dividing (A) the
sum of (I) the aggregate Stated Value of all outstanding shares of Series D Preferred Stock being
converted by such holder, (II) the aggregate Stated Value of all shares of Series D Preferred Stock
due and owing to such holder as PIK Dividends which such holder is converting, and (III) the
aggregate amount of cash dividends due and owing to such holder that such holder is converting
by (B) the Conversion Price in effect on the Optional Conversion Date (as defined below), as
adjusted in accordance with Section 1.1(d).

(ii)  Fractional Shares. No fractional shares or scrip representing fractional
shares shall be issued upon the conversion of the Series D Preferred Stock pursuant to this Section
L1(e). As to any fraction of a share which the holder of shares of Series D Preferred Stock would
otherwise be entitled to purchase upon such conversion, the Corporation shall round up to the next
whole share.

(i) Mechanics of Conversion.
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(A)  To convert a share of Series D Preferred Stock and/or PIK
Dividends into shares of Common Stock pursuant to this Section 1.1(e) on any date (an “Optional
Conversion Date"), the holder of such shares of Series D Preferred Stock and/or PIK Dividends
shall deliver to the Corporation (whether via facsimile, electronic mail or otherwise), for receipt
on or prior to 11:59 p.m,, New York time, on such date, a copy of an executed notice of such
conversion in the form attached hereto as Exhibit A (the “Optional Conversion Noftice”), Within
three (3) Trading Days (as defined below) of the Optional Conversion Date such holder that
delivered the Optional Conversion Notice shall, if such holder’s shares of Series D Preferred Stock
are certificated, surrender his, her or its certificate or certificates for all such shares (or, if such holder
of Series D Preferred Stock alleges that such certificate has been lost, stolen or destroyed, a lost
certificate affidavit and agreement reasonably acceptable to the Corporation and its transfer agent to
indemnify the Corporation and/or its transfer agent against any claim that may be made against the
Corporation and/or its transfer agent on account of the alleged loss, theft or destruction of such
certificate) to the Corporation at the place designated in such notice. If so required by the Corporation
or its transfer agent, any certificates surrendered for conversion shall be endorsed or accompanied
by written instrument or instruments of transfer, in form satisfactory to the Corporation or its transfer
agent, duly executed by the registered holder of shares of Series D Preferred Stock or by his, her or
its attorney duly authorized in writing. All rights with respect to the Series D Preferred Stock
converted pursuant to this Section l.1(¢) will terminate at the Optional Conversion Date
(notwithstanding the failure of the holder or holders of Series D Preferred Stock to surrender any
certificates at or prier to such time), except only for the rights of the holders of Series D Preferred
Stock, upon surrender, if applicable, of their certificate or certificates (or lost certificate affidavit and
agreement), to receive the items provided for in the next sentence of this Section 1.1(e)(iii). As soon
as practicable after the Optional Conversion Date and, if applicable, the surrender of the certificate
or certificates (or lost certificate affidavit and agreement) for Series D Preferred Stock, the
Corporation shall issue and deliver to such holder of Series D Preferred Stock, or to his, her o its
nominees, a notice of issuance of uncertificated shares and, may, upon written request, issue and
deliver a certificate or certificates for the number of full shares of Common Stock issuable on such
conversion in accordance with the provisions hereof. Such converted Series D Preferred Stock shall
be retired and cancelled and may not be reissued as shares of such series, and the Corporation may
thereafter take such appropriate action (without the need for stockholder action) as may be necessary
to reduce the authorized number of shares of its Preferred Stock accordingly.

(B)  On or before the third (3rd) Trading Day following the date
of receipt of a Conversion Notice (or such earlier date as required pursuant to the 1934 Act or other
applicable law, rule or regulation for the settlement of a trade initiated on the applicable
Conversion Date of such shares of Common Stock issuable pursuant to such Optional Conversion
Notice) (the “Share Delivery Deadline”), the Corporation shall (1) provided that its then current
transfer agent is participating in The Depository Trust Company’s (“DTC") Fast Automated
Sccurities Transfer Program, credit such aggregate number of shares of Common Stock to which
such converting holder shall be entitled to such holder’s or its designee’s balance account with
DTC through its Deposit/Withdrawal at Custodian system, or (2) if the Transfer Agent is not
participating in the DTC Fast Automated Securities Transfer Program, issue and deliver (via
reputable overnight courier) to the address as specified in such Conversion Notice, a certificate,
registered in the name of such holder or its designee, for the number of shares of Common Stock
to which such holder shall be entitled. If the number of shares of Series D Preferred Stock
represented by the Series D Preferred Stock Certificate(s) submitted for conversion pursuant to
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Section L1(e)3)(A) is greater than the number of shares of Series D Preferred Stock being
converted, then the Corporation shall, as soon as practicable and in no event later than three 3)
Trading Days after receipt of the Series D Preferred Stock Certificate(s) and at its own expense,
issue and deliver to such holder (or its designee) a new Series D Preferred Stock Certificate
representing the number of shares of Series D Preferred Stock not so converted. The person or
entity entitled to receive the shares of Common Stock issuable upon an optional conversion of
Series D Preferred Stock shall be treated for all purposes as the record holder or holders of such
shares of Common Stock on the Conversion Date.

(iv) “Trading Day" means any day on which the Common Stock is
traded on the principal securities exchange securities market on which the Common Stock is then
traded, provided that “Trading Day” shall not include any day on which the Common Stock is
scheduled to trade on such exchange or market for less than 4.5 hours or any day that the Common
Stock is suspended from trading during the final hour of trading on such exchange or market (or if
such exchange or market does not designate in advance the closing time of trading on such
exchange or market, then during the hour ending at 4:00:00 p.m., New York time) unless such day
is otherwise designated as a Trading Day in writing by the holder converting the relevant shares
of Series D Preferred Stock pursuant to this Section 1.1(e).

(v)  Corporation’s Failure to Timely Convert. If the Corporation shall

fail, for any reason or for no reason, on or prior to the applicable Share Delivery Deadline, to issue
to a holder a certificate for the number of shares of Common Stock to which such holder is entitled
and register such shares of Common Stock on the Corporation’s share register or to credit such
holder’s or its designee’s balance account with DTC for such number of shares of Common Stock
to which such holder is entitled upon such holder's conversion pursuant to this Section 1.1(¢) (a
"“Conversion Failure”), and if on or after such Share Delivery Deadline such holder purchases (in
an open market transaction or otherwise) shares of Common Stock to deliver in satisfaction of a
sale by such holder of all or any portion of the number of shares of Common Stock, or a sale of a
number of shares of Common Stock equal to all or any portion of the number of shares of Common
Stock, issuable upon such conversion that such holder so anticipated receiving from the
Corporation, then, in addition to all other remedies available to such holder, the Corporation shall,
within three (3) Trading Days after receipt of such holder's request and in such holder’s discretion,
cither: (I) pay cash to such holder in an amount equal to such holder's total purchase price
(including brokerage commissions and other out-of-pocket expenses, if any) for the shares of
Common Stock so purchased (including, without limitation, by any other individual or entity in
respect, or on behalf, of such holder) (the “Buy-In Price"), at which point the Corporation’s
obligation to so issue and deliver such certificate or credit such holder’s balance account with DTC
for the number of shares of Common Stock to which such holder would have been entitled upon
such holder’s conversion hereunder (as the case may be) (and to issue such shares of Common
Stock) shall terminate, or (II) promptly honor its obligation to so issue and deliver to such holder
a certificate or certificates representing such shares of Common Stock or credit such holder’s
balance account with DTC for the number of shares of Common Stock to which such holder is
entitled upon such holder’s conversion hereunder (as the case may be) and pay cash to such holder
in an amount equal to the excess (if any) of the Buy-In Price over the product of (x) such number
of shares of Common Stock multiplied by (y) the lowest closing sale price of the Common Stock
on any Trading Day during the period commencing on the date of the applicable Conversion Notice
and ending on the date of such issuance and payment under this clause (II).
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()  Redemption.

(i)  Mandatory Redemption. Unless prohibited by Nevada law govemning
distributions to stockholders of a corporation, the Series D Preferred Stock shall be redeemed (a
“Mandatory Redemption™) by the Corporation at a price equal to the Stated Value for such share of
Series D Preferred Stock, plus an amount per share equal to the Stated Value of any shares of Series
D Preferred Stock that are issuable as the result of accrued, but unpaid, PIK Dividends (the
“Redemption Price”), if the Requisite Holders provide written notice of redemption to the
Corporation on or after October 15, 2022, which notice may only be so provided if on or after such
date the Common Stock of the Corporation is not listed on a Trading Market (the date selected by
the Corporation that is within thirty (30) days following the date that the Corporation receives such
notice is referred to as the “Redemption Date”). If on the Redemption Date Nevada law governing
distributions to stockholders of a corporation prevents the Corporation from redeeming all
outstanding shares of Series D Preferred Stock to be redeemed, the Corporation shall ratably
redeem the maximum number of shares of Series D Preferred Stock that it may redeem consistent
with such law, and shall redeem the remaining shares as soon as it may lawfully do so under such
law. If the Corporation fails to pay the Redemption Price in full and redeem all outstanding shares
of Series D Preferred Stock on the Redemption Date, then PIK Dividends shall accrue as specified

in Section 1.1(c)(ii) hereof.

(i)  Redemption Notice. The Corporation shall send written notice of the
Mandatory Redemption (the “Redemption Notice”) to each holder of record of Series D Preferred
Stock not less than ten (10) days prior to the Redemption Date. The Redemption Notice shall
state:

(A)  the number of shares of Series D Preferred Stock held by the
holder that the Corporation shall redeem on the Redemption Date specified in the Redemption
Notice;

(B)  the Redemption Date and the Redemption Price; and

(C)  for holders of shares in certificated form, that the holder is
to surrender to the Corporation, in the manner and at the place designated, his, her or its certificate
or certificates representing the shares of Series D Preferred Stock to be redeemed.

(1))  Surrender of Certificates; Payment. On or before the Redemption
Date, each holder of shares of Series D Preferred Stock to be redeemed on the Redemption Date,
shall, if a holder of shares in certificated form, surrender the certificate or certificates representing
such shares (or, if such registered holder alleges that such certificate has been lost, stolen or
destroyed, a lost certificate affidavit and agreement reasonably acceptable to the Corporation to
indemnify the Corporation against any claim that may be made against the Corporation on account
of the alleged loss, theft or destruction of such certificate) to the Corporation, in the manner and
at the place designated in the Redemption Notice, and thereupon the Redemption Price for such
shares shall be payable to the order of the person whose name appears on such certificate or
certificates as the owner thereof.
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(iv)  Redeemed or Otherwise Acquired Shares. Any shares of Series D

Preferred Stock that are redeemed or otherwise acquired by the Corporation or any of its
subsidiaries shall be automatically and immediately cancelled and retired and shall not be reissued,
sold or transferred.

(8)  Waiver; Amendment. Any of the rights, powers, privileges and other terms
of the Series D Preferred Stock set forth herein may be waived or amended on behalf of all holders
of Series D Preferred Stock by the affirmative written consent or vote of the Requisite Holders.

(h)  Notices. Except as otherwise provided herein, any notice required or
permitted by the provisions of this Section 1.] to be given to a holder of shares of Series D
Preferred Stock shall be mailed, postage prepaid, to the post office address last shown on the
records of the Corporation, or given by electronic communication in compliance with Section 78
of the Nevada Revised Statutes, and shall be deemed sent upon such mailing or electronic
fransmission,

Section 1.2 Withholding. The Corporation agrees that, provided that a holder of the
Corporation's capital stock delivers to the Corporation a properly executed IRS Form W-9
certifying as to such holder's complete exemption from backup withholding (or, if such holder is
a disregarded entity for U.S. federal income tax purposes, its regarded owner's complete
exemption from backup withholding), under current law the Corporation (including any paying
agent of the Corporation) shall not be required to, and shall not, withhold on any payments or
deemed payments to any such holder. In the event that any holder of the Corporation’s capital
stock fails to deliver to the Corporation such properly executed IRS Form W-9, the Corporation
reasonably believes that a previously delivered IRS W-9 is no longer accurate and/or valid, or there
is a change in law that affects the withholding obligations of the Corporation, the Corporation and
its paying agent shall be entitled to withhold taxes on all payments made to the relevant holder in
the form of cash or to request that the relevant holder promptly pay the Corporation in cash any
amounts required to satisfy any withholding tax obligations. In the event that the Corporation does
not have sufficient cash with respect to any such holder from withholding on cash payments
otherwise payable to such holder and cash paid to the Corporation by such holder to the
Corporation pursuant to the immediately preceding sentence, the Corporation and its paying agent
shall be entitled to withhold taxes on deemed payments, including PIK Dividends and constructive
distributions, on the Series D Preferred Stock to the extent required by law, and the Corporation
and its paying agent shall be entitled to satisfy any required withholding tax on non-cash payments
(including deemed payments) through a sale of a portion of the Series D Preferred Stock reccived
as a PIK Dividend or from cash dividends or sales proceeds subsequently paid or credited on the
Series D Preferred Stock.
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Filed in the Office of

C13283-2001
chlm&-» Filing Number

Business Number

BARBARA K. CEGAVSKE r 22 toenadd
Secretary of State zf:s[g?N“WiL? 06120/2021 07:54:31 AM
202 North Carson Street Number of Pages

Carson City, Nevada 89701-4201
(775) 684-5708
Website: www.nvsos.gov
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www.nvsilverflume.gov

Registered Agent Acceptance/Statement of Change

TYPE OR PRINT - USE DARK INK ONLY - DO NOT HIGHLIGHT

1. Entity information:

Name of represented entity:
Applied Blockehain, Inc.

Entity or Nevada Business Identification Number (NVID):
(for entities currently on file)

NV20011309405

2. Registered Agent
Acceptance:

M Registered Agent Acceptance

3. Information Being
Changed:

Statement of Change takes the following effect; (select only one)
M Appoints New Agent (complete section 4)
0 Update Represented Entity Acting as Registered Agent (complete sections 5)
i Update Registered Agent Name (complete sections 4 & 5)
M Update Registered Agent Address (complete sections 4 & 5)

4. Registered Agent
Information Before

s Ch X Name Telephane
the Change: (Non-
9 ( : Nevada 0
commercial registered
agents ONLY) Street Address City Zip Code
Nevada
Mailing Address (only if different from above) City Zip Code
5. Newly Appointed IE, Commercial Registered D Noncommercial Registered D Office or position with Entity
Agent (name only below) Agent (name and address below) (title and address below)

Registered Agent
or Registered
Agent Infarmation

CAPITOL CORPORATE SERVICES, INC.
Name of Registered Agent OR Title of Office or Pasition with Entity

After the Change: -
202 SOUTH MINNESOTA STREET Carson City Nevada 89703
Street Address City Zip Code
Nevada
Mailing Address (only if different from above) City Zip Code
6. Electronic Email address for electronic notifications for "Non-Commercial” or "Office or Pasitions with Entity” registered agents only:

Notification: (Optional)

7. Certificate of
Acceptance of
Appointment of

| hereby accept appointment as Registered Agent for the above named Entity.

Registered Agent: e
Authorized Signature of Registered Agent or On Behalf of Registered Agent Entity Date

8. Signature of

Represented .

Entity: x DAVID RENCH 06/29/2021

MAmivadAdl Muitharizad Cinnatiira Min Bahalf nf tha Entite Nate
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Annual or Amended List
and State Business
License Application

BARBARA K. CEGAVSKE

Secretary of State

202 North Carson Street

Carson City, Nevada 897014201

(T775) 684-5708

Website: www.nvsos.gov
www.nvsilverflume.gov

E ANNUALD AMENDED (check one)
List of Officers, Managers, Members, General Partners, Managing Partners, Trustees or Subscribers:

Applied Blockchain, Inc. NV20011309405

NAME OF EnTITY Enlity or Nevada Business
Identification Number (NVID})

TYPE OR PRINT ONLY - USE DARK INK ONLY - DO NOT HIGHLIGHT

IMPQRTANT: Read instructions before compieting and retuming this form.
Please Indicale the entity type (check cnly one):

M Corporation Filed in the Office of | Business Number
W} This corporation is publicly traded, the Central Index Key number is: *6]. fas K('! h E:iﬁf:::,
0001144879 '#lezl 3“01!99
s T ile
(] Nonprofit Corporation (see nonprofit sections below) sgg?,:m:fa" 0610212021 14:24:01 PM
’ Number of Pages
2

() Limited-Liability Company

[] Limited Partnership

[] Limited-Liability Partnership

[] Limited-Liability Limited Partnership
D Business Trust

[} corporation Sole

Additional Officers, Managers, Membars, General Partners, Managing Partners, Trustees or Subscribers, may be listed on a supplemental page.

CHECK ONLY |F APPLICABLE
Pursuant to NRS Chapter 76, this entity is exempt from the business license fee.
[7] 001 - Governmental Entity

D 006 - NRS 6808.020 Insurance Co, provide license or certificale of authority number

For nonprofit entities formed under NRS chapter 80: entities without 501{c) nonprofit designation are required to maintain a state business license,
the fee is $200.00. Those claiming an exemption under 501(c) designalion must indicate by checking box below.

D Pursuant to NRS Chapter 76, this enlity is a 501(c) nonprofit entity and is exempt from the business license fee.
Exemption Code 002

For nonprofit entities formad under NRS Chapter B1: entities which are Unil-owners' associalion or Religious, Charitable, fratemal or other
organization that qualifies as a fax-exempt w?antzatiun pursuant to 26 U.S.C § 501(c) are excluded from the requirement to obtain a slate business
license. Please indicate below if this entity falls under one of these categories by marking the appropriate box. |f the entity does not fall under either of
these categories please submit $200.00 for the state business license.

; . Religious, charitable, fraternal or other organization that qualifies as a tax-exempt organization
[0 Unitowners' Assaciation  [] pirati 26 1/S.G. $501(c) " K

For nonprofit entities formed under NRS Chapter 82 and 80:Charitable Solicitation Information - chack applicable box

Does the Organization intend to solicil charitable or tax deductible contributions?
D Na - no additional form Is required
I:] Yes - the "Charitable Solicitation Registration Statement” is required.

D The Organization claims exemption pursuant to NRS B2A 210 - the “Exemption From Charitable Solicitalion Registration Statement” is
required

*Eallura tn incliida the resulred statemant form will result in relection of the filina and could result in late fees.*
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BARBARA K, CEGAVSKE

WA Secretary of State

‘8 202 North Carson Street

=4 Carson City, Nevada 89701-4201

Y (775) 684-5708

Website: www.nvsos.gov
www.nvsilverflume.gov

Annual or Amended List
and State Business License

Application - Continued

Officers, Managers, Members, General Partners, Managing Partners, Trustees or Subscribers:

CORPORATION, INDICATE THE SECRETARY:

\Wesley Cummins | [USA |
Name Cauntry

13811 Turtle Creek Blvd Suite 2100 | | Dallas | Tx ||75219 |
Address City State Zip/Postal Code
CORPORATION, INDICATE THE TREASURER:

David Rench | |usa |
Name Country

3811 Turtle Creek Blvd Suite 2100 | [Dallas | X | 75219 |
Address City State Zip/Postal Cade
CORPORATION, INDICATE THE DIRECTOR:

|Wesley Cummins | [usA I
Name Country

3811 Turtle Creek Blvd Suite 2100 | [Dallas | frx][r5219 |
Address City State Zip/Postal Code
CORPORATION, INDICATE THE PRESIDENT:

[Wesley Cummins | [{UsA |
Name Country

[3811 Turtle Creek Blvd Suite 2100 | [Dallas | rx | [75219 |
Address City State Zip/Postal Code

None of the officers and directors identified in the list of officers has been identified with the fraudulent intent of concealing
the identity of any person or persons exercising the power or authority of an officer or director in furtherance of any

unlawful conduct.

| declare, to the best of my knowledge under penalty of perjury, that the information contained herein Is correct and
acknowledge that pursuant to NRS 239.330, it is a category C felony to knowingly offer any faise or forged instrument for filing

in the Office of the Secretary of State.

X Wesley Cummins

President

06/02/2021

Signature of Officer, Manager, Managing Member, Tite Date

General Partner, Managing Partner, Trustee,
Subscriber, Member, Owner of Business,

Partner or Authorized Signer rorum wiLL B2 RETURNED IF

UNSIGNED
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Filed in the Office of Business Number

C13263-2001
MK% Filing Mumber

20211456018
Filed On
if‘i'e‘.-f;‘?,ff ii:e §/13/2021 3:41:00 PM
o s MNumber of Pages
BARBARA K. CEGAVSKE 2

Secretary of State

202 North Carson Street
Carson City, Nevada 89701-4201
(775) 684-5708

Website: www.nvsos.gov

Certificate of Correction
NRS 78, 78A, 80, 81, 82, 84, 86, 87, 87A, 88, 88A, 89 and 92A

(Only one document may be corrected per certificate.)

TYPE OR PRINT - USE DARK INK ONLY - DO NOT HIGHLIGHT

INSTRUCTIONS:

1. Enter the current name as on file with the Nevada Secretary of State and enter the Entity or Nevada Business
Identification Number (NVID).

2, Name of document with inaccuracy or defect.

3. Filing date of document with inaccuracy or defect.
4. Brief description of inaccuracy or defect.

5. Correction of inaccuracy or defect.

6. Must be signed by Authorized Signer. Form will be returned if unsigned.

1. Entity Information: | \ame of entity as on file with the Nevada Secretary of State:

Applied Blockchain, Inc.

Entity or Nevada Business Identification Number (NVID): C13283-2001

2. Document: Name of document with inaccuracy or defect:

Second Amended and Restated Articles of Incorporation

3. Filing Date: Filing date of document which correction is being made: April 15, 2021

4. Description: Description of inaccuracy or defect:

Number of shares and par value for Series C Convertible Redeemable
Preferred Stock should have been specified.

S. Correction: Correction of inaccuracy or defect

The Fourteenth Article is hereby replaced and corrected to specify that
Series C preferred stock shall consist of 660,000 shares, par value $0.001
per share, as further detailed in Exhibit A hereto.

6. Signature: — —
Required / ~ i
e x /) “«/ /é@/ g 05/13/2021

Signature Date
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EXHIBIT A
The Fourteenth Article is hereby replaced and corrected to read as follows:

FOURTEENTH. Applied Blockchain, Inc., pursuant to the provisions of Sections
78.195 and 78.1955 of the General Corporation Law of the State of Nevada, does
hereby make that certain Certificate of Designations of the Powers, Preferences
and Relative, Participating, Optional and Other Restrictions of Series C Preferred
Stock of Applied Blockchain, Inc., a copy of which has been attached hereto as
Exhibit C (the “Series G Designation”). Applied Blockchain. Inc., does hereby state
and certify that pursuant to the authority expressly vested in the Board of Directors
of the corporation by the provisions of Article FOURTH hereof, the Board of
Directors duly adopted resolutions authorizing the issuance of 660,000 shares, par
value $0.001 per share, and fixing the designation and preferences
and relative, participating, optional and other special rights, and qualifications,
limitations and restrictions, of a series of preferred stock to be
designated “Series C Convertible Redeemable Preferred Stock”, as further
described in and pursuant to the terms of Exhibit C hereto. The Series C
Designation is incorporated herein and shall be in full force and effect as of the
effective date hereof.
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E E C13283-2001
KWJ Filing Number

20111386144

Sectetary of State Filed On

Suate Of Nevads 4/15/2021 8:47:00 AM
BARBARA K. CEGAVSKE Number of Pages
Secretary of State 2
202 North Carson Street
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NRS 78, 78A, 80, 81, 82, 84, 86, 87, 87A, 88, 88A, 89 and 92A

Certificate of Correction

(Only one document may be corrected per certificate.)

TYPE OR PRINT - USE DARK INK ONLY - DO NOT HIGHLIGHT

INSTRUCTIONS:

1. Enter the current name as on file with the Nevada Secretary of State and enter the Entity or Nevada Business
Identification Number (NVID),

2. Name of document with inaccuracy or defect.

3. Filing date of document with inaccuracy or defect,

4, Brief description of inaccuracy or defact.

B. Correction of inaccuracy or defecl.

8. Must be signed by Authorized Signer. Form will be returned if unsigned.

1. Entity Information: | name of entity as on file with the Nevada Secretary of State:
Applied Blockchain, Inc. |
Entity or Nevada Business identification Number (NVID): C13283-2001 |
2. Document: Name of document with inaccuracy or defect:
Certificate of Amendment |
3. Flling Date: Filing date of document which correction is being mede: l51_3)'2 5/2021 |
4. Description: Description of inaccuracy or defect:
'Par value should have remained unchanged. Authorized common stock was
increased without a corresponding Increase to authorized capital stock.
§. Correction: Correction of inaccuracy or defect:
‘The Third ARTICLE is hereby replaced and comected to increase the
authorized capital stock to 505,000,000, par value $0.001, 500,000,000 are
‘common stock and 5,000,000 are preferred stock [see attachment hereto]
8. Signature: %_‘
e X _ Lo 2 (E

Signature Dals

This form must be accompanied by appropriate fees.
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SUPPLEMENT TOITEM &
Correction of inaccuracy or defect:

The Third Article is hereby replaced and corrected to read as follows:

THIRD. The total number of shares of capital stock which this corporation shall
have authority to Issue is five hundred five million (505,000,000) with a par value
of $0.001 per share amounting to $505,000.00. Five hundred million (500,000,000)
of those shares are Common Stock and five million (6,000,000) of those shares
are Preferred Stock. Each share of Common Stock shall entitle the holder thereof
to one vote, In person or by proxy, on any matter on which action of the
stockholders of this corporation is sought. The holders of shares of Preferred Stock
shall have no right to vote such shares, except (i) as determined by the Board of
Directors of this corporation in accordance with the provisions of Section (3) of
Article FOURTH of these Articles of Incorporation, or (if) as otherwise provided by
the Nevada General Corporation Law, as amended from time to time.
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1 Certificate of Amendment to Articles of Incorporation (Pursuant to NRS 78.380 - Before
Issuance of Stock)

The undersigned declare that they constitute at least two-thirds of the
following:
(Check only one box) [ | incorporators [] board of directors

The undersigned affirmatively declare that to the date of this certificate, no stock
of the corporation has been issued

b Certificate of Amendment to Articles of Incorporation (Pursuant to NRS 78.385 and
- 78.390 - After Issuance of Stock)
The vote by which the stockholders holding shares in the corporation entitling them lo exercise
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SUPPLEMENT TO ITEM 5
The articles have been amended as follows:

1. The Thirteenth Article is hereby added to incorporate, restate and affirm:

(i) That certain Amended and Restated Certificate of Designations of the Powers,
Preferences and Relative, Participating, Optional and Other Special Rights of
Preferred Stock and Qualifications, Limitations and Restrictions Thereof of Series
A Convertible Preferred Stock for Flight Safety Technologies, Inc. n/k/a Applied
Blockchain, Inc., which was filed with the Nevada Secretary of State on
September 9, 2009 (the “Series A Designation”); and

(i) Thatcertain Certificate of Designations of the Powers, Preferences and Relative,
Participating, Optional and Other Special Rights of Preferred Steck and
Qualifications, Limitations and Restrictions Thereof of Series B Convertible
Preferred Stock for Flight Safety Technologies, Inc. n/k/a Applied Blockchain, Inc.,
which was filed with the Nevada Secretary of State on September 9, 2009 (the
“Series B Designation”).

The Series A Designation and the Series B Designation shall remain in full force and effect
notwithstanding the filing of the Second Amended and Restated Articles of Incorporation
of Applied Blockchain, Inc.

2. The Fourteenth Article is hereby added to adopt and incorporate that certain Certificate of
Designations of the Powers, Preferences and Relative, Participating, Optional and Other
Restrictions of Series C Preferred Stock of Applied Blockchain, Inc. (the “Series C
Designation’). The adoption of the Series C Designation constitutes an amendment to the
Articles of Incorporation of Applied Blockchain, Inc.







SECOND AMENDED AND RESTATED
ARTICLES OF INCORPORATION
OF
APPLIED BLOCKCHAIN, INC.

Pursuant to the provisions of Title 7, Chapter 78 of the Nevada Revised Statutes, the
Articles of Incorporation of this Corporation are hereby amended and restated to read in their
entirety as follows:

FIRST. The name of this corporation is Applied Blockchain, Inc.

SECOND. The purpose of this corporation is to engage in any lawful act or activity for
which corporations may be organized pursuant to the General Corporation Law of the State of
Nevada,

THIRD. The total number of shares of capital stock which this corporation shall have
authority to issue is five hundred five million (505,000,000) with a par value of $0.001 per share
amounting to $505,000.00. Five hundred million (500,000,000) of those shares are Common Stock
and five million (5,000,000) of those shares are Preferred Stock. Each share of Common Stock
shall entitle the holder thercof to one vote, in person or by proxy, on any matter on which action
of the stockholders of this corporation is sought. The holders of shares of Preferred Stock shall
have no right to votc such shares, except (i) as determined by the Board of Directors of this
corporation in accordance with the provisions of Section (3) of Article FOURTH of these Articles
of Incorporation, or (ii) as otherwise provided by the Nevada General Corporation Law, as
amended from time to time,

FOURTH. The Board of Directors of this corporation shall be, and hereby s, authorized
and empowered, subject to such limitations prescribed by law and the provisions of Article THIRD
of these Articles of Incorporation, to provide for the issuance of the shares of Preferred Stock in
series, and by filing a certificate pursuant to the applicable law of the State of Nevada, to establish
from time to time the number of shares to be included in each such series, and to fix the
designations, powers, preferences and rights of the shares of each such series and the
qualifications, limitations or restrictions of each such series. The authority of the Board of
Directors with respect to each series shall include, but not be limited to, determination of the
following:

(1) The number of shares constituting such series and the distinctive designation of such series;
(2) The dividend rate on the shares of such series, whether dividends shall be cumulative and,

if so, from which date or dates, and the relative rights of priority, if any, of payment of
dividends on shares of such series;
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(3) Whether such series shall have voting rights, in addition to the voting rights provided by
law, and, if so, the terms of such voting rights;

(4) Whether such series shall have conversion privileges, and, if so, the terms and conditions
of such conversion privileges, including provision for the adjustment of the conversation
rate, in such events as the Board of Directors shall determine;

(5) Whether or not the shares of such series shall be redeemable, and, if so, the terms and
conditions of such redemption, including the date or date upon or afier which those shares
shall be redeemable, and the amount per share payable in the event of redemption, which
amount may vary in different circumstances and at different redemption dates;

(6) Whether that series shall have a sinking fund for the redemption or purchase of shares of
such series, and, if so, the terms and amount of such sinking fund;

(7) The rights of the shares of such series in the event of voluntary or involuntary liquidation,
dissolution or winding up of this corporation, and the relative rights of priority, if any, of
payment of shares of such series; and

(8) Any other relative rights, preferences and limitation of such series.

Dividends on issued and outstanding shares of Preferred Stock shall be paid or declared
and set apart for payment prior to any dividends being paid or declared and st apart for payment
on the shares of Common Stock with respect to the same dividend period.

If; upon any voluntary or involuntary liquidation, dissolution or winding up of this
corporation, the assets of this corporation available for distribution to holders of shares of Preferred
Stock of all series shall be insufficient to pay such holders the full and complete preferential
amount to which such holders are entitled, then such assets shall be distributed ratably among the
shares of all series of Preferred Stock in accordance with the respective preferential amounts,
including unpaid cumulative dividends, if any, payable with respect thereto.

FIFTH. No director or officer of this corporation shall have any personal liability to this
corporation or its stockholders for damages for breach of fiduciary duty as a director or officer,
except that this Article FIFTH shall not eliminate or limit the liability of a director or officer for
(1) acts or omissions which involve intentional misconduct, fraud or a knowing violation of law,
or (i1) the payment of dividends in violation of the Nevada General Corporation Law, Any repeal
or modification of this article by the stockholders of this corporation shall not adversely affect any
right or protection of any director of this corporation existing at the time of such repeal or
modification.

SIXTH. This corporation reserves the right at any time, and from time to time, to amend,

alter, change or repeal any provision specified in the Articles of Incorporation, and other provisions
authorized by the laws of the State of Nevada at any such time then in force may be added or
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inserted, in the manner now or hereafter prescribed by law; and all rights, preferences and
privileges of whatsoever nature conferred upon stockholders, directors or any other persons
whomsoever by and pursuant to these Articles of Incorporation in their present form or as hereafter
amended are granted subject to the rights reserved in this article,

SEVENTH. Capital stock issued by this corporation after the amount of the subscription
price or par value therefor has been paid in full shall not be subject to pay debts of this corporation,
and no capital stock issued by this corporation and for which payment has been made shall ever
be assessable or assessed.

EIGHTH. (a) The affairs of this corporation shall be governed by a Board of Directors of
not more than fifteen (15) persons nor less than one (1) person, as determined from time to time
by vote of a majority of the Board of Directors of this corporation; provided, however, that the
number of directors shall not be reduced so as to reduce the term of any director at the time in
office.

(b)  The directors shall be elected by the holders of shares entitled to vote thereon at the
annual meeting of sharcholders and until their respective successor has been elected and qualified.

(c)  Notwithstanding any other provisions of these Articles of Incorporation or the
bylaws of this corporation (and notwithstanding the fact that some lesser percentage may be
specified by law, these Articles of Incorporation or the bylaws of this corporation), any director or
the entire Board of Directors of this corporation may be removed at any time, but only for cause
and only by the affirmative vote of the holders of seventy-five percent (75%) or more of the
outstanding shares of capital stock of this corporation entitled to vote generally in the election of
directors (considered for this purpose as one class) cast at a meeting of the stockholders of this
corporation called for that purpose. Notwithstanding the foregoing, and except as otherwise
required by law, whenever the holders of any one or more series of Preferred Stock shall have the
right, voting separately as a class, to elect one or more directors of this corporation, the provisions
of section (c) of this article shall not apply with respect to the director or directors elected by such
holders of Preferred Stock.

NINTH. The period of existence of this corporation shall be perpetual.

TENTH. No contract or other transaction between this corporation and any other
corporation, whether or not a majority of the shares of the capital stock of such other corporation
is owned by this corporation, and no act of this corporation shall in any way be affected or
invalidated by the fact that any of the directors of this corporation are pecuniarily or otherwise
interested in, or are directors or officers of such other corporation. Any director of this corporation,
individually, or any firm of which such director may be a member, may be a party to, or may be
pecuniarily or otherwise interested in any contract or transaction of this corporation; provided,
however, that the fact that he or such firm is so interested shall be disclosed or shall have been
known to the Board of Directors of this corporation, or a majority thereof; and any director of this
corporation who is also a director or officer of such other corporation, or who is so interested, may
be counted in determining the existence of a quorum at any meeting of the Board of Directors of
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this corporation that shall authorize such contract or transaction, and may vote thereat to authorize
such contract or transaction, with the same force and effect as if he or she were not such director
or officer of such other corporation or not so interested.

ELEVENTH. Subject to the provisions of any series of Preferred Stock of this corporation
which may at the time be issued and outstanding and convertible into shares of Common Stock of
this corporation, the affirmative vote of at least two-thirds (2/3) of the outstanding shares of
Common Stock held by stockholders of this corporation other than the “related person” (as defined
later in these Articles of Incorporation), shall be required for the approval or authorization of any
“business combination” (as defined later in these Articles of Incorporation) of this corporation
with any related person; provided, however, that such voting requirement shall not be applicable
if:

(1) The business combination was approved by the Board of Directors of this corporation
cither (A) prior to the acquisition by such related person of the beneficial ownership of
twenty percent (20%) or requisition the outstanding shares of the Common Stock of
this corporation, or (B) after such acquisition, but only during such time as such related
person has sought and obtained the unanimous approval by the Board of Directors of
this corporation of such acquisition of more than 20% of the Common Stock prior to
such acquisition being consummated; or

(2) The business combination is solely between this corporation and another corporation,
fifty percent (50%) or more of the voting stock of which is owned by a related person;
provided, however, that cach stockholder of this corporation receives the same type of
consideration in such transaction in proportion to his or her stockholdings; or

(3) All of the following conditions are satisfied: (A) The cash or fair market value of the
property, securities or other consideration to be received per share by holders of
Common Stock of this corporation in the business combination is not less than the
higher of (i) the highest per share price (including brokerage commissions, soliciting
dealers fees, dealer-management compensation, and other expenses, including, but not
limited to, costs of newspaper advertisements, printing expenses and attorneys’ fees)
paid by such related person in acquiring any of its holdings of this corporation’s
Common Stock or (ii) an amount which has the same or a greater percentage
relationship to the market price of this corporation’s Common Stock immediately prior
to the commencement of acquisition of this corporation’s Common Stock by such
related person, but in no event in excess of two (2) times the highest per share price
determined in clause (i), above; and

(B) After becoming a related person and prior to the consummation of such business
combination, (i) such related person shall not have acquired any newly issued shares of
capital stock, directly or indirectly, from this corporation (except upon conversion of
convertible securities acquired by it prior to becoming a related person or upon
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compliance with the provision of this article or as a result of a pro rata stock dividend
or stock split) and (ii) such related person shall not have received the benefit, directly
or indirectly, (except proportionately as a stockholder) of any loans, advances,
guarantees, pledges or other financial assistance or tax credits provided by this
corporation, or made any major changes in this corporation’s business or equity capital
structure; and

(C) A proxy statement complying with the requirements of the Securities Exchange
Act of 1934, whether or not this corporation is then subject to such requirements, shall
be mailed to the public stockholders of this corporation for the purpose of soliciting
stockholder approval of such business combination and shall contain at the front
thereof, in a prominent place (i) any recommendations as to the advisability (or
inadvisability) of the business combination which the continuing directors, or any
outside directors, may determine to specify, and (ii) the opinion of a reputable national
investment banking firm as to the fairness (or not) of the terms of such business
combination, from the point of view of the remaining public stockholders of this
corporation (such investment banking firm to be engaged solely on behalf of the
remaining public stockholders, to be paid a reasonable fee for its services by this
corporation upon receipt of such opinion, to be a reputable national investment banking
firm which has not previously been associated with such related person and, if there
arc at the time any such directors, to be selected by a majority of the continuing
directors and outside directors).

For purposes of this article:

(1) The term “business combination” shall be defined as and mean (a) any merger or
consolidation of this corporation with or into a related person; (b) any sale, lease,
exchange, transfer or other disposition, including, without limitation, a mortgage or any
other security device, of all or any substantial part of the assets of this corporation,
including, without limitation, any voting securities of a subsidiary, or of a subsidiary,
to a related person; (c) any merger or consolidation of a related person with or into this
corporation or a subsidiary of this corporation; (d) any sale, lease, exchange, transfer
or other disposition of all or any substantial part of the assets of a related person to this
corporation or a subsidiary of this corporation; (¢) the issuance of any securities of this
corporation or a subsidiary of this corporation to a related person; (f) the acquisition by
this corporation or a subsidiary of this corporation of any securities of a related person;
(g) any reclassification of Common Stock of this corporation, or any recapitalization
involving Common Stock of this corporation, consummated within five (5) years after
a related person becomes a related person, and (h) any agreement, contract or other
arrangement providing for any of the transactions described in this definition of
business combination,

(2) The term “related person” shall be defined as and mean and include any individual,
corporation, trust, association, partnership or other person or entity which, together
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with their “affiliates” and “associates” (defined later in these Articles of Incorporation),
“beneficially” owns (as this term is defined in Rule 13d-3 of the General Rules and
Regulations pursuant to the Securities Exchange Act of 1934), in the aggregate 20% or
more of the outstanding shares of the Common Stock of this corporation, and any
“affiliate” or “associate” (as those terms are defined in Rule 12b-2 pursuant to the
Securities Exchange Act of 1934) of any such individual, corporation, trust,
association, partnership or other person or entity;

(3) The term “substantial part” shall be defined as and mean more than ten percent (10%)
of the total assets of the corporation in question, as of the end of its most recent fiscal
year ending prior to the time the determination is being made;

(4) Without limitation, any shares of Common Stock of this corporation which any related
person has the right to acquire pursuant to any agreement, or upon exercise of
conversion rights, warrants or options, or otherwise, shall be deemed beneficially
owned by such related person;

(5) For the purposes of this article, the term “other consideration to be received” shall
include, without limitation, Common Stock of this corporation retained by its existing
public stockholders in the event of a business combination with such related person
pursuant to which this corporation is the surviving corporation; and

(6) With respect to any proposed business combination, the term “continuing director”
shall be defined as and mean a director who was a member of the Board of Directors
of this corporation immediately prior to the time that any related person involved in the
proposed business combination acquired twenty percent (20%) or more of the
outstanding shares of Common Stock of this corporation, and the term “outside
director” shall be defined as and mean a director who is not (a) an officer or employee
of this corporation or any relative of an officer or employee, (b) a related person or an
officer, director employee. associate or affiliate of a related person, or a relative of any
of the foregoing, or (c) a person having a direct or indirect material business
relationship with this corporation.

TWELFTH. All of the powers of this corporation, insofar as the same may be lawfully

vested by these Articles of Incorporation in the Board of Directors, are hereby conferred upon the
Board of Directors of this corporation. In furtherance and not in limitation of that power, the Board
of Directors shall have the power to make, adopt, alter, amend and repeal from time to time bylaws
of this corporation, subject to the right of the shareholders entitled to vote with respect thereto to
adopt, alter, amend and repeal bylaws made by the Board of Directors; provided, however, that
bylaws shall not be adopted, altered, amended or repealed by the stockholders of this corporation,
except by the vote of the holders of not less than two thirds (2/3) of the outstanding shares of stock
entitled to vote upon the election of directors.
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THIRTEENTH. Notwithstanding the execution and filing of these Second Amended and
Restated Articles of Incorporation of Applied Blockchain, Inc., the following Series A Designation
and Series B Designation filed with the Nevada Secretary of State are incorporated herein and shall
remain in full force and effect as of the effective date hereof:

(1) That certain Amended and Restated Certificate of Designations of the Powers,
Preferences and Relative, Participating, Optional and Other Special Rights of Preferred
Stock and Qualifications, Limitations and Restrictions Thereof of Series A Convertible
Preferred Stock for Flight Safety Technologies, Inc. n/k/a Applied Blockchain, Inc.,
which was filed with the Nevada Secretary of State on September 9, 2009, a copy of
which has been attached hereto as Exhibit A (the “Series A Designation™); and

(2) That certain Certificate of Designations of the Powers, Preferences and Relative,
Participating, Optional and Other Special Rights of Preferred Stock and Qualifications,
Limitations and Restrictions Thereof of Series B Convertible Preferred Stock for Flight
Safety Technologies, Inc. n/k/a Applied Blockchain, Inc., which was filed with the
Nevada Secretary of State on September 9, 2009, a copy of which has been attached
hereto as Exhibit B (the “Series B Designation™).

FOURTEENTH. Applied Blockchain, Inc., pursuant to the provisions of Sections 78.195
and 78.1955 of the General Corporation Law of the State of Nevada, does hereby make that certain
Certificate of Designations of the Powers, Preferences and Relative, Participating, Optional and
Other Restrictions of Series C Preferred Stock of Applied Blockehain, Inc., a copy of which has
been attached hereto as Exhibit C (the “Series C Designation™), Applied Blockchain, Inc., does
hereby state and certify that pursuant to the authority expressly vested in the Board of Directors of
the corporation by the provisions of Article FOURTH hereof, the Board of Directors duly adopted
resolutions authorizing the issuance of, and fixing the designation and preferences and relative,
participating, optional and other special rights, and qualifications, limitations and restrictions, of a
series of preferred stock to be designated “Series C Convertible Redeemable Preferred Stock”, as
further described in and pursuant to the terms of Exhibit C hereto. The Series C Designation is
incorporated herein and shall be in full force and effect as of the effective date hereof.
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IN WITNESSS WHEREOF, the undersigned officer, for and on behalf of the Corporation
has signed these Second Amended and Restated Articles of Incorporation this 15th day of April,
2021.

\%a\‘%\ \)\\\m

Wesley Cumi@i’ns, CEO

[Signature Page to Second Amended and Restated Articles of Incorporation)
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AMENDED AND RESTATED

CERTIFICATE OF DESIGNATIONS OF THE POWERS, PREFERENCES AND
RELATIVE, PARTICIPATING, OPTIONAL AND OTHER SPECIAL RIGHTS OF
PREFERRED STOCK AND QUALIFICATIONS, LIMITATIONS AND RESTRICTIONS
THEREOQOF

of
SERIES A
CONVERTIBLE PREFERRED STOCK
for
FLIGHT SAFETY TECHNOLOGIES, INC,

FLIGHT SAFETY TECHNOLOGIES, INC, a Nevada corporation (the
“Corporation™), pursuant to the provisions of Section 78,1955 of the General Corporation Law
of the State of Nevada, does hereby make this Amended and Restated Certificate of Designations
and does hereby state and certify that pursuant to the authority expressly vested in the Board of
Directors of the Corporation by the Certificate of Incorporation of the Corporation, the Board of
Directors duly amends and restates the Original Certificate of Designations of Powers,
Preferences and Reletive, Participating, Optional and Other Special Rights of Preferred Stock
and Qualifications, Limitations and Restrictions Thereof of Scries A Convertible Preferred Stock
for Flight Safety Technologies, Inc., as filed with the Secretary of State of the State of Nevada on
December 17, 2008 as Document Number 2008-0816678-56, to read in its entirety as set forth

herein, and adopts the following resolutions, which resolutions remain in full force and effect as
of the date hereof:

RESOLVED, that, pursuant to Article Fourth of the Certificate of Incorporation of the
Corporation, the Board of Directors hereby authorizes the issuance of, and fixes the designation
and preferences and relative, perticipating, optional and other special rights, and qualifications,
limitations and restrictions, of a series of preferred stock consisting of 70,000 shares, par value

5.001 per share, to be designated “Series A Convertible Preferred Stock” (the “Series A
Preferred Shares”); and

RESOLVED, that cach of the Series A Preferred Shares shal] rank equally in all respects
with the Series B Convertible Preferred Stock of the Company, par value $.001 per share (the
“Serics B Preferred Shares,” and together with the Series A Preferred Shares, the “Preferred
Shares”), and that the Series A Preferred Shares shall be subject to the following terms and
provisions:

1. Designation. There is hereby created out of the authorized and unissued shares of
preferred stock of the Corporation & serics of preferred stock designated as the “Series A
Convertible Preferred Stock", par value $.00] per share, The number of shares constituting such
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serics shall be 70,000 shares.
2 Dividends.

(a) Dividend Rate. For so long as any Serics A Preferred Shares are
outstanding, the Corporation shall pay, at its discretion either: (i) a dividend payable in cash at a
per annum rate of 8% of the Original Purchase Price (as defined below) per share; or (ii) a
dividend payable in additional shares of Series A Preferred Shares at 2 per annum rate of 10% of
the Original Purchase Price per share; provided, however, that if the VWAP (as such term is
defined below) for the common stock, par value $.001 of the Corporation (“Common Stock™)
exceeds Fourteen Cents ($0.14) per share with respect to any fiscal quarter, no dividends shall be
due with respect to such fiscal quarter. Dividends shall be calculated on the basis of a 30-day
month and a 360-day ysar, For purposes of calculating the number of Series A Prefetrad Shares
to be issued as a dividend under Section 2(a)(ii) hereof, the Series A Preferred Shares to be
issued shall be valued at a price per share equal to the Original Purchase Price. For purposes of
this Certificate, the following terms shal have the meanings indicated:

“VWAP” means the quarterly volume-weighted average sale price per share of Common
Stock on the principal market for any particular fiscal quarter as reported, as such figure may be
adjusted for stock splits and combinations of the Common Stock.

Dividend Payment Dates. The dividend payment dates for the Series A
Preferred Shares are the first days of March, June, September, and December commencing
March 1, 2009; provided that if any such payrent date is not a Business Day (as defined below)
then such dividend shall be payable on the next Business Day. The initial dividend period for
any Serics A Preferred Shares shall commence on the day when such shares are issued. The term
“Business Day" means a day other than a Saturday, Sunday or day on which banking institutions
in New York arc authorized or required o remain closed.

(¢)  Consent For so long es any Scries A Preferred Shares are outstanding,
the Corporation shall not pay any dividends on any shares of Common Stock (except for
dividends payable in Common Stock) or eny shares of any other capital stock other than on
Series B Preferred Shares in accordance with the provisions of the Certificate of Designations of
the Powers, Preferences and Relative, Participating, Optional and Other Special Rights of
Preferred Stock and Qualifications, Limitations and Restrictions Thereof of Series B Convertible
Preferred Stock of the Company, as in effect from time to time (the “Series B Certificate of
Designations”), or repurchase any shares of Common Stock (other than the repurchase of shares
of Common Stock issued pursuant to employment or consulting agreements with the
Corporation, which are repurchased upon termination of employment or services for
consideration no greater than the original issue price) or capital stock, without having received
written consent of a majority of the votes attributable to the outstanding Preferred Shares (the
“Required Holders”), voting separately from the holders of Commeon Stock.

3. Liquidation Events.

(@)  Liquidation Preference. Upon (i) any liquidation, dissolution or winding
up of the Cotporation, whether voluntary or involuntary, or (ii) unless otherwise agreed by the
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Required Holders, (A) a merger or consolidation of the Corporation with or into another entity
(except for a merger or consolidation in which the holders of capital stock of the Corporation
immediately prior to such merger or consolidation continue to hold at least 50% of the
outstanding voting power of such surviving Corporation), (B) the sale or wansfer of all or
substantially all of the assets of the Corporation (for this purpose “substantially all” shall mean
properties or assets with & fair market value equal to 60% or more of the fair market value of the
Corporation’s total properties or assets as of the end of the most recent fiscal quarter and “sale”
shall not include a bona fide pledge of assets), (C) any issuance of shares of capital stock by the
Corporation in one or more related transactions except for (x) an issuance of shares of capital
stock in which the holders of capital stock of the Corporation immediately prior to such issuance
of stock continue to hold at least 50% of the outstanding voting power of the Corporetion after
such issuance of shares of capital stock, (y) the issuance of Series B Preferred Shares on the
“Original Issue Date” (as such term is defined in the Series B Certificate of Designation), or (2)
the issuance of Series A Preferred Shares on the Original Issue Date (as such term is defined
below), or (D) the repurchase by the Corporation of shares of capita| stock of the Corporation
(other than the Series B Preferred Shares in accordance with the provisions of the Series B
Certificate of Designations or the Series A Preferred Shares in accordance with the terms hereof)
such that the holders of capital stock of the Corporation immediately prior to such repurchase do
not hold at least 50% of the outstanding voting power of the Corporation after such repurchase
(cach of the transactions or events described in Sections (1) and (ii) (A) - (D) of this Section 3(a)
is referred to as a “Liquidation Event” herein), each holder of outstanding Series A Preferred
Shares shall be entitled to be paid out of the considetation payable to the stockholders of the
Corporation (in the case of a merger or consolidation, for example) or of the consideration
payable to the Corporation (nct of obligations owed by the Corporation) together with all other
available assets of the Corporation (in the case of an asset sale, for example), as the case may be,
whether such assets are capital, surplus or capital earnings, on the same priotity as other holders
of Preferred Shares, but prior and in preference to any payments being paid to holders of
Common Stock of the Corporation or other shares raoking junior to the Series A Preferred
Shares, an amount in cash equal to $100.00 per share (the “Original Purchase Price™) plus any
declared or accrued but unpaid dividends thereon (collectively with the Original Purchase Price
per share, the “Preferred Share Liguidation Preference”), provided that if, upon any
Liquidation Event, the Preferred Share Liquidation Preference as provided in this Section 3(a) is
not paid in [ull, the holders of the Preferred Shares shall share ratably in any distribution of
assets in proportion to the full respective preferential amounts to which they are entitled. For the
avoidance of doubt, a sale of shares of capital stock of the Corporation by anyone other than the
Corporation (for example a sale of shares of capital stock on the open market) shall not result in
a Liquidation Event, notwithstanding a change of control of the Corporation, so long as such
transaction does not otherwise fall under the provisions of (A) = (D) of this Section 3(a). .

(b)  Participation. After payment in the full of the Preferred Share Liquidation
Preference, the holders of outstanding Preferred Shares and Common Stock shall share in any
consideration payable to the stockholders of the Corporation (in the case of # stock repurchasc,
for example) or of the consideration payable to the Corporation (net of obligations owed by the
Corporation) together with all other available assets of the Corporation (in the casc of an asset
sale, for example) pro rata (as if the Preferred Shares had been converted into Common Stock as
of the date immediately prior to the date fixed for determination of stockholders entitled 1o
receive such distribution), Notwithstanding the foregoing, if the amount which would be
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receivable if the Preferred Shares had been converled into Common Stock immediately prior to
the Liquidation Event is greater than the amount which would be paid under the foregoing
provisions of Section 3(a) and this Section 3(b), then the holders of the Preferred Shares shall be
entitled to receive such greater amount,

(¢)  Sumender of Certificates. On the effective date of any Liquidation Event,
the Corporation shall pay all consideration to which the holders of Series A Preferred Shares
shall be entitled under this Section 3. Upon receipt of such payment, each holder of Series A
Preferred Shares shall sumender the certificate or certificates representing such shares, duly
assigned or endorsed for transfer to the Corporation (or accompanied by duly executed stock
powers relating thereto), at the principal executive office of the Corporation or the offices of the
transfer agent for the Corporation, or shall notify the Corporation or any transfer agent that such
certificates have been lost, stolen or destroyed, whereupon each surrendered certificate shall be
canceled and retired.

(@)  Notice. Prior to the occurrence of any Liquidation Bvent, the Corporation
will furnish cach holder of Series A Preferred Shares notice to each holder at its address shown
on the records of the Corporation, together with a certificate prepared by the chief financial
officer of the Corporation describing in reasonable detail the facts of such Liquidation Event,
stating in reasonable detail the amount(s) per share of Series A Preferred Shares each holder of
Series A Preferred Shares would receive pursuant to the provisions of Sections 3(a) and 3()
hereof and stating in reasonable detail the facts upon which such amount was determined and
describing (if applicable) in reasonable detail all material terms of such Liquidation Event, to the
extent known by the Corporation, including without limitation the consideration to be delivered
in connection with such Liquidation Event, the valuation of the Corporation at the time of such
Liquidation Event and the identities of the parties to the Liquidation Event.

4 Conversion. The holders of the Series A Preferred Shares shall have optional
conversion rights as follows (the “Conversion Rights™):

@  Right to Convert. Each share of Series A Preferred Shares shall be
convertible, in whole or in part, at the option of the holder thereof, at any time and from time 10
time, and without the payment of additional consideration by the holder thereof, into such
number of fully paid and nonassessable shares of Common Stock as is determined by dividing (i)
the Original Purchase Price by (i) the Conversion Price (as defined below) in effect at the time
of conversion; provided, however, that such conversion shall be mandatory in the event the
Required Holders vote to convert all of the Preferred Shares. The “Conversion Price” for the
Setics A Preferred Shares shall initially be Seven Cents (80.07) on the Original Issue Date (as
such term is defined below). Such Conversion Price, and the rate at which shares of Series A
Preferred Shares may be converted into shares of Common Stock, shall be subject to adjustment
as provided in Section 4(d) below. ;

()  Special Definitions. For purposes of this Section 4, the following
definitions shall apply:

0] “Additional Shares of Common Stock” shall mean all shares of
Common Stock issued or deemed to be issued by the Corporation after the date upon
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which a share of the Serics A Preferred Shares was first issued (the “Original Issue
Date™), other than:

(A)sharcs of Common Stock issued or issuable by reason of a
dividend or other distribution on (x) thc Series B Preferred Shares
pursuant to the Series B Certificate of Designations, (y) the Series A
owuudSbmpmuanttoSm&onl(a}nbovcor(z)ahmofCommon
Stock that is covered by Section 4(f) or Section 4(g) below;

(B) shares of Common Stock issued or issuable upon conversion of
sheres of Preferred Shares;

(C)shares of Common Stock actually issued (as opposed to
deemed issued under Section 4(d)(iii)) upon exercise of any Option or
Convertible Security outstanding on the Original Issu¢ Date;

(D) shares of Common Stock issued or deemed jssued upon the
exercise of any warrants (the “Credit Agreement Warrants”) issued or
issuable pursuant to the Credit Agreement, dated as of June 19,2009 (as in
effect from time to time, the “Credit Agreement”) by and among the
Company, the subsidiaries of the Company from time (o time party thereto
and Cummins Family Holdings, LLC:

(E) shares of Common Stock issued or issuable to employees,
directors or consultants pursuant to equity incentive plans approved by the
board of ditectors of the Corporation and adopted by the sharcholders of
the Corporation; or

(F)shamofCommonStockdesiznatedasexmptﬁommc

definition of Additional Shares of Common Stock by the Required
Holders.

(i1) “Appraisal Procedure” shall be the procedure to determine fair
market value of any security or other propexty (in either case, the “valuation amount”), If
the Required Holders and the Board of Ditectors are not able to agree on the valuation
amount within a reasonable period of time (not to exceed 20 days), the valuation amount
shall be determined by an investment banking firm, which firm shall be unaffiliated with
the Corporation and shell be reasonably acceptable to the Board of Directors and the
Required Holders, If the Board of Directors and the Required Holders are unable to agree
upon an acceptable investment banking firm within 10 days after the date either party
proposedﬂmlonebcselecmd,ﬂlcinvesunmtbankingﬁunn&llbcsclcctedbym
arbitrator located in New York, New York selected by the American Arbitration
Association (or if such organization ceases to exist, the arbitrator shall be chosen by a
court of competent jurisdiction), The arbitrator shall select the investment banking firm
(within 10 days of his appointment) from a list, jointly prepared by the Required Holders
and the Board of Directors, of not more than four investment banking firms in the United
States, of which no more thean two may be named by the Board of Dircctors and no more
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than two may be named by the Required Holders. The arbitrator may consider, within the
ten-day period allotted, arguments from the parties regarding which investment banking
firm o choose, but the selection by the arbitrator shall be made in its sole discretion from
the list of four. The Board of Directors and the Required Holders shall submit their
respective valuations and other relevant data to the investment banking firm, and the
investment banking firm shall as soon as practicable thereafier make its own
determination of the valuation amount, The final valuation amount for purposes hereof
shall be the average of the two valuation amounts closest together, as determined by the
investment banking firm, from among the valuation amounts submitted by the
Corporation and the Required Holders and the valuation amount calculated by the
invuun:mbanldngﬁrm.ncdctqnﬁnaﬂanofthnﬁmlvaluaﬁonmomtbymch
investment banking firm shall be final and binding upon the parties. The Corporation
shall pay the fees and expenses of the investment banking firm and arbitrator (if eny)
used to determine the valuation amount. If required by any such investment banking firm
or arbitrator, the Corporation shall execute a retainer and engagement letter containing
reasonable terms and conditions, including, without limitation, customary provisions
concerning the rights of indemnification and contribution by the Corporation in favor of
such investment banking firm or arbitrator and its officers, directors, partners, employees,
agents and affiliates, If the valuation amount is for Common Stock of the Corporation,
the valuation amount shall not include a discount for minority ownership or illiquidity or
a control premium.

(iif)  “As-Converted Basis” shall mean, for the purpose of determining
the number of shares of Common Stock outstanding, a basis of calculation which takes
into account (A) the number of shares of Common Stock actually issued and outstanding
at the time of such determination, and (B) the mumber of sharcs of Common Stock that is
then issuable upon the conversion of all outstanding Convertible Securitics (as defined
below), including without limitation, the Preferred Shares,

(iv)  “Convertible Securitics” shall mesn any evidences of
indebtedness, shares (other than Common Stock) or other securities directly or indirectly
convertible into or exchangeable for Common Stock,

v) “Option” shall mean rights, options or warrants to subscribe for,
purchase or otherwise acquire Common Stock or Convertible Securities.

(©)  Mechanics of Copversion.

) In order for a holder of Preferred Shares to convert shares of
Preferred Shares into shares of Common Stock, such holder shall provide, at the office of
the transfer agent for the Series A Preferred Shares (or at the principal office of the
Corporation if the Corporation serves as its own transfer agent), written notice that such
bolder elects to convert all or any number of the shares of the Series A Preferrsd Shares
reptesented by the certificate or certificates held by such holder. Such notice shall state
such holder’s name or the names of the nominees in which such holder wishes the
certificate or certificates for shares of Common Stock to be issued; provided, that in the
case the nominee is different than such holder, the holder shall also provide such
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additional documentation as the Corporation shall reasonably request to establish that
such transfer is in compliance with the Securities Act of 1933, as amended. The date of
receipt of such certificates and notice by the transfer agent (ot by the Corporation if the
Corporation serves as its own transfer agent) shall be the conversion date (“Conversion
Date”). The Corporation shall, as soon as practicable after the Conversion Date, but in
any event within 3 business days after the later of (A) the Conversion Date or (B) in the
event the holder has requested that the shares be issued in the name of a nominee
different than such holder, the date on which the holder provides such additional
documentation as the Corporation shall reasonably request to establish that such transfer
is in compliance with the Securitics Act of 1933, as amended, issue and deliver at such
office to such holder of Series A Preferred Shares, o to his or its nominees, a certificate
or certificates for the number of shares of Common Stock to which such holder shall be
entitled, together with cash in licu of any fraction of a share, On the Conversion Date,
each holder of record of shares of Series A Preforrod Shares 1o be surrendered for
conversion shall be deemed 10 be the holder of record of the Common Stock issuable
upon conversion of such Series A Preferred Shares, notwithstanding that the certificates
representing such shares of Series A Preferred Shares shall not have been surrendered at
the office of the Corporation, that notice from the Corporation shall not have been
received by any holder of record of shares of such Preferred Shares, or that the
certificates evidencing such shares of Common Stock shall not then be actually delivered
to such holder.

(i) At all times when any Prefcrred Shares are outstanding, the
Corporation shall reserve and keep available out of its authorized but unissued stock, for
the purposc of effecting the conversion of the Preferrcd Shares, such nunber of its duly
anthorized shares of Common Stock as shall from time to time be sufficient to effect the
conversion of all outstanding Preferred Sharcs. The Corporation promptly will take such
corporale action as may be necessary to increase its authorized but unissued shares of
Common Stock to such number of shares as shall be sufficient for such purpose,
including without limitation engaging in best efforts to obtain the requisite stockholder
approval. Before taking any action which would cause zn adjustment reducing any
Conversion Price below the then par value of the shares of Common Stock issuable upon
conversion of the applicable Preferred Shares, the Corporation will take any corporate
action which may bc necessary in order that the Corporation may validly and legally
issue fully paid and nonassessable shares of Common Stock at such adjusted Conversion
Price,

(ii1) All shares of Series A Preferred Shares which shall have bect
surrendered for conversion as herein provided shall no longer be deemed to be
outstanding and all rights with respect to such shares, including the rights, if any, to
receive notices and to votc, shall immediately ccase and terminate on the Conversion
Date, except only the right of the holders thereof to receive shares of Common Stock in
exchange therefor and payment of any dividends declared but unpaid thereon. Any shares
of Serics A Preferrcd Shares so converted shall be retired and cancelled and shall not be
reissued, and the Corporation (without the need for stockholder action) may from time to
time take such appropriatc action as may be necessary to reduce the authorized nurmber of
shares of Series A Preferred Shares accordingly,
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(iv) The Corporation shall pay any and all issue, transfer, stamp and
other taxes that may be payable in respect of any issuance or delivery of shares of
Common Stock upon conversion of shares of Series A Preferred Shares pursuant to this
Section 4. The Corporation shall not, however, be required o pay any tax which may be
payable in respect of any transfer involved in the issuance and delivery of shares of
Common Stock in a name other than that in which the shares of Series A Preferred Shares
so converted were registered, and no such issuance or delivery shall be made unless and
until the person or entity requesting such issuance has paid to the Corporation the amount
of any such tax or has established, to the satisfaction of the Corporation, that such tax has
been paid.

(d) i to Conversi

(L) No Adjustment of Conversion Price. No adjustment in the
Conversion Price of the Series A Preferred Shares shall be made unless the consideration
per share for an Additional Share of Common Stock issued or deemed to be issued by the
Corporation is less than the applicable Conversion Price in effect on the date of, and
immediately prior to, the issuance or deemed issuance of such Additional Shares,

(i) Full Ratchet; Weighted Average.

(A)Full Ratchet. If the Corporation at any time or from time to
time prior to the one (1) year enniversary of the Original Issue Date shall
issue any Additional Shares of Common Stack (including Additional
Shares ot Common Stock deemed to be issued pursuant Lo Section 4(d)(ii)
below but excluding shares issued es stock split or combination as
provided in Section 4(f) below, issued upon a dividend or distribution as
provided in Section 4(g) below or deemed o be issued upon 2 dividend of
Series B Preferred Shares as provided in the Series B Certificate of
Designations or upon a dividend of Series A Preferred Shares as provided
in Section 2(a) above) without consideration or for consideration per share
lowet than the Conversion Price in effect on the date of and immediately
prior to such issue, the Conversion Price for the Series A Preferred Shares
shall be lowered to equal such consideration per share, For purposcs of
this Scetion 4(d)(ii), any Additional Shares of Common Stock issued for
no consideration shall be deemed to be issued for a consideration per share
of $.001, subject to adjustments for Common Stock splits, dividends, and
combinations,

(B) Weighted Average. If the Corporation at any time or from time
to time on or after the one (1) year anniversary of the Original Issue Date
shall issue any Additional Shares of Common Stock (including Additional
Shares of Common Stock deemed 10 be issued pursuant to Section 4(d)(iii)
below but excluding shares issued as stock split or combination as
provided in Section 4(f) below, issued upon a dividend or distribution as
provided in Section 4(g) below or deemed to be issued upon & dividend of
Series B Preforred Shares in the Series B Certificate of Designations or
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upon & dividend of Series A Preferred Shares as provided in Section 2(a)
above) without consideration or for consideration per share lower than the
Conversion Price in effect on the date of and immediately prior to such
issue, then in such event the Conversion Price for the Series A Preferred
Shmshnllbe]owmdtoanamoumdelemﬂmdbynuﬂtiptyhgthe
Conversion Price in effect immediately prior to such issue by a fraction,
(x) the numerator of which shall be the sum of (1) the number of shares of
Common Stock outstanding immediately prior to such issué (on m As-
Converted Basis) plus (2) the number of shares of Common Stock which
the aggregate consideration received or to b received by the Company for
such Additional Shares of Common Stock would purchasc at such
Conversion Price, and (y) the denominator of which shall be the sum of
(1) the number of shares of Common Stock outstanding immediately prior
to such issue (on an As-Converted Basis) plus (2) the number of such
Additional Shares of Common Stock so issued and/or deemed to be
issued.  For purposes of this Section 4(d)(ii), any Additional Shares of
Common Stock issued for no consideration shall be deemed to be issued
for a consideration per share of $.001, subject to adjustments for Common
Stock splits, dividends, and combinations,

(i)  Issue of Securities, Deemed Issue of Additional Shares of Common
Stock. If the Corporation at any time o from time to time after the Original Issue Date
shall issue any Options or Convertible Securities (other than (i) the Credit Agreement
Warrants, (ii) Series B Preferred Shares issued as dividend as provided in the Series B
Certificate of Designations or (iii) Series A Preferred Shares issued as a dividend as
provided in Section 2(a) above), or shall fix a record date for the determination of holders
of any class of securitics entitled to receive any such Options or Convertible Securitics,
then the maximum number of shares of Common Stock (as set forth in the instrument
relating thereto without regard to any provision contained therein for a subsequent
adjustment of such number) issuable upon the exercise of such Options or, in the case of
Convertible Sccurities and Options therefor, the conversion or exchange of such
Convertible Securitics, shall be deemed to be Additional Shares of Common Stock issued
asofthcﬁmcofmmhissucor.incnsesuchamorddateshallhavcbecnﬁxed.asofthc
close of business on such record date, provided that in any such case in which Additional
Shares of Common Stock are deemed to be issued:

(A)No further adjustment in the Conversion Price shall be made
upon the subsequent issue of Convertible Securities or shares of Common
Stock upon (1) upon the exercise or conversion of any Options or
Convertible Securities outstanding as of Original Issue Date; (2) upon the
exercise of any Optious by employees, directors, or consultants
to equity incentive plans approved by the board of directors of the
Corporation and adopted by the shareholders of the Corporation; (3) upon
the conversion of the Serics B Preferred Shares; (4) upon the conversion
of the Scrics A Preferred Shares; or (5) in connection with the issuance or
exercise of the Credit Agreement Warrants;
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(B)If such Options or Convertible Securities by their terms
provide, with the passage of time or otherwise, for any increase or
decrease in the consideration payable to the Corporation, upon the
exercise, conversion or exchange thereof, the Conversion Price computed
upon the original issue thereof (or upon the occurrence of & record date
with respect thereto), and any subsequent adjustments based thereon, shall,
upon any such increase or decrease becoming effective, be recomputed to
reflect such increase or decrease insofar as it affects such Options or the
rights of conversion or exchange under such Convertible Securities;

(C)Upon the expiration of any such Options or any rights of
conversion or exchange under such Convertible Securitics which shall not
have been exervised, the Conversion Price computed upon the original
issucthmof(orupont}moccmmofamcmddatewithrow
thereto), and any subsequent adjustments based thereon, shall, upon such
expiration, be recomputed as if:

1) in the case of Convertible Secrities or Options for Common
Stock, the only Additional Shares of Common Stock issued
werc the shares of Common Stock, if any, actually issued
upon the exercise of such Options or the conversion or
exchange of such Convertible Securities and the consideration
received therefor was the consideration actually recsived by
the Corporation for the issue of all such Options, whether or
not cxercised, plus the consideration actually received by the
Corporation upon such exercise, or for the issue of all such
Convertible Securities which were actually converted or
exchanged, plus the additional consideration, if any, actually
received by the Corporation wpon such conversion or

exchange; and

2) in the case of Options for Convertible Securities, only the
Convertible Securities, if any, actually issued upon the
exercise thereof were issued at the time of issue of such
Options, and the consideration received by the Corporation
for the Additional Shares of Common Stock deemed to have
been then issued was the consideration actually received by
the Corporation for the issuc of all such Options, whether or
not exercised, plus the consideration deemed to have been
received by the Corporation upon the issue of the Convertible
Securities with respect to which such Options were actually
exercised;

(D)1In the event of any change in the number of shares of Common
Stock issuable upon the exercise, conversion or exchange of any Option or
Convertible Security, the Conversion Price then in effect shall forthwith
be readjusted 1o such Conversion Price as would have obtained had the
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adjustment which was made upon the issuance of such Option or
Convertible Security not exercised or converted prior to such change been
made upon the basis of such change; and

(E) No readjustment pursuant to clause (B), (C) or (D) above shall
have the eflect of increasing the Conversion Price to an amount which
cxceeds the lower of (1) the Conversion Price on the original edjustment
date, or (2) the Conversion Price that would have reslted from any
issuances of Additional Shares of Common Stock between the original
adjustment date and such readjustment date,

Inthecvcnt!heComoraﬁon.aﬁatthﬁginallsmeDate,mnondsanyOPﬁmor
Convertible Securities (whether such Options or Convertible Securities were outstanding
on the Original Issue Date or were issued after the Original Issue Date) to increase the
number of shares issuable thereunder or decrease the consideration to be paid upon
exercise or conversion thereof, then such Options or Convertible Securities, as so
mmﬂud,ahaﬂbedmmedtohawbmissmdaﬁerNOﬁginﬂIssuamedthc
provisions of this Section 4(d)(iii) shall apply.

(¢)  Determination of Consideration. For purposes of this Section 4, the
consideration received by the Corporation for the issue of eny Additional Shares of Common
Stock shall be computed as follows: '

) Cash and Property, Such consideration shall:

(A)insofer as it consists of cash, be computed at the aggregate of
cash received by the Corporation, excluding amounts paid or payable for
accrued interest;

(B) insofar as it consists of property other than cash, be computed
atthefairmarkctvaluethemfmhstimofsuchissue, as determined in
good faith by the Boerd of Directors, or if requested by the Requircd
Holders, by agreement of the Board of Directors and the
Holders, and if the Board of Directors and the Required Holders do not
agree on such fair market value, in accordance with the procedures set
forth in the definition of Appraisal Procedure; and

(C)in the event Additional Shares of Common Stock are issued
together with other sharcs or securities or other assets of the Corporation
for consideration which covers both, be the proportion of such
consideration so received, computed as provided in clauses (i) and (ii)
above, as determined in good faith by the Board of Directors,

(i1) Options and Convertible Securities. The consideration per share
received by the Corporation for Additional Shares of Common Stock deemed to have
been issued pursuant to Section 4(d)(iii) above, relating to Options and Convertible
Securities, shall be determined by dividing:
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(A)the total amount, if any, received by the Corporation as
consideration for the issue of such Options or Convertible Securities, plus
the minimum aggregate amount of additional consideration (as set forth in
the instruments relating thereto, without regard to any provision contained
therein for a potential subsequent adjustment of such consideration)
payable to the Corporation upon the exercise of such Options or the
conversion or exchange of such Convertible Securities, or in the case of
Options for Convertible Securities, the exercise of such Options for
Convertible Securities and the conversion or exchange of such Convertible
Securities, by

(B) the maximum number of shares of Common Stock (as set forth
in the instruments relating thereto, without regard to any provision
contained therein for a potential subsequent adjustment of such number)
issuable upon the exercise of such Options or the conversion or cxchange
of such Convertible Securities.

()  Adjustment for Stock Splits and Combinations. If the Corporation shall at
any time or from time to time after the Original Issue Date effect a subdivision of the outstanding
Common Stock, cach Conversion Price then in effect immediately beforc that subdivision shall
be proportionately decreased. If the Corporation shall at any time or from time to time afier the
Original Issue Date combine the outstanding shares of Common Stock, each Conversion Price
then in effect immediately before the combination shall be proportionatcly increased. Any
adjustment under this paragraph shall become effective at the close of business on the date the
subdivision or combination becomes effective.

(8)  Adjustment for Certain Dividends and Disiributions. In the event the
Corporation at any time, or from time to time after the Original Issue Date, shall make or issue,
ot fix a record date for the determination of holders of Common Stock entitled to receive, a
dividend or other distribution payable solely in additional shares of Common Stock, then and in
each such event each Conversion Price then in effect shall be decreased as of the time of such
issuance or, in the event such a rccord date shall have been fixed, as of the close of business on
such record date, by multiplying the applicable Conversion Price then in effect by & fraction:

(i) the numerator of which shall be the total number of shares of
Common Stock issued and outstanding immediately prior to the time of such issuance or
the close of business on such record date, and

(i) the demominator of which shall be the total number of shares of
Common Stock issued and outstanding immediately prior to the time of such issuance or
the close of business on such record date plus the number of shares of Common Stock
issuable in payment of such dividend or distribution;

mxidﬂ._mmifsuchmw:ﬂdateshallhawbmﬁxedaudsuchdividmdisnotﬁaﬁypm'd
ot if such distribution is not fully made on the date fixed therefor, the applicable Conversion

Pricc shall be recomputed accordingly as of the close of business on such record date and
thereafter each Conversion Price shall be adjusted pursuant to this paragraph as of the time of
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actual payment of such dividends or distributions.

(h)  Adfustment for Reclassification, Exchange, or Substitution. If the
Common Stock issuable upon the conversion of the Series A Preferred Shares shall be changed
into the same or a different number of shares of any class or classes of stock, whether by capital
reorganization, reclassification, or otherwise (other than a subdivision or combination of shares
or stock dividend provided for above, or a reorganization, merger, consolidation, or sale of assets
provided for below), then and in each such event the holder of each such share of Series A
Preferred Shares shall have the right thereafler to convert such share into the kind and amount of
shares of stock and other securities and property receivable, upon such reorganization,
reclassification, or other change, by holders of the number of shares of Common Stock into
which such shares of Serics A Preferred Shares might have been converted immediately prior to
such reorganization, reclassification, or change, all subject to further adjustment as provided
herein,

(1)  Adfustment for Merger or Reorganization, Etc. In case of any
consolidation or merger of the Corporation with or into another company or the sale of all or
substantially all of the assets of the Corporation to another company, each share of Series A
Preferred Shares, if any, remaining outstanding after such consolidation, merger or sale shall
thereafler be convertible (or shall be converted into a security which shall be convertible) into
the kind and amount of shares of stock or other securities or property to which a holder of the
number of shares of Common Stock of the Corporation deliverable upon conversion of such
Serles A Preferred Shares would have been entitled upon such consolidation, merger or sale; and,
in such case, appropriate adjustment shall be made in the application of the provisions in this
Section 4 set forth with respect to the tights and interest thereafter of the holders of the Series A
Preferred Shares, to the end that the provisions set forth in this Section 4 (including provisions
with respect to changes in and other adjustments of the Conversion Price) shall tharcafter be
applicable, as nearly equivalent a manner as may be practicable as before the consolidation or
merger, If any event occurs of the type contemplated by the provisions of this Section 4 but not
expressly provided for by such provisions (including, without limitation, the granting of stock
appreciation rights, phantom stock rights or other rights with equity features), then the
Corporation's Board of Directors shall make an appropriate reduction in each Conversion Price
50 @s to protect the rights of the holders of the Series A Preferred Shares.

() Certificate as to Adjustments, Upon the occurrence of each adjustment or
readjustment of any Conversion Price pursuant to this Section 4, the Corporation at its expense
shall promptly compute such adjustment or readjustment in accordance with the terms hereof and
furnish to each holder of Series A Preferred Shares a certificate setting forth such adjustment or
readjustment and showing in detail the facts upon which such adjustment or readjustment is
based. The Corporation shall, upon the written request at any time of any holder of Series A
Preferred Shares, furnish or cause to be furnished to such holder a similar certificate setting forth
(i) such adjustments and readjustments, (ii) the Conversion Price then in effeet, and (iif) the
number of shares of Common Stock and the amount, if any, of other property which then would
be received upon the conversion of Seties A Preferred Shares.

()  Fractional Shares. No fractional shares of Common Stock shall be issued
upon conversion of the Scries A Preferred Shares. In lieu of any fractional shares to which the
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holder would otherwise be entitled, the Corporation shall pay cash equal to the product of such
fraction multiplied by the fair market value of & share of Common Stock, as mutually agreed by
the Board of Dircctors of the Corporation and the Required Holders; provided, howaver, that if
such mutual agreement cannot be reached, such fair market value shall be determined by
following the Appraisal Procedures. The determination of fractional shares shall be based on the
aggregate number of shares of Series A Preferred Shares surrendered for conversion by any
holder of Series A Preferred Sharcs and not on the individual shares of Series A Preferred Shares
held by such holder.

(I)  Notice of Record Date. In the event:

6) that the Corporation declares a dividend (or any other distribution)
on its Common Stock payable in Common Stock or other securities of the Corporation;

(ii) that the Corporation subdivides or combines its outstanding shares
of Common Stock;

(iii) of eny reclassification of the Common Stock of the Corporation
(other than a subdivision or combination of its outstanding shares of Common Stock or a
stock dividend or stock distribution thercon), or of any consolidation or merger of the
Corporation into or with another company, or of the salc of all or substantially all of the
assets of the Corporation; or

(iv) of the involuntary or voluntary dissolution, liquidation or winding
up of the Corporation;

then the Corporation shall cause to be filed a its principal office or at the office of the transfer
agent of the Series A Preferred Shares, and shall cause to be mailed to the holders of the Scries A
Preferred Shares at their last addresses as shown on the rocords of the Corporation or such
transfer agent, at lcast ten (10) days prior to the date specified in (1) below or 20 days before the
date specified in (2) below, a notice stating

(1)  the record date of such dividend, distribution, subdivision or combination,
or, if 2 record is not 1o be taken, the date as of which the holders of Common Stock of
record to be catitled fo such dividend, distribution, subdivision or combination are to be
determined, or

(2) the date on which such reclassification, consolidation, merger, sale,
dissolution, liquidation or winding up is expected to becoms cffective, and the date as of
which it is expected that holders of Common Stock of record shall be entitled to
exchange their shares of Common Stock for securities or other property deliverable upon
such reclassification, consolidation, merger, sale, dissolution or winding up.

5. Voting Rights.
(2)  Preferred Shares Voting Together. Except as provided in Seetion S(d)(3),

Section 5(d)(iv), Section 5(d)(v) and Section 5(d)(ix) below, the holders of Preferred Shares shall
vote together on all malters as a single class, with cach Preferred Share entitled to cast the
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number of votes equal to the number of shares of Common Stock into which each may be
converted (as adjusted from time to time pursuant to the Series B Certificates of Designations
(with respect to the Series B Preferred Shares) and pursuant to Section 4 hereof (with respect to
the Series A Preferred Shares)).

(b)  Voting with Common. Except as provided in Section 5(b) and Section 5(c)
below or as otherwise expressly set forth herein, the holders of Preferred Shares shall vote
together with the Common Stock on all matters as a single class, with each Preferred Share
entitled to cast the number of votes equal to the number of shares of Common Stock into which it
may be converted (asadjusted&omﬁmctoﬁmcpmsunnno&cﬁnn4h&teonnsofthemmd
date.

(€)  Common Voting First on Certain Matters. In addition to all other
requirements imposed by Nevada law, and all other voting rights granted under the Corporation's
Articles of Incorporation, as supplemented by this Certificate, the Corporation shall not
undertake (i) any transaction giving rise to g Liquidation Event or (ii) any redemption of
Preferred Shares, without the prior approval of the Common Stock voting as a single class, If
such transaction referred in clause (i) or (ii) hereof is first approved by the requisite number of
holders of Common Stock, such matter shall then be put to the vote of the holders Preferred
Shares and Common Stock, voting together as a single class, with each Proferred Share entitled
to cast the number of votes equal to the number of Common Stock into which it may be
couverted (as adjusted from time o time pursuant to the Series B Certificate of Designations
(Wwith respect to the Series B Preferred Shares) and pursuant to the Section 4 hereof (with respect
to the Series A Preferred Shares)) as of the record date. For purposes of such joint vote, (A) any
shares of Common Stock voted in favar of the transaction when voting as a single class shall be
considcred to have voted in favor of the transaction when voting together with the Preferred
Shares, (B) any shares of Common Stock voted against the transaction when voting as a single
class shall be considered to have voted against the transaction when voting together with the
Preferred Shares and (C) any shares of Common Stock not voted on the transaction when voting
as a single class shall be considered to have not voted on the transaction when voting together
with the Preferred Shares,

(d)  Voring as Separate Class. In addition to all other requirements imposed
by Nevada law, and all other voting rights pranted under the Corporation’s Articles of
Incorporation, as supplemented by the Series B Certificate of Designation and this Certificate,
the Corporation shall not, and shal] not permit any company or trust of which the Corporation
directly or indirectly owns at the time 50% or more of the outstanding shares that represcat either
50% of the voting power, 50% of the €conomic powet, or contro) of the board of directors of
such company or trust, other than directors’ qualifying shaves (2 “Subsidiary") to, without the
prior written consent of Required Holders voting together as a single class:

(i) amend, modify or repeal the Series B Certificate of Designations
or this Certificate of Designations (whether by reclassification, merger, consolidation,
reorganization or otherwise); provided however, that any such amendment, modification
or repeal shall also require the prior wrilten consent of holders of a majority of the votes
itributable to each of the outstanding Series B Preferred Shares and the Series A
Preferred Shares, voting separatcly, with each Preferred Share entitled to cast the number

ir
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of votes equal to the mumber of shares of Common Stock into which each may be
converted (as adjusted from time to time pursuant to the Series B Certificate of
Designations (with respect to the Series B Preferred Shares) and pursuant to Section 4
hereof (with respect to the Series A Preferred Shares));

(ii) enter into any reclassification, merger, consolidation or
reorganization;

(i)  increase or decrease (whether by amendment to the Articles of
Incorporation or by reclassification, merger, consolidation, reorganization or otherwise)
the number of authorized Preferred Shares;

(iv) authorize or issue (by amendment to the Articles of Incorporation
or by reclassification, merger, consolidation, reorganization or otherwise) any class or
series of capital stock or securities convertible into capital stock with equal or superior
rights to those of the Series B Preferred Shares or the Series A Preferred Shares;
provided, however, that if any such class or series of capital stock or securities
convertible into capital stock is superior to the rights of either the Series B Preferred
Shares or the Series A Preferred Shares, but not the other, such authorization and
issuance must also be approved by holders of a majority of the votes attributable to such
junior seics, voting separately, with cach Preferred Share entitled to cast the mumber of
votes equal to the number of shares of Common Stock into which each may be converted
(a8 adjusted from time to time pursuant to the Series B Certificate of Designations (with
respect 1o the Series B Preferred Shares) and pursuant to Section 4 hereof (with respect to
the Series A Preferred Shares));

v) whether by amendment to the Articles of Incorporation er by
reclassification, merger, consolidation, reorganization or otherwise, (i) alter, amend or
waive any rights, preferences or privileges of the Preferred Shares or (if) otherwise alter,
amend or waive any provisions of the Corporation’s Articles of Incorporstion or by-laws
in a manner adverse to the holders of the Preferred Shares; provided, however, that if
only one of the Series A Preferred Shares or Serics B Preferred Shares is affectad, but not
the other, such act must be approved by holders of a majority of the votes attributable to
such affected series, voting separately, with cach Preferred Share entitled to cast the
mumber of votes equal to the number of shares of Common Stock into which each may be
converted (as adjusted from time to time pursuaut to the Series B Certificats of
Designations (with respect to the Scries B Preferred Shares) and pursuant to Section 4
hereof (with respect to the Series A Preferred Shares));

(vi)  authorize, declare or pay emy dividend (other than dividends
payable solely in Common Stock) on eny share of the capital stock of the Corporation or
any Subsidiary, with the exception of the dividends on the Series B Preferred Shares set
forth in the Series B Certificate of Designations or the Series A Preferred Shares set forth
in Section 2 hereof:

(vii)  redeem, purchase or otherwisc acquire for value any share or
shates of the capital stock of the Corporation or any Subsidiary;
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(viii)  authorize or issue (by amendment to the Articles of Incorporation
or by reclassification, merger, consolidation, reorganization or otherwise) any additional
Series B Preferred Shares; or

(ix)  authorize or issue (by amendment to the Articles of Incorporation
or by reclassification, merger, consolidation, reorganization or otherwise) any additional
Series A Preferred Shares; provided, however, that such and issuance must also be
approved by holders of a majority of the votes attributable to the Series B Preferred
Shares, voting separately, with each Series B Preferred Share catitled to cast the number
of votes equal to the number of shares of Common Stock into which each may be
converted (as adjusted from time to time pursuant to the Series B Certificate of
Designations),

6.  Notices. The Corporation shall distribute to the holders of Series A Preferred
Shares copies of all notices, materials, annual and quarterly reports, proxy statements,
information statements and any other documents distributed generally to the holders of shares of
Common Stock of the Corporation, at such times and by such method as such documents are
distributed to such holders of such Common Stock.

7. Replacement Certificates. The certificate(s) representing the Series A Preferred
Shares held by any holder of Series A Preferred Shares may be exchanged by such holder at any
time and from time to time for certificates with different denominations representing an equal
aggregate number of Serics A Preferred Shares, as reasonably requested by such holder, upon
surrendering the same. No service charge will be made for such registration or transfer or
exchange.

8. Attorncys' Fees. In connection with enforcement by a holder of Series A
Preferred Shares of any obligation of the Corporation hereunder, the prevailing party shall be
entitled to recovery of reasonable attorneys' fees and expenses incurred.

9. No Reissuance. No Series A Preferred Shares acquired by the Corporation by
reason of redemption, purchase, conversion or otherwise shall be reissued.
10,  Severability of Provisions. If any right, preference or limitation of the Series A

Preferred Shares set forth in this Certificate of Designations (as this Certificate of Designations
may be amended from time to time) is found to be invalid, unlawful or incapable of being
enforced by reason of any rule or law or public policy, all other rights, preferences and
limitations set forth in this Certificate of Designations, which can be given effect without the
invalid, unlawful or unenforceable right, preference or limitation, shall nevertheless remain in
full force and effect, and no right, preference or limitation herein set forth be deemed dependent
upon any such other right, preference or limitation unless so expressed herein,

11.  Specific Performance. The Corporation acknowledges and agrees that
irreparable damage would ocour in the event that the Corporation failed to perform any of the
provisions of this Certificate in accordance with its specific terms. It is accordingly agreed that
each holder of Series A Preferred Shares shall be entitled to an injunction or injunctions to
prevent or cure breaches of the provisions of this Certificate and to enforce specifically the terms
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and provisions hersal. this being in addition fo any other remedy to which such holder may he
cantlod by law or cquity,

Signed on September _{ . 2009

FLIGHT SAFETY TECIINOLOGIES, INC,

A )

Title: o Fo

@odo







EXHIBIT B
SERIES B DESIGNATION
[See attached.]



[Exhibit B]




00/08/2009 16:44 FAX 880 4423469 TCORS @ooa

RO33 IIL'I;'ER
204 North Carson Strest, Buite 1 e
Carson Oity, Nevada BS701.4520 [Filed in the Office of Business Number
(#76) 84 5708 o C13283-2001
. Webalts: wivy,vaos.gov = Filing Number
o : ey A.- 20090672028-56
0 - . Secretary of State L;,I;;{,:;;W
. 3 ; : ’ State O Nevada | Mumber of Pages
y . g [ T it iy 5 19
Certificate of Designation
" (PURSUANT TO' NRS 78:1958)
UBE BLACK INK ONLY - DO NOT WGHUGHT ' ABQVE SPACT 16 FOR DFFIOE USE OMLY
1, Namg of corporation: i TR
FLIGRT SAFETY TECHWOLOGITS, INC, (

2, By resoiution uf ﬂ'mhoard of directors pursuant to a provision In the- articlas of incorporation this
oertficate estabiishes tha following retfarding the voting powers, designations, preferences,
limitations, restrictions: and reiative fights of the following class or serles of stock. - -

See attached Certificats of Designation of the Powers, Preferences
and Relative; Participating, Optional and Othar Special Rights of
Praferyed Stock and' Qualifications, Limitations and Regtriotions’
Théveof of Saries B Corvertible Prefexved Stock, &

" Filing Fed: $175.00

:

3. Effective date of filng: (optonal |_

4, Signature: (required)

mmhwmmmmﬁm'lsm

. . .- Is,- - * ¥. i
Chiaf rimu;inlofﬂm

rnm-'rm:“ Falure to inchude ﬁdhl-nMmemnmhmmfhﬂuhhm
mmmhmmuym@ ' Kot Socroray o Mub-u;‘-:







00/08/2008 18:45 FAX 880 4423460 TCORS @004

CERTIFICATE OF DESIGNATIONS OF THE POWERS, PREFERENCES AND
RELATIVE, PARTICIPATING, OPTIONAL AND OTHER SPECIAL RIGHTS OF
PREFERRED STOCK AND QUALIFICATIONS, LIMITATIONS AND RESTRICTIONS
THEREOF

of
SERIES B
CONVERTIBLE PREFERRED STOCK
for
FLIGHT SAFETY TECHNOLOGIES, INC.

FLIGET SAFETY TECHNOLOGIES, INC., & Nevada corporation  (the
“Corporation”), pursuant to the provisions of Section 78.1955 of the General Corporation Law
of the State of Nevada, does hereby make this Certificate of Designations and does hereby state
and certify that pursuant to the authority expressly vested in the Board of Directors of the
Corporation by the Certificate of Incorporation of the Corporation, the Board of Directors duly
adopted the following resolutions, which resolutions remain in full force and effect as of the date
hereof:

RESOLVED, that, pursuant to Article Fourth of the Certificats of Incorporation of the
Corporation, the Board of Directors hereby authorizes the issuance of, and fixes the designation
and preferences and relalive, participating, optional and other special rights, and qualifications,
limitations and restrictions, of a series of preferred stock consisting of 50,000 shares, par value
$.001 per share, to be designated “Scries B Convertiblc Preferred Stock” (the “Series B
Preferred Shares™); and

RESOLVED, that each of the Series B Proferred Shares shall rank equally in all respects
with the Series A Convertible Preferred Stock of the Company, par value $.001 per share (the
“Series A Preferred Shares,” and together with the Series B Preferred Shares, the “Preferved
Shares”), and that the Serics B Preferred Shares shall be subject to the following terms and
provisions:

1. Designation. There is hereby created out of the authorized and unissued shares of
preferred stock of the Corporation a series of preferred stock designated as the “Series B
Convertible Preferred Stock”, par value $.001 per share. The number of shares constituting such
series shall be 50,000 shares.

2. Dividends.

(2) Dividend Rate. For so0 long as eny Series B Preferred Shares are
outstanding, the Corporation shall pay, at its discretion either: (i) a dividend payable in cash at a
per anaum rate of 8% of the Original Purchase Price (as defined below) per share; or () a
dividend payable in additional shares of Series B Preferred Shares at a per annum rate of 10% of

LHUNI9072.8 - 3190]
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the Original Purchase Pricc per share; provided, however, that if the VWAP (as such term is
defmed below) for the common stock, par value $.001 of the Corporation (“Common Stock”)
exceeds Fourteen Cents ($0.14) per share with respect to any fiscal quarter, no dividends shall be
due with respect to such fiscal quarter. Dividends shall be calculated on the basis of a 30-day
month and a 360-day year. For purposes of calculating the mumber of Series B Prefarred Shares
to be issued as a dividend under Section 2(a)(Ui) hereof, the Series B Preferred Shares to be
issued shall be valued at & price per share equal to the Origial Purchase Price. For purposes of
this Certificate, the following terms shall have the meanings indicated:

“VWAP” means the quarterly volume-weighted average sale price per share of Common
Stock on the principal market for any particular fiscal quarter as reported, as such figure may be
adjusted for stock splits and combinations of the Commot: Stock.

(b)  Dividend Payment Dates. The dividend payment dates for the Series B
Preferred Sharcs are the first days of March, June, September, and December commencing
December 1, 2009; provided that if any such payment date is not a Business Day (as defined
below) then such dividend shall be payable on the next Business Day. The initial dividend
period for any Serics B Preferred Shares shall commence on the day when such shares are
issued. The term “Business Day” means a day other than a Saturday, Sunday or day on which
banking institutions in New Yaork are authorized or required to remain closed,

(c)  Consem Forsolong as any Series B Preferred Shares are outstanding, the
Corporation shall not pay any dividends on any shares of Common Stock (except for dividends
payable in Common Stock) or any shares of any other capital stock other then on Series A
Preferred Shares in accordance with the provisions of the Certificate of Designations of the
Powers, Preferences and Relative, Participating, Optional and Other Special Rights of Preferred
Stock and Qualifications, Limitations and Restrictions Thereof of Series A Convertible Preferred
Stock of the Company, as in effect from time to time (the “Seres A Certificate of
Designations”™), or repurchase any shares of Common Stock (other than the repurchase of shares
of Common Stock issued pursuant to employment or consulting agreements with the
Corporation, which arc repurchased upon termination of employment or services for
consideration no greater than the original issue price) or capital stock, without having received
written consent of a majority of the votes attributable to the outstanding Preferred Shares (the
“Required Holders™), voting separately from the holders of Common Stock.

3. Liquidation Events.
(&)  Liquidation Preference. Upon (i) any liquidation, dissolution or winding

up of the Corporation, whether voluntary or involuntary, or (ii) unless otherwise agreed by the
Required Holders, (A) a merger or consolidation of the Carporation with or into another entity
(except for a merger or consolidation i which the holders of capital stock of the Corporation
immediately prior to such merger or consolidation continue to hold at least 50% of the
outstanding voting power of such surviving Corporation), (B) the sale or transfer of all or
substantially all of the assets of the Corporation (for this purpose “substantially all” shall mean
properties or assets with a fair market value equal to 60% or more of the fair market valus of the
Corporation’s total properties or assets as of the end of the most recent fiscal quarter and “sale"
shall not include a bona fide pledge of assets), (C) any issuance of shares of capital stock by the
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Corporation in one or more related transactions except for (x) an issuance of shares of capital
stock in which the holders of capital stock of the Corporation itmediately prior to such issuance
of stock continue to hold at least 50% of the outstanding voting power of the Corporation after
such issuance of shares of capita] stock, (y) the issuance of Series A Preferred Shares on January
13, 2009, or () the issuance of Series B Preferred Shares on the Original Issue Date (as such
term is defined below), or (D) the repurchase by the Corporation of shares of capital stock of the

such repurchase (each of the transactions or events described in Sections (i) and (ii) (A) - (D) of
this Section 3(a) is referred to as a “Liquidation Event" herein), each holder of outstanding

=

Series B Preferred Shares shall be entitled to be paid out of the consideration payable to the

with all other available assets of the Corporation (in the case of an asset sale, for example), as the
case may be, whether such assets are capital, surplus or capital earnings, on the same priority as
other holders of Preferred Shares, but prior and in preference to any payments being paid to
bolders of Common Stock of the Corporation or other shares ranking junior to the Series B
Preferred Shares, an amount in cash equal to $100.00 per share (the “Original Purchase Price”)
plus any declared or accrued but unpaid dividends thereon (collectively with the Original
Purchase Price per share, the “Preferred Share Liquidation Preference”); provided (hat if,
upon any Liquidation Event, the Preferred Share Liquidation Preference as provided in this
Section 3(a) is not paid in fll, the holders of the Preferred Shares shall share ratably in any
distribution of assets in proportion to the full respective preferential amounts to which they are
entitied. For the avoidance of doubt, a sale of shares of capital stock of the Corporation by
anyone other than the Corporation (for example a sale of shares of capital stock on the open
market) shall not result in a Liquidation Event, notwithstanding a change of control of the
Corporation, so Jong as such transaction does not otherwise fall under the provisions of (A) - (D)
of this Section 3(a).

(b  Participation. Afer payment in the full of the Preferred Share Liquidation
Preference, the holders of outstanding Preferred Shares and Common Stock shall share in any
consideration payable to the stockholders of the Corporation (in the case of a stock repurchase,
for example) or of the consideration payable to the Corporation (net of obligations owed by the
Corporation) together with all other available asscts of the Corporation (in the case of an asset
sale, for example) pro rata (as if the Preferred Shares had been converted into Commeon Stock as
of the date immediately prior to the date fixed for determination of stockholders entitled to
receive such distribution). Notwi ding the foregoing, if the amoumt which would be
reccivable if the Preferred Shares had been converted into Common Stock immediately prior to
the Liquidation Event is greater than the amount which would be paid under the foregoing
provisions of Section 3(a) and this Section 3(b), then the holders of the Preferred Shares shall be
entitled to receive such greater amount,

(¢)  Sumender of Certificates. On the effective date of any Liquidation Event,
the Corporation shall pay all consideration to which the holders of Series B Preferred Shares
shall be entitled under this Section 3. Upon receipt of such payment, each holder of Series B
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powers relating thereto), at the principal executive office of the Corporation or the offices of the
transfer agent for the Corporation, or shall notify the Corporation or any transfer agent that such

certificates have been lost, stolen or destroyed, whereupon each surrendered certificate shall be
canceled and retired,

(d)  Nofice. Prior to the occurrence of anty Liquidation Event, the Corporation
will furnish each holder of Series B Preferred Sharcs notice to each holder at its address shown
on the records of the Corporation, together with a certificate prepared by the chief financial
officer of the Corporation describing in reasonsble detail the facts of such Liquidation Event,
stating in reasonable detail the amount(s) per share of Series B Preferred Shates each holder of
Series B Preferred Shares would receive pursuant to the provisions of Sections 3(a) and 3(b)

describing (if applicable) in reasonable detail all material terms of such Liquidation Event, to the
extent known by the Corporation, inchuding without limitation the consideration 1o be delivered
in connection with such Liquidation Event, the valuation of the Corporation at the time of such
Liquidation Event and the identities of the parties to the Liquidation Event,

4. qu&n.ThnholdmoftheSeﬁesBmecmdShmshaﬂhnwopﬁom]
conversion rights as follows (the "Conversion Rights”):

(8) M.MMMM&BMMSM&M&
convertible, in whole or in part, at the option of the holder thereof, at any time and from time to
time, and without the payment of additional consideration by the holder thereof, into such
number of fully paid and nonassessable shares of Common Stock as is determined by dividing (i)
the Original Purchase Price by (ii) the Conversion Price (as defined below) in effect at the time
of conversion; provided, however, that such conversion shall be mandatory in the event the
Required Holders vote 1o convert all of the Preferred Shares, The “Conversion Price” for the
Series B Preferred Shares shall initially be Ten Cents (30.10) on the Original Issue Date (as such
term is defined below). Such Conversion Price, and the rate at which shares of Series B
Preferred Shares may be converted into shares of Common Stock, shall be subject to adjustment
es provided in Section 4(d) below.

(b)  Special Definitions. For purposes of this Section 4, the following
definitions shall apply:

(i) “Additional Shares of Common Stock” shall mean all shares of
ComonStockissuedordmedmbeissuedbyﬂnCo ion after the date upon
which a share of the Series B Preferred Shares was first issued (the “Originsal Issue
Date™), other than:

(A)shares of Common Stock issued or issuable by reason of a
dividend or other disttibution on (x) the Series A Preferred Shares
pursuant to the Series A Certificate of Designations, (y) the Series B
Preferred Shares pursuent to Section 2(a) above or (z) shares of Common
Stock that is covered by Section 4(f) or Section 4(g) below;
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(B) shares of Common Stock issued or issuable upon conversion of
shares of Preferred Shares;

(C)shares of Common Stock actually issued (as opposed to
deemed issued under Section 4(d)(iii)) upon exercise of any Option or
Convertible Security outstanding on the Original Issue Date;

(D) shares of Common Stock issued or deemed issued upon the
exercise of any warrants (the “Credit Agreement Warrants”) issued or
issuable pursnant to the Credit Agreement, dated as of June 19, 2009 (as in
effect from time to time, the “Credit Agreement”) by and among the
Company, the subsidiaries of the Company from time to time party thereto
and Cummins Family Holdings, LLC;

(E) shares of Common Stock issued or issuable to employees,
directors or consultants pursuant to equity incentive plans approved by the
board of directors of the Corporation and adopted by the shareholders of
the Corporation; or

(F) shares of Common Stock dosignated as exempt from the
definition of Additional Shares of Common Stock by the Required
Holders.

(@) “Appraisal Procedure” shall be the procedure to determine fair
market value of any security or other property (in either case, the “valuation amount”), If
the Required Holders and the Board of Directors are not able to agree on the valuation
amount within a reasonable period of time (not to excced 20 days), the valuation amount
shall be determined by an investment banking firm, which firm shall be unaffiliated with
the Corporation and shall be reasonably acceptable to the Board of Directors and the
Required Holders. If the Board of Directors and the Required Holders are unable to agree
upon an acceptable investment banking firm within 10 days after the date either party
proposed that one be selected, the investment banking firm will be selected by an
arbitrator located in New York, New York selected by the American Arbitration
Association (or if such organization ceases to exist, the arbitrator shall be chosen by a
court of competent jurisdiction). The arbitrator shall select the investment banking firm
(within 10 days of his appointrment) from a list, jointly prepared by the Required Holders
and the Board of Directors, of not more than four investment banking firms in the United
States, of which no more than two may be named by the Board of Directors and no more
than two may be named by the Required Holders, The arbitrator may consider, within the
ten-day period allotted, arguments from the parties regarding which investment banking
firm to choose, but the selection by the arbitrator shall be made in its sole discretion from
the list of four. The Board of Directors and the Required Holders shall submit their
tespective valuations and other relevant data to the investment banking firm, and the
investment banking firm shall as soon as practicable thereafter make its own
determination of the valuation amount, The final valustion amount for purposes hereof
shall be the average of the two valuation amounts closest together, as determined by the
investment banking firm, from among the valuation amounts submitted by the
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Corporation and the Required Holders and the valuation amount calculated by the
investment banking fimn. The determination of the final valuation amount by such
investment banking firm shall be final and binding upon the parties. The Corporation
shall pay the fees and expenses of the investment banking firm and arbitrator (if any)
used to determine the valuation amouat, If required by any such investment banking firm
or arbitrator, the Corporation shall execute a retainer and cngagement letter containing
reasonable terms and conditions, including, without limitation, customary provisions
concerning the rights of indemnification and contribution by the Corporation in favor of
such investment banking firm or arbitrator and jts officers, directors, partners, employees,
agents and affiliates. If the valuation amount is for Common Stock of the Corporation,
the valuation amount shall not include a discount for minority ownership or illiquidity or
a control premium,

(i) “As-Converted Basis” shall mean, for the purpose of determining
the number of shares of Common Stock outstanding, a basis of calculation which takes
into account (A) the number of shares of Common Stock actually issued and outstanding
at the time of such determination, and (B) the number of shares of Common Stock that is
then issuable upon the conversion of all outstanding Convertible Securities (as defined
below), ineluding withowut limitation, the Preferred Shares,

(v) “Convertible Sccurities” shall mean any evidences of
indebtedness, shares (other than Common Stock) or other securities directly or indircetly
convertible into or exchangeable for Common Stock.

) “Option” shall mean rights, options or warrants to subscsibe for,
purchase or otherwise acquire Common Stock or Convertible Securities,

(c) i Conv

D) In order for a holder of Preferred Shares to convert shares of
Preferred Shares into shares of Common Stock, such holder shall provide, at the office of
the transfer agent for the Series B Preferred Shares (or at the principal office of the
Corporation if the Corporation serves as its own transfer agent), Written notice that such
holder elects to convert all or any number of the shares of the Series B Preferred Shares
represeated by the certificate or certificates held by such holder. Such notica shall state
such holder’s name or the names of the nominees in which such holder wishes the
certificate or certificates for shares of Common Stock to be issued; provided, that in the
casethcnomineeisdiﬂ“erentﬁmnsuchholdu.theholderahallnlsomuvidasuch
additional documentation as the Corporation shall reasonably request to establish that
such transfer is in compliance with the Securities Act of 1933, as amended. The date of
receipt of such certificates and notice by the transfer ageat (or by the Corporation if the
Corporation serves as its own transfer agent) shall be the conversion date (“Conversion
Date”). The Corporation shall, as soon as practicable after the Conversion Date, but in
any event within 3 business days afer the later of (A) the Conversion Date or (B) in the
cvcmthcholderhasmquesledthattheshmbcissuedinthenamcofanmnin.ee
different than such holder, the date on which the holder provides such additional
documentation as the Corporation shall reasonably requsst to establish that such transfer
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is in compliance with the Securities Act of 1933, as amended, issus and deliver at such
office to such holder of Series B Preferred Shares, or {0 his or its nominees, a certificate
or certificates for the number of shares of Common Stock to which such holder shall be
entitled, together with cash in lisu of any fraction of 2 share. On the Conversion Date,
enchholderofmcordofﬂmesofﬁm‘iesBPrcfmedShamtobemrcndmd for
convetsion shall be deemed to be the holder of record of the Common Stock issuable
upon conversion of such Series B Preferred Shares, notwithstanding that the certificates
representing such shares of Series B Preferred Shares shall not have been surrendered at
the office ufthsCorporaﬁon,thnnotineﬁ'omtthm-pomﬁonshall not have been
received by any holder of record of shares of such Preferred Shares, or that the

certificates evidencing such shares of Common Stock shall not then be actually delivered
to such holder,

(i) At all times when any Preferred Shares are outstanding, the
Corporation shall rescrve and keep available out of its authorized but unissued stock, for
the purpose of effecting the conversion of the Preferred Shares, such number of its duly
authorized shares of Common Stock as shall from time o time be sufficient to effect the
conversion of all outstanding Preferred Shares. The Cotporation pramptly will take such
corporate action as may be necessary to increase its authorized but unissued shares of
Commen Stock to such number of shares as shall be sufficient for such purpose,
inctuding without limitation engaging in best efforts to oblain the requisite stockholder
approval. Before taking any action which would cause an adjustment reducing any
Conversion Price below the then par value of the shares of Common Stock issuable upon
+ conversion of the applicable Preferred Sharcs, the Corporation will take any corporate
action which may be necessary in order that the Corporation may validly and legally
issue fully paid and nonassessablc shares of Common Stock at such adjusted Conversion
Price.

(i) All shares of Series B Preferred Shares which shall have been
mudmdfozcunwmionashewinpmﬁdedabm]lnulongefbedmudmba

Date, except only the right of the holders thereof to receive shares of Common Stock in
exchange therefor and payment of any dividends declared but unpaid thereon, Any shares
of Series B Preferred Sharcs so converted shall be retired and cancelled and shall not be
reissued, and the Corporation (without the need for stockholder action) may from time to
lime take such appropriate action as may be necessary to reduce the authorized number of
shares of Serics B Preferred Shares accordingly.

(iv)  The Corporation shall pay any and all issue, transfer, stamp and
other taxes lhatruaybcpa}'ableinrespcctofanyissunnceordalivuyofslumof
Common Stock upon conversion of shares of Series B Preferred Shares pursuant to this
Section 4. The Corporation shall not, however, be required to pay any tax which may be
payable in respect of any transfer involved in the jssuenca and delivery of shares of
Common Stock in a name other than that in which the shares of Series B Preferred Shares
S0 converted were registered, and no such issuance or delivery shall be made unless and
until the person or entity requesting such issuance has paid to the Corporation the amount
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of any such tax or has established, to the satisfaction of the Corporation, that such tax has
been paid.

@

@ No Adfustment of Conversion Price. No adjustment in the
Couversion Price of the Series B Preferred Shares shall be made unless the consideration
per share for an Additional Share of Common Stock issued or deemed to be issued by the
Corporation is less than the applicable Conversion Price in effect on the date of, and
immediately prior to, the issuance or deemed issuance of such Additional Shares.

(i) Full Ratchet; Weighted Average.

(A) Full Ratchet, If the Corporation at any time or from time to
ﬁmepﬁurtotheone(l)ycaramivmmyoftha&iﬁmllsammm
issue any Additional Shares of Common Stock (including Additional
Shares of Common Stock deemed to be issued pursuant to Section 4(d)iii)
belowbmexcludjngshmsissuedasstocksplitaroombimﬁonas
provided in Section 4(f) below, issued upon a dividend or distribution as
provided in Section 4(g) below or deemed to be issued upon a dividend of
Series A Preferred Shares as provided in the Series A Certificate of
Designations or upon a dividend of Serics B Preferred Shares as provided
in Section 2(a) above) without consideration or for consideration per share
lower than the Conversion Price in effect on the date of and immediately
prior to such issuc, the Conversion Price for the Series B Preferred Shares
shall be lowered to equal such consideration per share, For purposes of
this Section 4(d)(ii), any Additional Sharcs of Common Stock issued for
no consideration shall be deemed to be issued for a consideration per share
of $.001, subject to adjustments for Common Stock splits, dividends, and
combinations,

(B) Weighted Average. 1f the Corporation at any time or from time
to time on or after the one (1) year anniversary of the Original Issue Date
shall issue any Additional Shares of Common Stock (including Additional
Shares of Common Stock deemed to be issued pursuant to Section 4(d)(iii)
below but excluding shares issued as stock split or combination as
provided in Section 4(f) below, issued upon a dividend or distribution as
provided in Section 4(g) below or deemed to be issued upon a dividend of
Series A Preferred Shares in the Series A Certificate of Designations or
upon a dividend of Series B Preferred Shares as provided in Section 2(a)
above) without consideration or for consideration per share lower than the
Conversion Price in effect on the date of and immediately prior to such
issuc, then in such event the Conversion Price for the Series B Preferred
Shares shall be lowered to an amount determined by multiplying the
Conversion Pﬁceineﬂ'cctimmediatelypﬁortosuch issue by a fraction,
(x) the numerator of which shall be the sum of (1) the number of shares of
Common Stock outstanding immediately prior to such issue (on an As-
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Converted Basis) plus (2) the number of shares of Commeon Stock which
the aggregate consideration received or to be received by the Company for
such Additional Shares of Common Stock would purchase at such
Conversion Price, and (y) the denominator of which shall be the sum of
(1) the number of shares of Common Stock outstanding immediately prior
to such issuc (on an As-Converted Basis) plus (2) the number of such
Additional Shares of Common Stock so issucd and/or decmed to be
issued.  For purposes of this Section 4(d)(i), any Additional Shares of
Common Stock issued for no consideration shall be deemed to be issued
for a consideration per share of $.001, subject to adjustments for Common
Stock splits, dividends, and combinations,

(i)  Issue of Securities, Deemed Issus of Additional Shares of Commeon
Stock. EtheCmpomiunatanyﬁnworﬁamﬁmcmﬁmea&utheOﬂgimlIstm
shall issue any Options or Convertible Securitics (other than (i) the Credit Agreement
Warrants, (i) Series B Preferred Shares issued as provided jn Section 2(a) abave, or (iii)
Series A Preferred Shares issued as provided in the Series A Certificate of Designations)
or shall fix a record date for the determination of holders of any class of sccurities
entitled to receive any such Options or Convertible Securities, then the maximum number
of shares of Common Stock (as set forth in the instrument relating thereto without regard
1o any provision contained therein for a subsequent adjustment of such number) issuable
upon the exercise of such Options of, in the case of Convertible Securities and Options
therefor, the conversion or exchange of such Convertible Securities, shall be deemed to
be Additional Shares of Common Stock issued s of the time of such issue or, in case
such a record date shall have been fixed, as of the close of busifess on such record date,
provided that in any such case in which Additional Shares of Common Stock are deemed
to be issued:

(A)No further adjustment in the Conversion Price shall be made
upon the subsequent issue of Convertible Securities or shares of Common
Stock upon (1) upon the exercise or conversion of any Options or
Convertible Securities outstanding as of the Original Issuz Date; (2) upon
the exercise of any Options by employees, directors, or consultants
pursuant to equity incentive plans epproved by the board of directors of
the Corporation and adopted by the shareholders of the Corporation; (3)
upon the conversion of the Series A Preferred Shares; (4) upon the
conversion of the Series B Preferred Shares; or (5) in connection with the
issuance or excrcise of the Credit Agreement Warrants;

(B)If such Options or Couvertible Securities by their terms
provide, with the passage of time or otherwise, for any increase or
decrease in the consideration payable to the Corporation, upon the
exereise, conversion or exchange thereof, the Conversion Price computed
nponthso:igimliasuetbmf(orupnnlheoccmmceofummrddﬂn
with respect thereto), and any subscquent adjustments based thereon, shall,
upon any such increase or decrease becoming effective, be recomputed to
reflect such increase or decrease insofar as it affects such Options or the







00/08/2008 16:48 FAX 860 4423469 TCORS [@o13

rights of conversion or exchange under such Convertible Securities;

(C)Upon the expiration of any such Options or any rights of
conversion or exchange under such Convertible Securities which shall not
have been exercised, the Conversion Price computed upon the original
imuethmof(arupontheoccunmceofarecorddutewithmpm
thereto), and eny subsequent adjustments based thereon, shall, upon such
expiration, be recomputed as if:

1) in the case of Convertible Securities or Options for Common
Stock, the only Additional Shares of Common Stock issued
were the shares of Common Stock, if any, actually issued
upon the exercise of such Options or the conversion or
exchange of such Convertible Securities and the consideration
received therefor was the consideration actually received by
the Corporation for the issue of all such Options, whether of
not exercised, plus the consideration actvally received by the

ion upon such exercise, or for the issue of all such
Convertible Securiies which were actually converted or
exchanged, plus the additional consideration, if any, actually
received by the Corporation upon such conversion or
exchange; and

2) in the case of Options for Convertible Securities, only the
Convertible Securities, if any, actally issued upon the
cxmiselhmofwereimmdatthcﬁmnfismeofsuch
Options, and the consideration recsived by the Corporation
for the Additional Shares of Common Stock deemed to have
been then issucd was the consideration actually received by
the Corporation for the issue of all such Options, whether or
Dot exercised, plus the consideration deemed to have becn
received by the Corporation upon the issue of the Convertible
Securities with respect to which such Options were actually
exercised;

(D)In the event of any change in the number of shares of Common
Stock issuable upon the exercise, conversion or exchange of any Option or
Convertible Security, the Conversion Price then in effect shall forthwith
be readjusted to such Conversion Price as would have obtained had the
adjustment which was made upon the issuance of such Option or
Convertible Security not exercised or converted prior to such change been
made upon the basis of such change; and

(E) No readjustment pursuant to clause (B), (C) or (D) ebove shall
have the effect of iereasing the Conversion Price to an amount which
exceeds the lower of (1) the Conversion Price on the original adjustment
date, or (2) the Conversion Price that would have resulted from any

10
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issuances of Additional Shares of Common Stock between the original
adjustment date and such readjustment date.

In the event the Corporation, after the Original Issue Date, amends any Options or
Convertible Securities (Whether such Options or Convertible Securities were i
on the Original Issue Date or were issued after the Original Issue Date) to increase the
number of shares issuable thereunder or decrease the consideration to be paid upon
exercise or conversion thereof, then such Options or Convertible Securities, as so
amended, mumcdmmmmmmmmmlmmmm
provisions of this Section 4(d)(iii) shall apply.

(¢)  Determination of Consideration. For purposes of this Section 4, the
consideration received by the Corporation for the issue of any Additional Shares of Common
Stock shall be computed as follows:

(i) Cash and Property. Such consideration shall:

(A)insofar as it consists of cash, be computed at the aggregate of
cash received by the Corporation, excluding amounts paid or payable for
accrucd interest;

(B) insofar as it consists of property other than cash, be computed
at the fair market value thercof at the time of such issue, as determined in
good faith by the Board of Directors, or if requssted by the Required
Holders, by sgreement of the Board of Dircctors and the Required
Holders, and if the Board of Directors and the Required Holders do not
agree on such fair market value, in accordance with the procedures set
forth in the definition of Appraisal Procedure; and

(C)in the event Additional Shares of Common Stock are issued
together with other shares or securities or other assets of the Corporation
for consideration which covers both, be the proportion of such
consideration so received, computed as provided in clauses (i) and (ii)
above, as determined in good faith by the Board of Directors,

(i)  Options and Convertible Securities. The consideration per share
received by the Corporetion for Additional Shares of Common Stock deemed to have
been issucd pursuant to Section 4(d)(iii) above, relating to Options and Convertible
Securities, shall be determined by dividing:

(A)the total amount, if any, received by the Corporation as
consideration for the issue of such Options or Convertible Securities, plus
the minimum aggregate amount of additional considcration (as set forth in
the instruments relating thereto, without regard to any provision contained
thercin for a potential subsequent adjustment of such consideration)
payable to the Corporation upon the exercise of such Options or the
conversion or exchange of such Convertible Securities, or in the case of
Options for Convertible Securities, the exercise of such Options for

11
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Convertible Securities and the conversion or exchange of such Convertible
Securities, by

(B) the maximum number of shares of Common Stock (as st forth
in the instruments relating thereto, without regard to any provision
contained therein for a potential subsequent adjustment of such number)
issuable upon the exercise of such Options or the conversion or exchange
of such Convertible Securities.

() Adjustment for Stock Splits and Combinations. Tf the Corporation shall at
any time or from time to time after the Original Issue Date effect a subdivision of the outstanding
Common Stock, each Conversion Price then in effect lmmedi_zl.tely before that subdivision shall

(®)  Adjustment for Certain Dividends and Distributions. In the event the
Corporation at any time, or from time to time after the Original Issue Date, shall make or issue,
or fix a record date for the determination of holders of Common Stock entitled to receive, a
dividend or other distribution payable solely in additional shares of Common Stock, then and in
each such event each Conversion Price then in effect shall be decreased as of the time of such
issuance of, in the event such a record date shall have been fixed, as of the close of business on
such record date, by multiplying the applicable Conversion Price then in effect by a fraction:

(M) the numerator of which shall be the total mumber of shares of
Comrmon Stock issued and outstanding immediately prior to the time of such issuance or
the close of business on such record date, and

the close of business on such record date plus the number of shares of Common Stock
issuble in payment of such dividend or distribution;

provided, however, if such record date shall have been fixed and such dividend is not fully paid
ot if such distribution is not fully made on the date fixed therefor, the applicable Conversion
Price shall be recomputed accordingly as of the close of business on such record date and
thereafter each Conversion Price shal] be adjusted pursuant to this paragraph as of the time of
actual payment of such dividends or distributions,

(h)  Adjustment for Reclassification, Exchange, or Substitution. If the
Common Stock issuable upon the conversion of the Series B Preferred Shares shall be changed
into the same or a different number of shares of any class or classes of stock, whether by capital
reorganization, reclassification, or otherwise (other than a subdivision or combination of shares
or stock dividend provided for above, or a reorganization, merger, consolidation, or sale of assets
provided for below), then and in each such event the holder of each such share of Series B
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Preferred Shares shall have the right thereafter to convert such share into the kind and amount of
shares of stock and other securities and property receivable, upon such reorganization,

herein.

Mihmpecttochangesinandoth&rndjusﬂncuts of the Conversion Ptice) shall thereafter be
applicable, as nearly equivalent a manner as may be practicable as before the consolidation or
merger. If any cvent occurs of the type contemplated by the provisions of this Section 4 but not
expressly provided for by such provisions (including, without limitation, the granting of stock
appreciation rights, phantorn stock rights or other rights with cquity features), then the
Corporation’s Board of Directors shall make an appropriate reduction in each Conversion Price
50 25 to protect the rights of the holders of the Series B Preferred Shares.

based. The Corporation shall, upon the written Tequest at any time of any holder of Series B
Preferred Shares, flﬂ'nishorcausembefmnish;dtemchho]duasimilar certificate setting forth
(f) such adjustments and readjustments, (ii) the Conversion Price then in effect, and (iii) the
number of shares of Common Stock and the amount, if any, of other property which then would
be received upon the conversion of Series I Preferred Shares

upon conversion of the Series B Preferred Shares, In liey of any fractional shares to which the
holder would otherwise be entitled, the Corporation shall pay cash equal to the product of such
fraction multiplied by the fair market value of a share of Common Stock, as mutually agreed by
the Board of Directors of the Corporation and the Required Holders; provided, however, that if
such mutual agreement cannot be reached, such fair market value shall be determined by
following the Appraisal Procedures. The determination of fractional shares shall be based on the
Aggregate number of shares of Series B Preferred Shares surrendered for conversion by any
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(1) Notice of Record Date. In the event:

(1) that the Corporation declares a dividend (or any other distribution)
on its Common Stock payable in Cornmon Stock or other securities of the Corporation;

(i) that the Corporation subdivides or combines its outstanding shares
of Common Stock;

(iii) of any reclassification of the Common Stock of the Corporation
(other than & subdivision or combination of its outstanding shares of Common Stock or a
stock dividend or stock distribution thereon), or of any consolidation or merger of the
Corporation into or with another company, or of the sale of all or substantially all of the
assets of the Corporation; or

(iv)  of the involuntary or voluntary dissolution, liquidation or winding
up of the Corporation;

then the Corporation shall cause to be filed at its principal office or at the office of the transfer
agent of the Series B Preferred Shares, and shall cause to be maled to the holders of the Series B
Preferred Shares at their last addresses as shown on the records of the Corporation or such
transfer agent, at lcast ten (10) days prior to the date specified i (1) below or 20 days before the
date specified in (2) below, a notice stating

(1) therecord date of such dividend, distribution, subdivision or combination,
or, if a record is not to be taken, the date as of which the holders of Common Stock of
record 1o be entitled to such dividend, distribution, subdivision or combination are to be
determined, or

(2) the date on which such reclassification, consolidation, merger, sale,
dissolution, liquidation or winding up is expected to become effective, and the date as of
which it is expected that holders of Common Stock of record shall be entitled to
exchange their shares of Common Stock for securities or other property deliverable upon
such reclassification, consolidation, merger, sale, dissolution or winding up.

5. Votine Rights

(8)  Preferred Shares Voting Together. Except as provided in Section 5(d)(j),
Section 5(d)(iv), Section 5(d)(v) and Section 5(d)(ix) below, the holders of Preferred Shares shall
vm:tcgciheronallmmarsasusingleulm,w&ﬂaeachhcfmrcdShmenﬁﬂudtoi:asnb: '
number of votes cqual to the number of shares of Common Stock into which each may be
converted (as adjusted from time to time pursuant to the Series A Certificates of Designations
(with respect to the Series A Preferred Sharcs) and pursuant to Section 4 hereof (with respect to
the Series B Preferred Shares)).

(b)  Voting with Common. Except as provided in Section 5(b) and Section 5(c)
below or as otherwise expressly set forth herein, the holders of Preferred Shares shall vote
together with the Common Stock on all matters as a single class, with each Preferred Share
cntitled to cast the number of votes equal to the number of shares of Common Stock into which it

14
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may be converted (as adjusted from time to time pursuant to Section 4 hereof) as of the record
date,

()  Common Voting First on Certain Matters. In addition to all other
requirements imposed by Nevada law, and all other voting rights granted under the Corporation’s
Atticles of Tncorporation, as supplemented by this Certificate, the Corporation shall ot
undertzke (i) any [ransaction giving rise to a Liquidation Event or (ii) any redemption of
Prefecred Shares, without the prior approval of the Common Stock voting 8s a single class, If
such transaction referred in clause (i) or (ii) hereof is first approved by the requisite number of
holders of Common Stock, such matter shall then be put to the vote of the holders Preferred
Shares and Common Stock, voting together as a single class, with each Preferred Share entitled
to cast the number of votes equal to the number of Common Stock into which it may be
converted (as adjusted from time to time pursuant to the Series A Certificate of Designations
(with respect to the Series A Preferred Shares) and pursuant to the Section 4 hereof (with respect
to the Series B Preferred Shares)) as of the record date, For purposes of such joint vote, (A) any
shares of Common Stock voted in favor of the transaction when voting as a single class shall be
considered to have voted in favor of the transaction when voting together with the Preferred
Shares, (B) any shares of Common Stock voted against the transaction when voting as a single
class shall be considered to have voted against the transaction when voting together with the
Preferrcd Shares and (C) any shares of Common Stock not voted on the trensaction when voting

s a single class shall be considered to have not voted on the transaction when voting together
with the Preferred Shares.

(d)  Voting as Separate Class. In addition to all other requirements imposed
by Nevada law, and all other voting rights granted under the Corporation’s Articles of
Incorporation, as supplemented by the Scries A Certificate of Designation and this Certificate,
the Corporation shall not, and shall not permit any company or trust of which the Corporation
directly or indirectly owns at the time 50% or more of the outstanding shares that represent either
50% of the voting power, 50% of the cconomic power, or cantrol of the board of directors of
such company or trust, other than directors’ quelifying shares (a “Subsidiary™) to, without the
prior written consent of Required Holders voting together as a single class;

) amend, modify or repeal the Serics A Certificate of Designations
or this Certificate of Designations (whether by reclassification, merger, consolidation,
reorganization or otherwise); provided, however, that any such amendment, modification
or repeal shall also require the prior written consent of holders of a majority of the votes
attributable to each of the outstanding Series A Preferred Shares and the Series B
Preferred Shares, voting separately, with each Preferred Share catitled to cast the number
of votes equal to the number of shares of Common Stock into which each may be
converted (as adjusted fom time to time pursuant to the Series A Certificate of
Designations (with respect to the Series A Preferred Shares) and pursvant to Section 4
hereol (with respect to the Series B Preferred Shareg));

(ii) enter into any reclassification, merger, consolidation or
reorganization;

(i)  incrcase or decrease (whether by amendment to the Articles of
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Incorporation or by reclassification, merger, consolidation, reorganization or otherwise)
the number of authorized Preferred Shares; :

(iv) authorize or issue (by amendment to the Articles of Incorporation
or by reclassification, merger, consolidation, reorganization or otherwise) any class or
series of capital stock or securities convertible into capital stock with equal or superior
rights to those of the Series A Preferred Shares or the Series B Preferred Shares:
provided, however, that if any such class or series of capital stock or securities
convertible into capital stock is superior to the rights of cither the Series A Preferred
Shares or the Series B ﬁe&rmdsmmmmeothm,mhmaﬁzaﬁmmdim
must also be approved by holders of a majority of the votes attributable to such junior
serics, voting separately, with each Preferred Share entitled to cast the number of votes
equal fo the mumber of shares of Common Stock into which cach may be converted (as
uljustcdfromﬁmetotimcmnsuamteﬂacSeriaaACmﬁﬁcatcofDesignaﬁons(wiﬂl
respect to the Series A Preferred Shares) and pursuant to Section 4 hereof (with respect to
the Series B Preferred Shares));

(v) whether by amendment to the Articles of Incorporation or by
reclassification, merger, consolidation, reotganization or otherwise; (i) alter, amend or
waive any rights, preferences or privileges of the Preferred Shares or (ii) otherwise alter,
amend or waive any provisions of the Corporation’s Articles of Incorporation or by-laws
in a manner adverse to the holders of the Preferred Shares; provided, however, that if
only onc of the Series B Preferred SharesorScriwAPrcfmedShmsisaffmud,bmnot
the other, such act must be approved by holders of a majority of the votes attributable to
such affected series, voting separately, with each Prefered Share entitled to cast the
mumber of votes equal to the number of shares of Common Stock into which each may be
converted (as adjusted from time to time pursuant to the Series A Certificate of
Designations (with respect to the SeriasAmemedShmm)audpmmm Section 4
hereof (with respect to the Series B Preferred Sharcs));

(vi) authorize, declare or pay any dividend (other than dividends
payable solely in Common Stock) on any share of the capital stock of the Corporation or
any Subsidiary, with the exception of the dividends on the Series A Preferred Shares set
forth in the Series A Certificate of Designations or the Series B Preferred§hares set forth
in Section 2 hereof;

(vi)  redeem, purchase or otherwise acquire for value any share or
shares of the capital stock of the Corporation or any Subsidiary;

(viii)  authorize or issue (by amendment to the Articles of Incorporation
or by reclassification, merger, consolidation reorganization or otherwise) any additional
Series B Preferred Shares; or

(ix)  authorize or issue (by amendment to the Articles of Incorporation
or by reclassification, merger, consolidation, reorganization or otherwise) any edditional
Series A Preferred Shares; provided, however, that such an jssuance must also be
approved by holders of a majority of the votes attributable to the Series B Preferred
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Shares, voting separately, with each Series B Prefemred Share entitled to cast the aumber
of votes equal to the number of shares of Common Stock into which ecach may be
converted (as adjusted from time to time pursuant to this Certificate).

6.  Notices. The Corporation shall distribute to the holders of Series B Preferred
Shares copies of all notices, materials, annyal and quarterly reports, proxy statements,
information statements and any other documents distributed generally to the holders of shares of
CmnmunStockofﬂmCorpomﬁon,ﬂwhﬁmmanﬂbymhmcthodasmhdocummtsm
distributed to such holders of such Common Stock.

7. Replacement Certificates, The certificate(s) representing the Series B Preferred
ShamheldbymyholdorofScﬁesBPrefmadShmmnybsexchmgcdbysuchbold:rnmy
time and from time to time for certificates with different denominations representing an equal
aggregate number of Series B Preferred Shares, as reasonably requested by such holder, upon
surrendering the same. No service charge will be made for such registration or transfer or
exchange,

8.  Attornevs' Fees. In comnection with enforcement by a holder of Series B
Preferred Shares of any obligation of the Corporation hereunder, the prevailing party shall be
entitled to recovery of reasonable attorneys’ fees and expenses incurred,

9. No Reissuance. No Series B Preferred Shares acquired by the Corporation by
reason of redemption, purchase, conversion or otherwise shall be reissued,

10.  Severability of Provisions. If any right, preference or limitation of the Series B

Preferred Shares set forth in this Certificate of Designations (as this Certificate of Designations

- may be amended from time to time) is found to be invalid, unlawful or incapable of being

enforced by reason of any rule or law or public policy, all other rights, preferences and

limitations set forth in this Certificate of Designations, which can be given effect without the

invalid, unlawful or unenforceable right, preference or limitation, shall nevertheless remain in

full force and eﬂ'mnndncﬁghgpmfmmccurlhnimﬁonhminsetfmhhademeddqmdm
upon any such other right, preference or limitation unless so expressed herein,

11 Specific Performance. The Corporation acknowledges and agrees that
imeparablc damage would occur in the event that the Corporation failed to perform any of the
provisions of this Certificate in accordance with its specific terms. It is accordingly agreed that
each holder of Series B Preferred Shares shall be entitled to an injunction or injunctions to
prevent or cure breaches of the provisions of this Certificate and (o enforce specifically the terms
and provisions hereof, this being in addition to any other remedy to which such holder may be
entitled by law or equity,

Signed on September 9_, 2009

FLIGHT SAFETY TECHNOLOGIES, INC.
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EXHIBIT C
SERIES C DESIGNATION
[See attached.]




[Exhibit C]




CERTIFICATE OF DESIGNATIONS
OF THE POWERS, PREFERENCES AND
RELATIVE, PARTICIPATING, OPTIONAL AND OTHER RESTRICTIONS

OF SERIES C PREFERRED STOCK
OF APPLIED BLOCKCHAIN, INC.

Section 1.1  Designation. As of the effective date of this Certificate, there is hereby
created out of the authorized preferred stock of the Corporation a series of preferred stock designated
as “Series C Convertible Redeemable Preferred Stock” (the “Series C Preferred Stock”), par value
$0.001 per share. The Series C Preferred Stock shall rank senior in all respects to the Series A
Convertible Preferred Stock of the Corporation (the “Series A Preferred Stock”) and the Series B
Convertible Preferred Stock of the Corporation (the “Series B Preferred Stock” and together with
the Series A Preferred Stock, the “Jumior Preferred Stock”, and together with the Series A
Preferred Stock and the Series C Preferred Stock, the “Preferred Stock”). The following rights,
powers and privileges, and restrictions, qualifications and limitations, shall apply to the Series C
Preferred Stock.

(a)  Liquidation, Dissolution or Winding Up; Certain Mergers, Consolidations
and Asset Sales.

(i) Payments to Holders of Series C Preferred Stock. In the event of any
voluntary or involuntary liquidation, dissolution or winding up of the Corporation or any Deemed
Liquidation Event (as defined below), before any payment shall be made to the holders of the Junior
Preferred Stock or Common Stock by reason of their ownership thereof, the holders of shares of
Series C Preferred Stock then outstanding shall be entitled to be paid out of the funds and assets
available for distribution to the stockholders of the Corporation, an amount per share equal to the
Stated Value (as defined below) for such share of Series C Preferred Stock, plus an amount per
share equal to the Stated Value of any shares of Series C Preferred Stock that are issuable as the
result of accrued, but unpaid, PIK Dividends (as defined below). If upon any such liquidation,
dissolution or winding up or Deemed Liquidation Event of the Corporation, the funds and assets
available for distribution to the stockholders of the Corporation shall be insufficient to pay the
holders of shares of Series C Preferred Stock the full amount to which they are entitled under this
Section 1.1(a)(i), the holders of shares of Series C Preferred Stock shall share ratably in any
distribution of the funds and assets available for distribution in proportion to the respective amounts
that would otherwise be payable in respect of the shares of Series C Preferred Stock held by them
upon such distribution if all amounts payable on or with respect to such shares were paid in full,
The “Stated Value” shall mean Twenty-Five United States Dollars and No Cents ($25,00) per share,
subject to an equitable adjustment for stock splits, stock combinations, recapitalizations and similar
transactions.

(i)  Payments to Holders of Junior Preferred Stock and Common Stock.
In the event of any voluntary or involuntary liquidation, dissolution or winding up or Deemed

Liquidation Event of the Corporation, after the payment of all preferential amounts required to be
paid to the holders of shares of Series C Preferred Stock as provided in Section 1.1(a)(i), the
remaining funds and assets available for distribution to the stockholders of the Corporation shall







be distributed among the holders of shares of the Junior Preferred Stock according to the terms
thereof and then among the holders of shares of Common Stock, pro rata based on the number of
shares of Common Stock held by each such holder.

(iif)  Deemed Liquidation Events.

(A)  Definition. Each of the following events shall be considered
a “Deemed Liquidation Event” unless the holders of at least a majority of the outstanding shares
of Series C Preferred Stock (voting as a single class on an as-converted basis) (the “‘Requisite
Holders”) elect otherwise by written notice sent to the Corporation at least five (5) days prior to
the effective date of any such event;

(1) a merger or consolidation in which (I) the
Corporation is a constituent party or (II) a subsidiary of the Corporation is a constituent party and
the Corporation issues shares of its capital stock pursuant to such merger or consolidation, except
any such merger or consolidation involving the Corporation or a subsidiary in which the shares of
capital stock of the Corporation outstanding immediately prior to such merger or consolidation
continue to represent, or are converted into or exchanged for equity securities that represent,
immediately following such merger or consolidation, at least a majority, by voting power, of the
equity securities of (x) the surviving or resulting party or (y) if the surviving or resulting party is
a wholly owned subsidiary of another party immediately following such merger or consolidation,
the parent of such surviving or resulting party; provided that, for the purpose of this Section
L.1(a)(iii)(A), all shares of Common Stock issuable upon exercise of options outstanding
immediately prior to such merger or consolidation or upon conversion of Convertible Securities
(as defined below) outstanding immediately prior to such merger or consolidation shall be deemed
to be outstanding immediately prior to such merger or consolidation and, if applicable, deemed to
be converted or exchanged in such merger or consolidation on the same terms as the actual
outstanding shares of Common Stock are converted or exchanged; or

(2)  the sale, lease, transfer or other disposition, in a
single transaction or series of related transactions, by the Corporation or any subsidiary of the
Corporation of all or substantially all the assets of the Corporation and its subsidiaries taken as a
whole, or, if substantially all of the assets of the Corporation and its subsidiaries taken as a whole
are held by such subsidiary or subsidiaries, the sale or disposition (whether by merger or otherwise)
of one or more subsidiaries of the Corporation, except where such sale, lease, transfer or other
disposition is to the Corporation or one or more wholly owned subsidiaries of the Corporation.

Notwithstanding the foregoing, a Significant Transaction Event (as defined below) shall not be
considered a Deemed Liquidation Event,

(B)  Public Offering or Listing Facilitation Transaction. Under
no circumstances shall a public offering of the Corporation’s securities, including a public offering
that results in a change of control of the Corporation, or a merger or other business combination
or issuance of securities of the Corporation designed to increase the number of stockholders of the
Corporation in order to facilitate a listing on a Trading Market (as such term is defined in that
certain Registration Rights Agreement, dated as of [ April 15 ], 2021, by and between the
Corporation and the purchasers of the Series C Preferred Stock (the “Registration Rights







Agreement”)) be considered a voluntary or involuntary liquidation, dissolution or winding up of
the Corporation or a Deemed Liquidation Event.,

(C)  Allocation of Escrow. In the event of a Deemed Liquidation
Event pursuant to Section 1.1(a)(iii)(A)(1)(I), if any portion of the consideration payable to the
stockholders of the Corporation is placed into escrow, the definitive agreement for such transaction
shall provide that the portion of such consideration that is placed in escrow shall be allocated
among the holders of capital stock of the Corporation pro rata based on the amount of such
consideration otherwise payable to each stockholder (such that each stockholder has placed in

escrow the same percentage of the total consideration payable to such stockholder as every other
stockholder).

(D)  Amount Deemed Paid or Distributed. The funds and assets
deemed paid or distributed to the holders of capital stock of the Corporation upon any such merger,
consolidation, sale, transfer or other disposition described in this Section 1.1(a)(ii) shall be the
cash or the value of the property, rights or securities paid or distributed to such holders by the
Corporation or the acquiring person, firm or other entity. The value of such property, rights or
securities shall be determined in good faith by the Board.

(b)  Voting. Holders of shares of Series C Preferred Stock shall vote together
with holders of Common Stock on an as-if converted to Common Stock basis on any matters coming
before the stockholders of the Corporation for a vote, Notwithstanding the foregoing, the
Corporation shall not, either directly or indirectly by amendment, merger, consolidation,
recapitalization, reclassification, or otherwise, do any of the following without (in addition to any
other vote required by law or this Certificate) the written consent or affirmative vote of the Requisite
Holders given in writing or by vote at a meeting, consenting or voting (as the case may be) separately
as a class, and any such act or transaction entered into without such consent or vote shall be null and
void ab initio, and of no force or effect:

()  materially change the principal business of the Corporation unless
in connection with a Significant Transaction Event; or

(i)  except in connection with a Significant Transaction Event, sell,
lease, transfer, exclusively license or otherwise dispose (in a single transaction or series of related
transactions) of all or substantially all of the assets of the Corporation or permit any direct or
indirect subsidiary to do so; provided, however, that no consent or vote of the Requisite Holders
shall be required in connection with sales of mining equipment in the ordinary course of the
Corporation’s business and in a manner consistent with the principal business of the Corporation.

{¢)  Dividends.

(i) Dividends Generally. The holders of shares of Series C Preferred
Stock shall be entitled to receive, and the Corporation shall pay, dividends on shares of Series C
Preferred Stock equal (on an as if converted to Common Stock basis) to and in the same form as
dividends actually paid on shares of the Common Stock when, as and if such dividends are paid
on shares of the Common Stock. Except as set forth in this Section 1.1(c)(i) and for PIK Dividends
(as defined below), no other dividends shall be paid on shares of Series C Preferred Stock.







(i)  PIK Dividends. The Corporation shall be required to pay a dividend
in fully paid and non-assessable shares of Series C Preferred Stock (each a “PIK Dividend’ and,
collectively, the “PIK Dividends™) equal to the percentage of Stated Value set forth below upon
the occurrence of each of the following events:

(A) Failure to File. If the Corporation has not filed or
confidentially submitted a registration statement (the “Registration Statement”) to register the
shares of Common Stock issuable upon conversion of the Series C Preferred Stock (the
“Registrable Securities”) on or before the date that is four (4) months following the date that the
first share of Series C Preferred Stock is issued (the “Original Issue Date”), the Corporation shall
accrue daily a PIK Dividend equal to ten percent (10%) per annum of Stated Value;

(B)  Failure to be Declared Effective and to List. If the
Registration Statement has not been declared effective by the U.S, Securities and Exchange
Commission (the “SEC™) on or before the date that is eight (8) months after the Original Issue
Date and/or the Registrable Securities are not listed on a Trading Market on or before the date that
is twelve (12) months after Original Issue Date, the Corporation shall accrue daily a PIK Dividend
of twelve percent (12%) per annum of Stated Value, or fifteen percent (15%) per annum of Stated
Value for each day such failure continues after eighteen (18) months after the Original Issue Date.
Such PIK Dividend shall be instead of, and not in addition to, any PIK Dividend also accruing
under Section 1.1(c)(ii)(A); and

(C)  Mandatory Redemption Failure. If the Corporation fails to
complete a Mandatory Redemption (as defined below) when required to do so, it shall continue to
pay a PIK Dividend in accordance with Section 1.1(c)(ii)(B).

The PIK Dividends shall be paid by delivering to each record holder of Series C Preferred Stock a
number of shares of Series C Preferred Stock determined by dividing (x) the total aggregate dollar
amount of dividends accrued and unpaid with respect to Series C Preferred Stock owned by such
record holder (rounded to the nearest whole cent) by (y) the Stated Value.

Notwithstanding the foregoing, PIK Dividends shall cease cumulating and accruing upon the
earliest to occur of (1) the date of the satisfaction of the conditions set forth in Section 1.1(c)(ii)(A),
Section 1.1(c)(ii)(B) and Section 1.1(c)(ii)(C) that gave rise to such PIK Dividend (any such date,
a “PIK Dividend Satisfaction Date”), and (2) any Conversion Date (as defined below) or Optional
Conversion Date (as defined below), Upon a simultaneous or consecutive occurrence of two or
more events that trigger the accrual of PIK Dividends on one or more days, PIK Dividends shall
accrue on each issued and outstanding share of Series C Preferred Stock as if only one triggering
event had occurred, such that the accrual of PIK Dividends in accordance with this Section
1. 1(c)(ii) shall not be doubled, tripled or otherwise multiplied due to the existence of multiple
events causing the accrual of PIK Dividends.

Notwithstanding the foregoing, (I) if within six (6) months of the Original Issue Date, the
Corporation enters into a binding definitive agreement or binding instrument relating to a Significant
Transaction Event (a “Definitive Instrument”), then the Corporation shall have no obligation to pay
any PIK Dividends accrued or payable through such date, and (IT) if the Corporation has entered into
a Definitive Instrument within six (6) months of the Original Issue Date and has consummated the







Significant Transaction Event within ten (10) months of the Original Issue Date, then the Corporation
shall have no obligation to pay any PIK Dividends accrued or payable through such date. A
“Significant Transaction Event” means a merger, share exchange, sale of all or substantially all of
the assets of the Corporation or other business combination, restructuring or change of control
transaction, including any such transaction intended to result in the Corporation becoming subject to
the reporting requirements of Section 13 of 15(d) of the Exchange Act (or becoming a voluntary filer
under the Exchange Act), a business combination intended to increase the number of sharcholders
of the Corporation to facilitate listing on a Trading Market, a business combination with a special
purpose acquisition company, or a business combination with a company that is listed on a Trading
Market.

(d)  Automatic Conversion,

()  Trigger Event. On the Conversion Date (as defined below), each
share of Series C Preferred Stock shall be automatically converted (without the payment of
additional consideration by the holder thereof), into such number of fully paid and non-assessable
shares of Common Stock as is determined by dividing the Stated Value by the Conversion Price
in effect on the Conversion Date. The “Conversion Price” shall initially be equal to $0.13. Such
mnitial Conversion Price, and the rate at which shares of Series C Preferred Stock may be converted
into shares of Common Stock, shall be subject to adjustment as provided below. For purposes
hereof, “Conversion Date” means (A) the date that the Registration Statement is declared effective
by the SEC or (B) the date on which a Significant Transaction Event occurs.

(i)  Mechanics of Conversion. All holders of record of Series C Preferred
Stock shall be sent written notice of the Conversion Date and the place designated for conversion of
all such shares of Series C Preferred Stock pursuant to this Section 1.1(d). Such notice need not be
sent in advance of the occurrence of the Conversion Date. Upon receipt of such notice, each holder
of Serics C Preferred Stock shall, if such holder’s shares are certificated, surrender his, her or its
certificate or certificates for all such shares (or, if such holder of Series C Preferred Stock alleges
that such certificate has been lost, stolen or destroyed, a lost certificate affidavit and agreement
reasonably acceptable to the Corporation and its transfer agent to indemnify the Corporation and/or
its transfer agent against any claim that may be made against the Corporation and/or its transfer agent
on account of the alleged loss, theft or destruction of such certificate) to the Corporation at the place
designated in such notice. If so required by the Corporation or its transfer agent, any certificates
surrendered for conversion shall be endorsed or accompanied by written instrument or instruments
of transfer, in form satisfactory to the Corporation or its transfer agent, duly executed by the
registered holder of shares of Series C Preferred Stock or by his, her or its attorney duly authorized
in writing. All rights with respect to the Series C Preferred Stock converted pursuant to this Section
L.1(d) will terminate at the Conversion Date (notwithstanding the failure of the holder or holders of
Series C Preferred Stock to surrender any certificates at or prior to such time), except only for the
rights of the holders of Series C Preferred Stock, upon surrender, if applicable, of their certificate or
certificates (or lost certificate affidavit and agreement), to receive the items provided for in the next
sentence of this Section 1.1(d)(ii). As soon as practicable after the Conversion Date and, if
applicable, the surrender of the certificate or certificates (or lost certificate affidavit and agreement)
for Series C Preferred Stock, the Corporation shall issue and deliver to such holder of Series C
Preferred Stock, or to his, her or its nominees, a notice of issuance of uncertificated shares and, may,
upon written request, issue and deliver a certificate or certificates for the number of full shares of







Common Stock issuable on such conversion in accordance with the provisions hereof. Such
converted Series C Preferred Stock shall be retired and cancelled and may not be reissued as shares
of such series, and the Corporation may thereafter take such appropriate action (without the need for
stockholder action) as may be necessary to reduce the authorized number of shares of its Preferred
Stock accordingly.

(i)  Reservation of Shares Issuable Upon Conversion. The Corporation
covenants that it will at all times reserve and keep available out of its authorized and unissued
shares of Common Stock for the sole purpose of issuance upon conversion of the Series C Preferred
Stock as herein provided, free from preemptive rights or any other actual contingent purchase
rights of persons other than the holders of Series C Preferred Stock, not less than such aggregate
number of shares of the Common Stock as shall be issuable (taking into account the adjustments
and restrictions of Section 1.1(d)) upon the conversion of the then outstanding shares of Series C
Preferred Stock. The Corporation covenants that all shares of Common Stock that shall be so
issuable shall, upon issue, be duly authorized, validly issued, fully paid and nonassessable.

(iv)  Fractional Shares, No fractional shares or scrip representing fractional
shares shall be issued upon the conversion of the Series C Preferred Stock. As to any fraction of a
share which the holder of shares of Series C Preferred Stock would otherwise be entitled to purchase
upon such conversion, the Corporation shall round up to the next whole share.

(v)  Transfer Taxes and Expenses. The issuance of shares of Common
Stock on conversion of the Series C Preferred Stock shall be made without charge to any holder of
Series C Preferred Stock for any documentary stamp or similar taxes that may be payable in respect
of the issue or delivery of such shares of Common Stock, provided that the Corporation shall not be
required to pay any tax that may be payable in respect of any transfer involved in the issuance and
delivery of any such shares of Common Stock upon conversion in a name other than that of the
holders of the Series C Preferred Stock of such shares of Series C Preferred Stock and the
Corporation shall not be required to issue or deliver such shares of Common Stock unless or until
the person or persons requesting the issuance thereof shall have paid to the Corporation the amount
of such tax or shall have established to the satisfaction of the Corporation that such tax has been paid.
The Corporation shall pay all transfer agent fees required for same-day processing and all fees to the
Depository Trust Company (or another established clearing corporation performing similar
functions) required for same-day electronic delivery of the shares of Common Stock.

(vi)  Adjustments to Conversion Price for Diluting [ssues.

(A)  Special Definitions. For purposes of this Section 1.1(d), the
following definitions shall apply:

(1)  “Additional Shares of Common Stock” shall mean
all shares of Common Stock issued (or, pursuant to Section 1.1(d)(vi)(C) below, deemed to be
issued) by the Corporation after the Original Issue Date, other than (x) the following shares of
Common Stock and (y) shares of Common Stock deemed issued pursuant to the following Options
(as defined below) and Convertible Securities (as defined below) (clauses (x) and (y), collectively,
“Exempted Securities”):







a. as to any series of Preferred Stock, shares of
Common Stock, Options or Convertible Securities issued as a dividend or distribution on such
series of Preferred Stock; or

b. shares of Common Stock, Options or
Convertible Securities issued by reason of a dividend, stock split, split-up or other distribution on
shares of Common Stock that is covered by Section 1.1(d)(vii); or

¢, shares of Common Stock, Options or other
equity-linked securities or awards issued to employees or directors of, or consultants or advisors
to, the Corporation or any of its subsidiaries pursuant to a plan, agreement or arrangement
approved by the Board of Directors of the Corporation; or

d. shares of Common Stock or Convertible
Securities actually issued upon the exercise of Options or shares of Common Stock actually issued
upon the conversion or exchange of Convertible Securities, in each case provided such issuance is
pursuant to the terms of such Option or Convertible Security; or

e shares of Common Stock, Options or
Convertible Securities issued to banks, equipment lessors or other financial institutions, or to real
property lessors, pursuant to a debt financing, equipment leasing or real property leasing
transaction; or

f. shares of Common Stock, Options,
Convertible Securities or other equity or equity-linked securities issued as acquisition
consideration pursuant to the acquisition of another corporation by the Corporation by merger,
purchase of substantially all of the assets or other reorganization or to a joint venture agreement;
or

g shares of Common Stock, Options,
Convertible Securities or other equity or equity-linked issued in connection with a Significant
Transaction Event; or

(2)  "“Convertible Securities” shall mean any evidences
of indebtedness, shares or other securities directly or indirectly convertible into or exchangeable
for Common Stock, but excluding Options.

(3)  “Option™ shall mean rights, options or warrants to
subscribe for, purchase or otherwise acquire Common Stock or Convertible Securities.

(B) No Adjustment of Conversion Price. No adjustment in the
Conversion Price shall be made as the result of the issuance or deemed issuance of Additional
Shares of Common Stock if the Corporation receives written notice from the Requisite Holders
agreeing that no such adjustment shall be made as the result of the issuance or deemed issuance of
such Additional Shares of Common Stock.

(C)  Deemed Issue of Additional Shares of Common Stock.







(1)  If the Corporation at any time or from time to time
after the Original Issue Date shall issue any Options or Convertible Securities (excluding Options
or Convertible Securities which are themselves Exempted Securities) or shall fix a record date for
the determination of holders of any class of securities entitled to receive any such Options or
Convertible Securities, then the maximum number of shares of Common Stock (as set forth in the
instrument relating thereto, assuming the satisfaction of any conditions to exercisability,
convertibility or exchangeability but without regard to any provision contained therein for a
subsequent adjustment of such number) issuable upon the exercise of such Options or, in the case
of Convertible Securities and Options therefor, the conversion or exchange of such Convertible
Securities, shall be deemed to be Additional Shares of Common Stock issued as of the time of such
issue or, in case such a record date shall have been fixed, as of the close of business on such record
date.

(2)  If the terms of any Option or Convertible Security,
the issuance of which resulted in an adjustment to the Conversion Price pursuant to the terms of
Section 1.1(d)(vi)(D), are revised as a result of an amendment to such terms or any other
adjustment pursuant to the provisions of such Option or Convertible Security (but excluding
automatic adjustments to such terms pursuant to anti-dilution or similar provisions of such Option
or Convertible Security) to provide for either (I) any increase or decrease in the number of shares
of Common Stock issuable upon the exercise, conversion and/or exchange of any such Option or
Convertible Security or (II) any increase or decrease in the consideration payable to the
Corporation upon such exercise, conversion and/or exchange, then, effective upon such increase
or decrease becoming effective, the Conversion Price computed upon the original issue of such
Option or Convertible Security (or upon the occurrence of a record date with respect thereto) shall
be readjusted to such Conversion Price as would have obtained had such revised terms been in
effect upon the original date of issuance of such Option or Convertible Security. Notwithstanding
the foregoing, no readjustment pursuant to this clause (2) shall have the effect of increasing the
Conversion Price to an amount which exceeds the lower of (x) the Conversion Price in effect
immediately prior to the original adjustment made as a result of the issuance of such Option or
Convertible Security, or (y) the Conversion Price that would have resulted from any issuances of
Additional Shares of Common Stock (other than deemed issuances of Additional Shares of
Common Stock as a result of the issuance of such Option or Convertible Security) between the
original adjustment date and such readjustment date.

(3)  If the terms of any Option or Convertible Security
(excluding Options or Convertible Securities which are themselves Exempted Securities), the
issuance of which did not result in an adjustment to the Conversion Price pursuant to the terms of
Section 1.1(d)(vi)(D) (either because the consideration per share (determined pursuant to Section
1.1(d)(vi)(E)) of the Additional Shares of Common Stock subject thereto was equal to or greater
than the Conversion Price then in effect, or because such Option or Convertible Security was issued
before the Original Issue Date), are revised after the Original Issue Date as a result of an
amendment to such terms or any other adjustment pursuant to the provisions of such Option or
Convertible Security (but excluding automatic adjustments to such terms pursuant to anti-dilution
or similar provisions of such Option or Convertible Security) to provide for either (I) any increase
in the number of shares of Common Stock issuable upon the exercise, conversion or exchange of
any such Option or Convertible Security or (II) any decrease in the consideration payable to the
Corporation upon such exercise, conversion or exchange, then such Option or Convertible






Security, as so amended or adjusted, and the Additional Shares of Common Stock subject thereto
(determined in the manner provided in Section 1.1(d)(vi)(C)(1)) shall be deemed to have been
issued effective upon such increase or decrease becoming effective.

(4) Upon the expiration or termination of any
unexercised Option or unconverted or unexchanged Convertible Security (or portion thereof)
which resulted (either upon its original issuance or upon a revision of its terms) in an adjustment
to the Conversion Price pursuant to the terms of Section 1.1(d)(vi)(D), the Conversion Price shall
be readjusted to such Conversion Price as would have obtained had such Option or Convertible
Security (or portion thereof) never been issued.

(5)  If the number of shares of Common Stock issuable
upon the exercise, conversion and/or exchange of any Option or Convertible Security, or the
consideration payable to the Corporation upon such exercise, conversion and/or exchange, is
calculable at the time such Option or Convertible Security is issued or amended but is subject to
adjustment based upon subsequent events, any adjustment to the Conversion Price provided for in
this Section 1.1(d)(vi)(C) shall be effected at the time of such issuance or amendment based on
such number of shares or amount of consideration without regard to any provisions for subsequent
adjustments (and any subsequent adjustments shall be treated as provided in clauses (2) and (3) of
this Section 1.1(d)(vi)(C)). If the number of shares of Common Stock issuable upon the exercise,
conversion and/or exchange of any Option or Convertible Security, or the consideration payable
to the Corporation upon such exercise, conversion and/or exchange, cannot be calculated at all at
the time such Option or Convertible Security is issued or amended, any adjustment to the
Conversion Price that would result under the terms of this Section 1.1(d)(vi)(C) at the time of such
issuance or amendment shall instead be effected at the time such number of shares and/or amount
of consideration is first calculable (even if subject to subsequent adjustments), assuming for
purposes of calculating such adjustment to the Conversion Price that such issuance or amendment
took place at the time such calculation can first be made.

(D)  Adjustment of Conversion Price Upon Issuance of
Additional Shares of Common Stock. In the event the Corporation shall at any time after the
Original Issue Date issue Additional Shares of Common Stock (including Additional Shares of
Common Stock deemed to be issued pursuant to Section 1.1(d)(vi)(C)), without consideration or
for a consideration per share less than the Conversion Price in effect immediately prior to such
issuance or deemed issuance, then the Conversion Price shall be reduced, concurrently with such
issue, to a price (calculated to the nearest one-hundredth of a cent) determined in accordance with
the following formula:

CP2=CP1*(A+B)+(A+C).
For purposes of the foregoing formula, the following definitions shall apply:

(I)  “CP2" shall mean the Conversion Price in effect
immediately after such issuance or deemed issuance of Additional Shares of Common Stock;

(2)  “CP1” shall mean the Conversion Price in effect
immediately prior to such issuance or deemed issuance of Additional Shares of Common Stock;







(3)  “A” shall mean the number of shares of Common
Stock outstanding immediately prior to such issuance or deemed issuance of Additional Shares of
Common Stock (treating for this purpose as outstanding all shares of Common Stock, other than
Exempted Securities, issuable upon exercise of Options outstanding immediately prior to such
issuance or deemed issuance or upon conversion or exchange of Convertible Securities (including
the Preferred Stock) outstanding (assuming exercise of any outstanding Options therefor)
immediately prior to such issue);

(4)  “B” shall mean the number of shares of Common
Stock, excluding Exempted Securities, that would have been issued if such Additional Shares of
Common Stock had been issued or deemed issued at a price per share equal to CP1 (determined by
dividing the aggregate consideration received by the Corporation in respect of such issue by CP1);
and

(5)  “C”shall mean the number of such Additional Shares
of Common Stock issued in such transaction.

(E)  Determination of Consideration. For purposes of this
Section 1.1(d)(vi), the consideration received by the Corporation for the issuance or deemed
issuance of any Additional Shares of Common Stock shall be computed as follows:

(1) Cash and Property. Such consideration shall:

a, insofar as it consists of cash, be computed at
the aggregate amount of cash received by the Corporation, excluding amounts paid or payable for
accrued interest;

b. insofar as it consists of property other than
cash, be computed at the fair market value thereof at the time of such issue, as determined in good
faith by the Board of Directors of the Corporation; and

c. in the event Additional Shares of Common
Stock are issued together with other shares or securities, excluding Exempted Securities, or other
assets of the Corporation for consideration which covers both, be the proportion of such
consideration so received, computed as provided in clauses a. and b. above, as determined in good
faith by the Board of Directors of the Corporation.

(2)  Options _and _Convertible  Securities. The
consideration per share received by the Corporation for Additional Shares of Common Stock
deemed to have been issued pursuant to Section 1.1(d)(vi)(C), relating to Options and Convertible
Securities, shall be determined by dividing:

a. The total amount, if any, received or receivable
by the Corporation as consideration for the issue of such Options or Convertible Securities, plus the
minimum aggregate amount of additional consideration (as set forth in the instruments relating
thereto, without regard to any provision contained therein for a subsequent adjustment of such
consideration) payable to the Corporation upon the exercise of such Options or the conversion or
exchange of such Convertible Securities, or in the case of Options for Convertible Securities, the







exercise of such Options for Convertible Securities and the conversion or exchange of such
Convertible Securities, by

b. the maximum number of shares of Common
Stock (as set forth in the instruments relating thereto, without regard to any provision contained
therein for a subsequent adjustment of such number), excluding Exempted Securitics, issuable upon
the exercise of such Options or the conversion or exchange of such Convertible Securities, or in the
case of Options for Convertible Securities, the exercise of such Options for Convertible Securities
and the conversion or exchange of such Convertible Securities.

(F)  Multiple Closing Dates. In the event the Corporation shall
issue on more than one date Additional Shares of Common Stock that are a part of one transaction
or a series of related transactions and that would result in an adjustment to the Conversion Price
pursuant to the terms of Section 1.1(d)(vi)(D) then, upon the final such issuance, the Conversion
Price shall be readjusted to give effect to all such issuances as if they occurred on the date of the
first such issuance (and without giving effect to any additional adjustments as a result of any such
subsequent issuances within such period).

(vii)  Certain Other Adjustments.

(A)  Stock Dividends and Stock Splits. If the Corporation, at any
time while the Series C Preferred Stock is outstanding: (1) pays a stock dividend or otherwise
makes a distribution or distributions payable in shares of Common Stock on shares of Common
Stock or any other common stock equivalents (which, for avoidance of doubt, shall not include any
PIK Dividends or shares of Common Stock issued by the Corporation upon conversion of, or
payment of a dividend on, the Series C Preferred Stock), (2) subdivides outstanding shares of
Common Stock into a larger number of shares, (3) combines (including by way of a reverse stock
split) outstanding shares of Common Stock into a smaller number of shares, or (4) issues, in the
event of a reclassification of shares of the Common Stock, any shares of capital stock of the
Corporation, then the Conversion Price shall be multiplied by a fraction of which the numerator
shall be the number of shares of Common Stock (excluding any treasury shares of the Corporation)
outstanding immediately before such event, and of which the denominator shall be the number of
shares of Common Stock outstanding immediately after such event. Any adjustment made pursuant
to this Section 1.1(d)(vii)(A) shall become effective immediately after the record date for the
determination of stockholders entitled to receive such dividend or distribution and shall become
effective immediately after the effective date in the case of a subdivision, combination or re-
classification.

(B)  Subsequent Rights Offerings. In addition to any adjustments
pursuant to Section 1.1(d)(vii)(A) above, if at any time the Corporation grants, issues or sells any
common stock equivalents or rights to purchase stock, warrants, securities or other property pro
rata to the record holders of any class of shares of Common Stock (the “Purchase Rights™), then
the holder of shares of Series C Preferred Stock thereof will be entitled to acquire, upon the terms
applicable to such Purchase Rights, the aggregate Purchase Rights which the holder of shares of
Series C Preferred Stock could have acquired if the holder of shares of Series C Preferred Stock
had held the number of shares of Common Stock acquirable upon complete conversion of such
holder’s Series C Preferred Stock immediately before the date on which a record is taken for the







grant, issuance or sale of such Purchase Rights, or, if no such record is taken, the date as of which
the record holders of shares of Common Stock are to be determined for the grant, issue or sale of
such purchase.

(C)  Fundamental Transaction. If, at any time while the Series C
Preferred Stock is outstanding, (1) the Corporation, directly or indirectly, in one or more related
transactions effects any merger or conselidation of the Corporation with or into another person,
other than a Significant Transaction Event, (2) the Corporation, directly or indirectly, effects any
sale, lease, license, assignment, transfer, conveyance or other disposition of all or substantially all
of its assets in one or a series of related transactions, other than a Significant Transaction Event, (3)
any, direct or indirect, purchase offer, tender offer or exchange offer (whether by the Corporation
or another person) is completed pursuant to which holders of Common Stock are permitted to sell,
tender or exchange their shares for other securities, cash or property and has been accepted by the
holders of 50% or more of the outstanding capital stock of the Corporation, other than a Significant
Transaction Event, (4) the Corporation, directly or indirectly, in one or more related transactions
effects any reclassification, reorganization or recapitalization of the Common Stock or any
compulsory share exchange pursuant to which the Common Stock is effectively converted into or
exchanged for other securities, cash or property, other than a Significant Transaction Event, or (5)
the Corporation, directly or indirectly, in one or more related transactions consummates a stock or
share purchase agreement or other business combination (including, without limitation, a
reorganization, recapitalization, spin-off or scheme of arrangement) with another person whereby
such other person acquires more than 50% of the outstanding shares of Common Stock (not
including any shares of Common Stock held by the other person or other persons making or party
to, or associated or affiliated with the other persons making or party to, such stock or share purchase
agreement or other business combination), other than a Significant Transaction Event (each a
“Fundamental Transaction”), then, upon any subsequent conversion of the Series C Preferred
Stock, the holders of shares of Series C Preferred Stock shall have the right to receive, for each
share of Common Stock that would have been issuable upon such conversion immediately prior
to the occurrence of such Fundamental Transaction, the number of shares of Common Stock of the
successor or acquiring corporation or of the Corporation, if it is the surviving corporation, and any
additional consideration (the “Alternate Consideration”) receivable as a result of such
Fundamental Transaction by a holder of the number of shares of Common Stock for which the
Series C Preferred Stock is convertible immediately prior to such Fundamental Transaction. For
purposes of any such conversion, the determination of the Conversion Price shall be appropriately
adjusted to apply to such Alternate Consideration based on the amount of Alternate Consideration
issuable in respect of one share of Common Stock in such Fundamental Transaction, and the
Corporation shall apportion the Conversion Price among the Alternate Consideration in a
reasonable manner reflecting the relative value of any different components of the Alternate
Consideration. If holders of Common Stock are given any choice as to the securities, cash or
property to be received in a Fundamental Transaction, then the holder of shares of Series C
Preferred Stock shall be given the same choice as to the Alternate Consideration it receives upon
any conversion of the Series C Preferred Stock following such Fundamental Transaction. To the
extent necessary to effectuate the foregoing provisions, any successor to the Corporation or
surviving entity in such Fundamental Transaction shall file an amended and restated Articles of
Incorporation or Certificate of Designation with the same terms and conditions and issue to the
holders of shares of Series C Preferred Stock new preferred stock consistent with the foregoing
provisions and evidencing the holders’ right to convert such preferred stock into Alternate







Consideration. The Corporation shall cause any successor entity in a Fundamental Transaction in
which the Corporation is not the survivor (the “Swccessor Entity”) to assume in writing all of the
obligations of the Corporation under this Certificate in accordance with the provisions of this
Section 1.1(d)(vii)(C) pursuant to written agreements entered into prior to such Fundamental
Transaction and shall deliver to the holder of shares of Series C Preferred Stock in exchange for
the Series C Preferred Stock a security of the Successor Entity evidenced by a written instrument
substantially similar in form and substance to the Series C Preferred Stock which is convertible
for a corresponding number of shares of capital stock of such Successor Entity (or its parent entity)
equivalent to the shares of Common Stock acquirable and receivable upon conversion of the Series
C Preferred Stock prior to such Fundamental Transaction, and with a conversion price which
applies the conversion price hereunder to such shares of capital stock (but taking into account the
relative value of the shares of Common Stock pursuant to such Fundamental Transaction and the
value of such shares of capital stock, such number of shares of capital stock and such conversion
price being for the purpose of protecting the economic value of the Series C Preferred Stock
immediately prior to the consummation of such Fundamental Transaction). Upon the occurrence
of any such Fundamental Transaction, the Successor Entity shall succeed to, and be substituted for
(so that from and after the date of such Fundamental Transaction, the provisions of this Certificate
referring to the “Corporation” shall refer instead to the Successor Entity), and may exercise every
right and power of the Corporation and shall assume all of the obligations of the Corporation under
this Certificate with the same effect as if such Successor Entity had been named as the Corporation
herein.

(viil) Calculations. All calculations under this Section 1.1(d) shall be
made to the nearest cent or the nearest 1/100th of a share, as the case may be. For purposes of this
Section 1.1(d), the number of shares of Common Stock deemed to be issued and outstanding as of
a given date shall be the sum of the number of shares of Common Stock (excluding any treasury
shares of the Corporation) issued and outstanding.

(ix)  Notice to the Holders. Whenever the Conversion Price is adjusted
pursuant to any provision of this Section 1.1(d), the Corporation shall promptly deliver to each holder
of shares of Series C Preferred Stock a notice setting forth the Conversion Price after such adjustment
and setting forth a brief statement of the facts requiring such adjustment. If (A) the Corporation shall
declare a dividend (or any other distribution in whatever form) on the Common Stock, (B) the
Corporation shall declare a special nonrecurring cash dividend on or a redemption of the Common
Stock, (C) the Corporation shall authorize the granting to all holders of the Common Stock of rights
or warrants to subscribe for or purchase any shares of capital stock of any class or of any rights, (D)
the approval of any stockholders of the Corporation shall be required in connection with any
reclassification of the Common Stock, any consolidation or merger to which the Corporation is a
party, any sale or transfer of all or substantially all of the assets of the Corporation, or any compulsory
share exchange whereby the Common Stock is converted into other securities, cash or property or
(E) the Corporation shall authorize the voluntary or involuntary dissolution, liquidation or winding
up of the affairs of the Corporation, then, in each case, the Corporation shall cause to be filed at each
office or agency maintained for the purpose of conversion of the Senies C Preferred Stock, and shall
cause to be delivered to each holder of shares of Series C Preferred Stock at its last address as it shall
appear upon the stock books of the Corporation, at least ten (10) calendar days prior to the applicable
record or effective date hereinafter specified, a notice stating (1) the date on which a record is to be
taken for the purpose of such dividend, distribution, redemption, rights or warrants, or if a record is







not to be taken, the date as of which the holders of the Common Stock of record to be entitled to
such dividend, distributions, redemption, rights or warrants are to be determined or (2) the date on
which such reclassification, consolidation, merger, sale, transfer or share exchange is expected to
become effective or close, and the date as of which it is expected that holders of the Common Stock
of record shall be entitled to exchange their shares of the Common Stock for securities, cash or other
property deliverable upon such reclassification, consolidation, merger, sale, transfer or share
exchange, provided that the failure to deliver such notice or any defect therein or in the delivery
thereof shall not affect the validity of the corporate action required to be specified in such notice.

(e)  Optional Conversion,

(1) Optional Conversion Rights. At any time or times on or after the
Original Issue Date, each holder of Series C Preferred Stock shall be entitled to convert any portion
of the outstanding Series C Preferred Stock held by such holder and any PIK Dividends (without
the payment of additional consideration by the holder thereof) into such number of fully paid and
non-assessable shares of Common Stock as determined for any such holder by dividing (A) the
sum of (I) the aggregate Stated Value of all outstanding shares of Series C Preferred Stock being
converted by such holder, (II) the aggregate Stated Value of all shares of Series C Preferred Stock
due and owing to such holder as PIK Dividends which such holder is converting, and (111) the
aggregate amount of cash dividends due and owing to such holder that such holder is converting
by (B) the Conversion Price in effect on the Optional Conversion Date (as defined below), as
adjusted in accordance with Section 1.1(d).

(i)  Fractional Shares. No fractional shares or scrip representing fractional
shares shall be issued upon the conversion of the Series C Preferred Stock pursuant to this Section
LI(e). As to any fraction of a share which the holder of shares of Series C Preferred Stock would
otherwise be entitled to purchase upon such conversion, the Corporation shall round up to the next
whole share.

(i)  Mechanics of Conversion.

(A)  To convert a share of Series C Preferred Stock and/or PIK
Dividends into shares of Common Stock pursuant to this Section 1.1(e) on any date (an “Optional
Conversion Date”), the holder of such shares of Series C Preferred Stock and/or PIK Dividends
shall deliver to the Corporation (whether via facsimile, electronic mail or otherwise), for receipt
on or prior to 11:59 p.m., New York time, on such date, a copy of an executed notice of such
conversion in the form attached hereto as Exhibit A (the “Optional Conversion Notice'"). Within
three (3) Trading Days (as defined below) of the Optional Conversion Date such holder that
delivered the Optional Conversion Notice shall, if such holder’s shares of Series C Preferred Stock
are certificated, surrender his, her or its certificate or certificates for all such shares (or, if such holder
of Series C Preferred Stock alleges that such certificate has been lost, stolen or destroyed, a lost
certificate affidavit and agreement reasonably acceptable to the Corporation and its transfer agent to
indemnify the Corporation and/or its transfer agent against any claim that may be made against the
Corporation and/or its transfer agent on account of the alleged loss, theft or destruction of such
certificate) to the Corporation at the place designated in such notice. If so required by the Corporation
or its transfer agent, any certificates surrendered for conversion shall be endorsed or accompanied
by written instrument or instruments of transfer, in form satisfactory to the Corporation or its transfer







agent, duly executed by the registered holder of shares of Series C Preferred Stock or by his, her or
its attorney duly authorized in writing. All rights with respect to the Series C Preferred Stock
converted pursuant to this Section 1.1(e) will terminate at the Optional Conversion Date
(notwithstanding the failure of the holder or holders of Series C Preferred Stock to surrender any
certificates at or prior to such time), except only for the rights of the holders of Series C Preferred
Stock, upon surrender, if applicable, of their certificate or certificates (or lost certificate affidavit and
agreement), to receive the items provided for in the next sentence of this Section 1.1(e)(iii). As soon
as practicable after the Optional Conversion Date and, if applicable, the surrender of the certificate
or certificates (or lost certificate affidavit and agreement) for Series C Preferred Stock, the
Corporation shall issue and deliver to such holder of Series C Preferred Stock, or to his, her or its
nominees, a notice of issuance of uncertificated shares and, may, upon written request, issue and
deliver a certificate or certificates for the number of full shares of Common Stock issuable on such
conversion in accordance with the provisions hereof. Such converted Series C Preferred Stock shall
be retired and cancelled and may not be reissued as shares of such series, and the Corporation may
thereafier take such appropriate action (without the need for stockholder action) as may be necessary
to reduce the authorized number of shares of its Preferred Stock accordingly.

(B)  On or before the third (3rd) Trading Day following the date
of receipt of a Conversion Notice (or such earlier date as required pursuant to the 1934 Act or other
applicable law, rule or regulation for the settlement of a trade initiated on the applicable
Conversion Date of such shares of Common Stock issuable pursuant to such Optional Conversion
Notice) (the “Share Delivery Deadline”), the Corporation shall (1) provided that its then current
transfer agent is participating in The Depository Trust Company’s (“DTC™) Fast Automated
Securities Transfer Program, credit such aggregate number of shares of Common Stock to which
such converting holder shall be entitled to such holder’s or its designee’s balance account with
DTC through its Deposit/Withdrawal at Custodian system, or (2) if the Transfer Agent is not
participating in the DTC Fast Automated Securities Transfer Program, issue and deliver (via
reputable overnight courier) to the address as specified in such Conversion Notice, a certificate,
registered in the name of such holder or its designee, for the number of shares of Common Stock
to which such holder shall be entitled. If the number of shares of Series C Preferred Stock
represented by the Series C Preferred Stock Certificate(s) submitted for conversion pursuant to
Section L.1(e)}(3)(A) is greater than the number of shares of Series C Preferred Stock being
converted, then the Corporation shall, as soon as practicable and in no event later than three (3)
Trading Days after receipt of the Series C Preferred Stock Certificate(s) and at its own expense,
issue and deliver to such holder (or its designee) a new Series C Preferred Stock Certificate
representing the number of shares of Series C Preferred Stock not so converted, The person or
entity entitled to receive the shares of Common Stock issuable upon an optional conversion of
Series C Preferred Stock shall be treated for all purposes as the record holder or holders of such
shares of Common Stock on the Conversion Date.

(iv)  “Trading Day” means any day on which the Common Stock 1s
traded on the principal securities exchange securities market on which the Common Stock is then
traded, provided that “Trading Day” shall not include any day on which the Common Stock is
scheduled to trade on such exchange or market for less than 4.5 hours or any day that the Common
Stock is suspended from trading during the final hour of trading on such exchange or market (or if
such exchange or market does not designate in advance the closing time of trading on such
exchange or market, then during the hour ending at 4:00:00 p.m., New York time) unless such day







1s otherwise designated as a Trading Day in writing by the holder converting the relevant shares
of Series C Preferred Stock pursuant to this Section 1.1(e).

(v)  Corporation’s Failure to Timely Convert. If the Corporation shall
fail, for any reason or for no reason, on or prior to the applicable Share Delivery Deadline, to issue

to a holder a certificate for the number of shares of Common Stock to which such holder is entitled
and register such shares of Common Stock on the Corporation’s share register or to credit such
holder’s or its designee’s balance account with DTC for such number of shares of Common Stock
to which such holder is entitled upon such holder’s conversion pursuant to this Section 1.1(¢) (a
“Conversion Failure”), and if on or after such Share Delivery Deadline such holder purchases (in
an open market transaction or otherwise) shares of Common Stock to deliver in satisfaction of a
sale by such holder of all or any portion of the number of shares of Common Stock, or a sale of a
number of shares of Common Stock equal to all or any portion of the number of shares of Common
Stock, issuable upon such conversion that such holder so anticipated receiving from the Company,
then, in addition to all other remedies available to such holder, the Company shall, within three (3)
Trading Days after receipt of such holder's request and in such holder’s discretion, cither: (I) pay
cash to such holder in an amount equal to such holder’s total purchase price (including brokerage
commissions and other out-of-pocket expenses, if any) for the shares of Common Stock so
purchased (including, without limitation, by any other individual or entity in respect, or on behalf,
of such holder) (the “Buy-In Price”), at which point the Company’s obligation to so issu¢ and
deliver such certificate or credit such holder’s balance account with DTC for the number of shares
of Common Stock to which such holder would have been entitled upon such holder’s conversion
hereunder (as the case may be) (and to issue such shares of Common Stock) shall terminate, or (II)
promptly honor its obligation to so issue and deliver to such holder a certificate or certificates
representing such shares of Common Stock or credit such holder’s balance account with DTC for
the number of shares of Common Stock to which such holder is entitled upon such holder’s
conversion hereunder (as the case may be) and pay cash to such holder in an amount equal to the
excess (if any) of the Buy-In Price over the product of (x) such number of shares of Common
Stock multiplied by (y) the lowest closing sale price of the Common Stock on any Trading Day
during the period commencing on the date of the applicable Conversion Notice and ending on the
date of such issuance and payment under this clause (II).

(f)  Redemption.

(1) Mandatory Redemption. Unless prohibited by Nevada law governing
distributions to stockholders of a corporation, the Series C Preferred Stock shall be redeemed (a
“Mandatory Redemption™) by the Corporation at a price equal to the Stated Value for such share of
Series C Preferred Stock, plus an amount per share equal to the Stated Value of any shares of Series
C Preferred Stock that are issuable as the result of accrued, but unpaid, PIK Dividends (the
“Redemption Price”), if the Requisite Holders provide written notice of redemption to the
Corporation on or after the eighteen (18) month anniversary of the Original Issue Date, which notice
may only be so provided if on or after such date the Common Stock of the Corporation is not listed
on a Trading Market (the date selected by the Corporation that is within thirty (30) days following
the date that the Corporation receives such notice is referred to as the “Redemption Date”), If on the
Redemption Date Nevada law governing distributions to stockholders of a corporation prevents the
Corporation from redeeming all outstanding shares of Series C Preferred Stock to be redeemed, the
Corporation shall ratably redeem the maximum number of shares of Series C Preferred Stock that







it may redeem consistent with such law, and shall redeem the remaining shares as soon as it may
lawfully do so under such law, If the Corporation fails to pay the Redemption Price in full and
redeem all outstanding shares of Series C Preferred Stock on the Redemption Date, then PIK
Dividends shall accrue as specified in Section 1.1(c)(ii) hereof.

(i)  Redemption Notice, The Corporation shall send written notice of the
Mandatory Redemption (the “Redemption Notice™) to each holder of record of Series C Preferred
Stock not less than ten (10) days prior to the Redemption Date. The Redemption Notice shall
state:

(A)  the number of shares of Series C Preferred Stock held by the
holder that the Corporation shall redeem on the Redemption Date specified in the Redemption
Notice;

(B)  the Redemption Date and the Redemption Price; and

(C)  for holders of shares in certificated form, that the holder is
to surrender to the Corporation, in the manner and at the place designated, his, her or its certificate
or certificates representing the shares of Series C Preferred Stock to be redeemed.

(i) Surrender of Certificates: Payment. On or before the Redemption
Date, each holder of shares of Series C Preferred Stock to be redeemed on the Redemption Date,
shall, if a holder of shares in certificated form, surrender the certificate or certificates representing
such shares (or, if such registered holder alleges that such certificate has been lost, stolen or
destroyed, a lost certificate affidavit and agreement reasonably acceptable to the Corporation to
indemnify the Corporation against any claim that may be made against the Corporation on account
of the alleged loss, theft or destruction of such certificate) to the Corporation, in the manner and
at the place designated in the Redemption Notice, and thereupon the Redemption Price for such
shares shall be payable to the order of the person whose name appears on such certificate or
certificates as the owner thereof,

(iv)  Redeemed or Otherwise Acquired Shares. Any shares of Series C
Preferred Stock that are redeemed or otherwise acquired by the Corporation or any of its
subsidiaries shall be automatically and immediately cancelled and retired and shall not be reissued,
sold or transferred.

(g)  Waiver; Amendment. Any of the rights, powers, privileges and other terms
of the Series C Preferred Stock set forth herein may be waived or amended on behalf of all holders
of Series C Preferred Stock by the affirmative written consent or vote of the Requisite Holders.

(h)  Notices. Except as otherwise provided herein, any notice required or
permitted by the provisions of this Section 1.1 to be given to a holder of shares of Series C
Preferred Stock shall be mailed, postage prepaid, to the post office address last shown on the
records of the Corporation, or given by electronic communication in compliance with Section 78
of the Nevada Revised Statutes, and shall be deemed sent upon such mailing or electronic
transmission.







Section 1.2 Withholding, The Corporation agrees that, provided that a holder of the
Corporation’s capital stock delivers to the Corporation a properly executed IRS Form W-9
certifying as to such holder's complete exemption from backup withholding (or, if such holder is
a disregarded entity for U.S. federal income tax purposes, its regarded owner’s complete
exemption from backup withholding), under current law the Corporation (including any paying
agent of the Corporation) shall not be required to, and shall not, withhold on any payments or
deemed payments to any such holder. In the event that any holder of the Corporation’s capital
stock fails to deliver to the Corporation such properly executed IRS Form W-9, the Corporation
reasonably believes that a previously delivered IRS W-9 is no longer accurate and/or valid, or there
is a change in law that affects the withholding obligations of the Corporation, the Corporation and
its paying agent shall be entitled to withhold taxes on all payments made to the relevant holder in
the form of cash or to request that the relevant holder promptly pay the Corporation in cash any
amounts required to satisfy any withholding tax obligations. In the event that the Corporation does
not have sufficient cash with respect to any such holder from withholding on cash payments
otherwise payable to such holder and cash paid to the Corporation by such holder to the
Corporation pursuant to the immediately preceding sentence, the Corporation and its paying agent
shall be entitled to withhold taxes on deemed payments, including PIK Dividends and constructive
distributions, on the Series C Preferred Stock to the extent required by law, and the Corporation
and its paying agent shall be entitled to satisfy any required withholding tax on non-cash payments
(including deemed payments) through a sale of a portion of the Series C Preferred Stock received
as a PIK Dividend or from cash dividends or sales proceeds subsequently paid or credited on the
Series C Preferred Stock.

[Remainder of Page Intentionally Blank; Signature Page Follows]







IN WITNESSS WHEREOQF, the undersigned officer, for and on behalf of Applied
Blockchain, Inc., has signed this Certificate of Designations this 15th day of April, 2021,

\Nn | s

Wesley Cumm‘}ﬁs, CEO
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Exhibit No. 31.1
CERTIFICATION
I, Wesley Cummins, certify that:

1. Thave reviewed this Annual Report on Form 10-Q for the quarter ended February 28, 2022 of Applied Blockchain, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of
the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results
of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-
15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material
information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal
control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors
and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely
affect the registrant’s ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial
reporting.

4879-3802-1663v.1



Date: May 13, 2022 By: /s/ Wesley Cummins

Wesley Cummins, Chief Executive Officer, Treasurer, Chairperson of
the Board and Director (Principal Executive Officer)
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Exhibit No. 31.2
CERTIFICATION
1, David Rench, certify that:

1. Thave reviewed this Annual Report on Form 10-Q for the quarter ended February 28, 2022 of Applied Blockchain, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of
the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results
of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-
15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material
information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal
control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors
and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely
affect the registrant’s ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial
reporting.
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Date: May 13, 2022 By: /s/ David Rench

David Rench, Chief Financial Officer (Principal Financial and
Accounting Officer)
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Exhibit No. 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on Form 10-Q for the quarter ended February 28, 2022 of Applied Blockchain, Inc. (the “Company”) as filed with the Securities and
Exchange Commission on the date hereof (the “Report”),Wesley Cummins, Chief Executive Officer of the Company, certifies, to the best of his knowledge, pursuant to 18

U.S.C. §1350, as adopted pursuant to §906 of the Sarbanes-Oxley Act of 2002, that:

(1)  The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2)  The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

Date: May 13,2022 By: /s/ Wesley Cummins

Chief Executive Officer, Treasurer, Chairperson of the Board and
Director (Principal Executive Officer)
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Exhibit No. 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on Form 10-Q for the quarter ended February 28, 2022 of Applied Blockchain, Inc. (the “Company”) as filed with the Securities and
Exchange Commission on the date hereof (the “Report”), David Rench, Chief Financial Officer of the Company, certifies, to the best of his knowledge, pursuant to 18 U.S.C.

§1350, as adopted pursuant to §906 of the Sarbanes-Oxley Act of 2002, that:

(1)  The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2)  The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

Date: May 13, 2022 By: /s/ David Rench

Chief Financial Officer Chief Financial Officer (Principal Financial
and Accounting Officer)
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