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Check whether the issuer (1) filed all reports required to be filed by Section 13 or 15(d) of the Exchange Act during the past 12 months (or for
such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing requirements for the past 90
days. Yes x No ~

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes © No x
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BIODELIVERY SCIENCES INTERNATIONAL, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

June 30,
December 31,
2007 2006
(Unaudited)
ASSETS
Current assets:
Cash and cash equivalents $ 1,648,022 $ 2,172,104
Accounts receivable 15,207 42,118
Due from related party 45,469 8,523
Prepaid expenses and other current assets 121,574 180,863
Total current assets 1,830,272 2,403,608
Equipment, net 255,472 379,654
Goodwill 2,715,000 2,715,000
Other intangible assets:
Licenses 1,848,966 1,941,942
Acquired product rights 1,848,300 1,938,462
Total other intangible assets 3,697,266 3,880,404
Deferred loan costs 463,268
Total assets $ 8,498,010 $ 9,841,934
LIABILITIES AND STOCKHOLDERS DEFICIT

Current liabilities:
Notes payable $ $ 1,000,000
Notes payable, related parties 1,474,999
Accounts payable and accrued liabilities 1,794,033 2,032,765
Due to related parties 2,663,809 1,001,177
Deferred revenue 70,360 70,360
Dividends payable 152,803
Derivative liability (Note 6) 11,944,397 7,795,931
Total current liabilities 17,947,598 12,053,036
Convertible notes payable, less current maturities 4,003,250
Total liabilities 17,947,598 16,056,286
Commitments and contingencies (Note 9)
Stockholders deficit:
Series A Preferred stock, $.001 par value; 1,647,059 shares designated, 0 and 1,647,059 shares issued
and outstanding in 2007 and 2006, respectively 3,705,883
Series B Preferred stock, $.001 par value, 941,177 shares designated, 0 and 341,176 shares issued and
outstanding in 2007 and 2006, respectively 1,450,000
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Series C Preferred stock, $.001 par value; 1,647,059 shares designated, 9,570 and 0 issued and
outstanding in 2007 and 2006, respectively

Common stock, $.001 par value; 45,000,000 shares authorized, 19,016,532 and 14,048,637 shares issued;
19,001,041 and 14,033,146 shares outstanding in 2007 and 2006, respectively 19,018
Additional paid-in capital 54,911,374

44,021

See notes to condensed consolidated financial statements
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BIODELIVERY SCIENCES INTERNATIONAL, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

June 30,
December 31,
2007 2006
(Unaudited)

Treasury stock, at cost, 15,491 shares, 2007 and 2006 (47,183) (47,183)
Accumulated deficit (64,376,818) (43,469,710)
Total stockholders deficit (9,449,588) (6,214,352)
Total liabilities and stockholders deficit $ 8,498,010 $ 9,841,934

See notes to condensed consolidated financial statements
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BIODELIVERY SCIENCES INTERNATIONAL, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2007 AND 2006

Sponsored research revenues
License fees and royalties, related parties
Research fees/consulting

Expenses:

Research and development

Related party research and development
Product development costs

General and administrative

Related party general and administrative

Total expenses

Loss from operations

Other income, net

Interest expense, net
Derivative gain (loss)

Loss on extinguishment of debt

Loss before income taxes

Income tax benefit (expense)

Net loss

Preferred stock dividends
Constructive dividends

Loss attributable to common stockholders

Per share amounts, basic and diluted:
Loss attributable to common stockholders

Weighted average common stock shares outstanding basic and diluted

Table of Contents

Three Months Ended Six Months Ended
June 30, June 30,
2007 2006 2007 2006
$ $ 7,196 $ $ 24,349
19,540 17,792 37,670 38,605
25,000 10,000
19,540 24,988 62,670 72,954
1,349,167 2,242,805 3,211,989 4,166,032
1,685,854 331,847 3,058,668 1,449,701
746,591
1,010,550 840,377 2,211,103 1,633,583
4,402 25,386 8,302 45,289
4,049,973 3,440,415 8,490,061 8,041,196
(4,030,433) (3,415,427) (8,427,391) (7,968,242)
7,663
(646,005) (551,879) (1,336,458) (1,099,773)
4,090,612 982,030 (3,677,501) 398,371
(3,595,169) (3,595,169)
(4,180,995) (2,985,276) (17,036,519) (8,661,981)
(4,180,995) (2,985,276) (17,036,519) (8,661,981)
(16,268) (32,357)
(3,870,588)
$ (4,180,995) $ (3,001,544) $(20,907,107) $ (8,694,338)
$ 0.22) $ 0.23) $ (1.24) $ (0.70)
19,001,041 12,945,838 16,925,440 12,415,936
7

See notes to condensed consolidated financial statements
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BIODELIVERY SCIENCES INTERNATIONAL, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF STOCKHOLDERS DEFICIT

Series A

Preferred Stock

Shares

Amount

1,647,059 $ 3,705,883

(1,647,059)

(3,705,883)

FOR THE SIX MONTHS ENDED JUNE 30, 2007

(Unaudited)
Series B Series C
Preferred Stock Preferred stock
Shares Amount Shares Amount Shares
341,176  $ 1,450,000 14,048,637
212,176
73,964
833,871
1,757,454
52,539
1,647,059 7,576,471
(341,176)  (1,450,000) 341,176
(1,637,489) (7,532,450) 1,637,489
59,226
0 $ 0 9,570 $ 44,021

Common Stock

Amount
$ 14,049

212

834

1,758

53

341

1,638

See notes to condensed consolidated financial statements

Additional
Paid-In
Capital

$ 32,132,609

207,413
521,180
249,926
3,234,586

4,055,643

201,101

5,175,701

1,449,659

7,530,812

152,744

19,016,532 $ 19,018 $54,911,374

Total

Treasury Accumulated Stockhold
Stock Deficit Deficit

$(47,183) $(43,469,710) $ (6,214,

207,
521,
250,
3,235,

4,057

201,

5,175,

3,870,

152,
(3,870,588) (3,870,

(17,036,519) (17,036,

$(47,183) $(64,376,818) $ (9,449,
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BIODELIVERY SCIENCES INTERNATIONAL, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Operating activities:
Net loss

(Unaudited)

Adjustments to reconcile net loss to net cash flows from operating activities:

Expenses paid through the issuance of common stock
Expenses paid through the issuance of warrants
Depreciation and amortization

Derivative loss (gain)

Loss on extinguishment of debt

Accretion of interest on convertible debentures
Stock-based compensation

Changes in assets and liabilities:

Accounts receivable

Prepaid expenses and other current assets
Accounts payable and accrued expenses

Net cash flows from operating activities

Investing activities:
Purchase of equipment

Net cash flows from investing activities

Financing activities:

Proceeds from issuance of common stock

Proceeds from exercise of stock options

Proceeds from notes payable and warrants sale, related parties
Payment on notes payable

Proceeds from exercise of common stock warrants

Proceeds from related party borrowings, net

Net cash flows from financing activities

Net change in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

See notes to condensed consolidated financial statements
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Six Months Ended

June 30, 2007
$(17,036,519)
201,154

315,426
3,677,501
3,595,169

680,647

207,413

(10,033)

522,557
(238,734)

(8,085,419)

(8,107)

(8,107)

250,000
521,392
2,900,000
(1,000,000)
3,235,420
1,662,632

7,569,444

(524,082)
2,172,104

$ 1,648,022

June 30,
2006

$ (8,661,981)
16,261
830,281
357,449

(398,371)

715,160
50,291

(40,865)
280,796
(61,288)

(6,912,267)

(6,859)

(6,859)

6,975,900

265,419

7,241,319

322,194
4,914,735

$ 5,236,929
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BIODELIVERY SCIENCES INTERNATIONAL, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)
SUPPLEMENTAL DISCLOSURE OF CASH FL.OW INFORMATION
Non-cash investing and financing activities:

The Company converted $4,057,401 and $289,988 of convertible notes payable through the issuance of 1,757,454 and 118,363 shares of
common stock to Laurus Master Fund Ltd. during the six months ended June 30, 2007 and 2006, respectively.

The Company converted $201,154 and $16,261 of interest payable through the issuance of 52,539 and 6,637 shares of common stock to Laurus
Master Fund Ltd. during the six months ended June 30, 2007 and 2006, respectively.

The Company reclassified derivative liabilities of $5,175,701 and $300,664 from debt to equity during the six months ended June 30, 2007 and
2006, respectively, as a result of the conversions of notes payable and interest to which the derivative related.

The Company paid $152,803 of accrued dividends payable through the issuance of 59,226 shares of common stock with a fair value of $152,803
during the six months ended June 30, 2007.

The Company recorded a constructive dividend of $3,870,588 related to the redemption of Series A Non-Voting Convertible Preferred Stock
during the six months ended June 30, 2007.

See notes to condensed consolidated financial statements
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BIODELIVERY SCIENCES INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED STATEMENTS
FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2007 AND 2006

(Unaudited)

1.  Basis of presentation:

The condensed consolidated balance sheet of BioDelivery Sciences International, Inc., together with its wholly-owned subsidiaries, Arius
Pharmaceuticals, Inc. ( Arius One ) and Arius Two, Inc. ( Arius Two ) and its majority-owned subsidiary, Bioral Nutrient Delivery, LLC ( BND

and, collectively with Arius and Arius Two, the Company or we , us or similar terminology) as of June 30, 2007, and the condensed consolidated
statements of operations for the three and six months ended June 30, 2007 and 2006 have been prepared by the Company without audit. In the

opinion of management, all adjustments (which include only normal recurring adjustments) necessary to present fairly the financial position,

results of operations and cash flows at June 30, 2007 and for all periods presented, have been made. The accompanying consolidated financial

statements include the accounts of BioDelivery Sciences International, Inc. and its subsidiaries, Arius One, Arius Two and BND. All

intercompany accounts and transactions have been eliminated. BND became substantially inactive as of September 30, 2005.

Certain information and footnote disclosures normally included in financial statements prepared in accordance with accounting principles

generally accepted in the United States of America have been condensed or omitted pursuant to the Securities and Exchange Commission ( SEC )
rules and regulations. These condensed consolidated financial statements should be read in conjunction with the audited consolidated financial
statements and notes thereto for the year ended December 31, 2006, included in the Company s 2006 Annual Report on Form 10-KSB, filed with

the SEC on April 17,2007 ( 2006 Annual Report ). As used herein, the term Common Stock means the Company s common stock, par value $.001
per share.

The results of operations for the three and six months ended June 30, 2007 are not necessarily indicative of results that may be expected for any
other interim period or for the full fiscal year. Readers of this report are encouraged to review the risk factors relating to the Company which are
set forth in the 2006 Annual Report.

The Company currently generates revenue from licensing, milestone payments and royalties, as well as from grants. Ultimately, if approval of
licensed products and formulations is secured from the U.S. Food and Drug Administration ( FDA ), the Company s goal is to augment these
revenues from sales of such products and formulations, on which royalties will be paid to licensors. The Company is also required to make
certain license payments to such licensors in accordance with applicable agreements.

2. New accounting pronouncements:

In February 2007, the FASB issued SFAS 159, The Fair Value Option for Financial Assets and Financial Liabilities . SFAS 159 permits entities
to choose to measure financial instruments and certain other items at fair value that are not currently required to be measured at fair value. The
decision to elect the fair value option may be applied instrument by instrument, is irrevocable, and is applied to the entire instrument and not to
only specified risks, specific cash flows or portions of that instrument. An entity is restricted in choosing the dates to elect the fair value option
for an eligible item. Adoption of SFAS 159 is effective for the Company on January 1, 2008. Early adoption is permitted, provided the entity

also elects to apply the provisions of SFAS 157, Fair Value Measurements . Management of the Company is currently evaluating the potential
impact of SFAS 159 on the Company s financial condition, results of operations, and liquidity.

Table of Contents 11
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BIODELIVERY SCIENCES INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED STATEMENTS
FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2007 AND 2006

(Unaudited)

3. Liquidity and management s plans:

Since inception, the Company has financed its operations principally from the sale of equity securities, proceeds from short-term borrowings or
convertible notes, and from funded research arrangements. The Company has not generated revenue from the sale of any product but has
generated revenues from licensing arrangements, research fees and sponsored research in 2007 and 2006. The Company intends to finance its
research and development and commercialization efforts and its working capital needs from existing cash, new sources of financing, licensing
and commercial partnership agreements and, potentially, through the exercise of outstanding Common Stock purchase warrants.

Significant fundings in 2005 and 2006 have consisted of:

Proceeds from an Equity Line of Credit Agreement with Hopkins Capital Group II, LLC ( HCG ), a principal stockholder of
the Company which is controlled and partially-owned by the Company s Chairman. Pursuant to the Equity Line Agreement
as amended, HCG, at the Company s request, was to invest up to $4.0 million in the Company from August 23, 2004
through December 31, 2006 in consideration of shares of a newly created class of Series B Convertible Preferred Stock

( Series B Preferred ). As of December 31, 2006, the Equity Line Agreement terminated with $1.45 million having been
drawn thereunder. On January 10, 2007, HCG converted 341,176 shares of Series B Preferred (consisting of all said Series

B Preferred then outstanding) into 341,176 shares of Common Stock. No other consideration was paid. HCG also acquired
59,226 shares of Common Stock pursuant to the payment of $152,803 accrued and unpaid dividends on the Series B
Preferred;

$5,000,000 secured convertible debt financings with Laurus Master Fund, Ltd. ( Laurus ) (see Note 5); and

$7,000,000 sale of Common Stock in 2006, consisting of 2 million shares of Common Stock issued to CDC IV, LLC, as
successor in interest to Clinical Development Capital, LLC (collectively CDC ), $2,416,667 of which had been received
and recorded as a deposit during the first quarter of 2006 pursuant to a Clinical Development and License Agreement,
dated July 15, 2005, between the Company and CDC (the CDLA ) relating to the development of the Company s BEMA
Fentanyl product.

The Company secured additional financings or commitments during the six months ended June 30, 2007 as follows:

$1,900,000 loan from CDC (see Note 4);

$1,000,000 loan from HCG (see Note 4);

Obtained $5 million commitment from HCG to purchase (prior to September 30, 2007) certain royalty rights (see Note 4).

Table of Contents 12
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Received $250,000 from the sale of Common Stock to Sigma Tau Industrie Farmaceutiche Riunite S.p.A ( Sigma-Tau ) in
January 2007 pursuant to a previously executed Stock Purchase Agreement;

Received approximately $520,000 from the exercise of Common Stock options;
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BIODELIVERY SCIENCES INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED STATEMENTS
FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2007 AND 2006

(Unaudited)

3. Liquidity and management s plans (continued):

Received proceeds of approximately $3,200,000 from the exercise of Common Stock warrants held by Laurus; and
Additionally, Laurus converted all debt remaining ($4,057,401) under its February and May 2005 convertible notes with the Company to
Common Stock during this period.

The Company s existing cash and cash equivalents together with anticipated subsequent funding and available financings are considered by
management to be sufficient to finance the Company s basic operations (minimal research and development activities), capital expenditures and
debt obligations through the end of calendar 2007.

Additional capital will be required in order to proceed with the Company s planned expanded development activities around the Company s lead
product, BEMA Fentanyl. Management is currently negotiating with a number of funding sources, including potential commercial partners in
regard to the distribution rights for BEMA Fentanyl in the United States. Management believes that the Company will be able to secure such
funding at levels sufficient to support planned expanded operations, which operations would include, assuming regulatory approval, of which no
assurance can be given, the U.S. commercial launch of BEMA Fentanyl and investments in other Company products in development. However,
there can be no assurance that additional capital, through a BEMA Fentanyl commercial partnership or otherwise, will be available on favorable
terms, if at all, or that such expanded operations will be initiated or maintained. Management believes that should a U.S. distribution partnership
be consummated, the costs for expanded operations would be paid at least in part by the distribution partner. If adequate funds either through a
financial or distribution partner are not available, the Company would be required to significantly reduce or refocus its planned expanded
operations (conduct only the basic operations as discussed in the preceding paragraph) or to obtain funds through arrangements that may require
it to relinquish rights to certain technologies and drug formulations or potential markets, either of which could have a material adverse effect on
the Company s financial condition in 2007, 2008 and beyond.

4. Notes payable, related parties:
Notes payable, related parties at June 30, 2007 consists of the following:

Note payable, HCG (1) $ 1,000,000
Note payable, CDC (stockholder) (2) 1,900,000
Less unamortized discount (see Note 6) (1,425,001)
Total at June 30, 2007 $ 1,474,999

(1)  On March 30, 2007, HCG funded a $1.0 million unsecured, non-interest bearing note, due September 30, 2007. As consideration for
the loan made by HCG, the Company granted HCG the right, for a period of six months, to participate in and enter into a royalty
purchase agreement. The consideration to be paid upon exercise of the right, which can be demanded by either the Company or HCG
at any time before September 30, 2007, is $5.0 million. The royalty is to be paid based on a low, single digit tiered percentage of net

Table of Contents 14
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sales of the BEMA Fentanyl once the product is approved and commercial sales begin. In addition, if the royalty purchase agreement
is entered into, the Company would issue a warrant to HCG to purchase 475,000 shares of Common Stock at $5.55 per share (the
closing price on April 2, 2007). No assurances can be given that either the Company or HCG will elect to enter into the royalty
purchase agreement.
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BIODELIVERY SCIENCES INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED STATEMENTS
FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2007 AND 2006

(Unaudited)

4. Notes payable; related parties (continued):

(2) On March 12, 2007, the Company closed a one-year, unsecured loan from CDC for $1.9 million, at 10.25% per annum due
March 12, 2008 and a warrant (the New CDC Warrant ) to purchase 1 million shares of Common Stock with an exercise price of
$3.80 per share. The Company is not required to file a registration statement with the Securities and Exchange Commission to
register the shares of Common Stock underlying the New CDC Warrant for a period of one year from loan closing (i.e., a registration
statement must be filed by March 12, 2008). CDC was also granted piggyback registration rights with respect to such shares of
Common Stock which come into effect only after March 12, 2008. The New CDC Warrant contains weighted average anti-dilution
protection.

5. Convertible notes payable:

On April 10, 2007, the Company entered into a fifth amendment to the May 2005 convertible note with Laurus. Pursuant to the Fifth
Amendment, Laurus agreed: (i) to exercise an aggregate of 833,871 warrants previously issued to Laurus to purchase a like number of shares of
Common Stock, resulting in cash proceeds of approximately $3.2 million to the Company and (ii) to defer all principal payments under the
Company s May 2005 note with Laurus to July 1, 2008. In consideration of these agreements, the Company issued to Laurus a new warrant to
purchase 833,871 shares of Common Stock at $5.00 per share. The Company agreed to file by May 25, 2007 a registration statement registering
the shares underlying such warrant, together with certain other shares of Common Stock beneficially held by Laurus (such statement was filed
on May 24, 2007 and declared effective by the SEC on June 29, 2007). Subsequent to the conclusion of the first quarter 2007, Laurus converted
all outstanding principal and interest under its May 2005 note into shares of Common Stock. As a result, as of the date of this Report, all
principal and interest under the Company s February and May 2005 convertible notes with Laurus has been either paid or fully converted into
shares of Common Stock.

The Company applied the provisions of EITF 06-06 Debtor s Accounting for Modification (or exchange) of Convertible Debt Instruments to the
above amendment dated April 10, 2007. Since the post-modification present value of the cash flows to the lender, including the approximately
$3,747,000 fair value of the new warrants, exceeded the fair value of such cash flows before the modification by more than 10%, the debt
modification was accounted for as a debt extinguishment. As such, the debt was adjusted to its fair value; the $151,497 excess of the carrying

value of the debt over its fair value (gain) net of the $3,746,666 fair value of the warrants was recorded as a loss on extinguishment of debt.

Activity with respect to the Company s February and May 2005 convertible notes payable with Laurus during the six months ended June 30,
2007 was as follows:

Carrying value at January 1, 2007 $ 4,003,250

Conversion of debt to equity through April 25, 2007 (4,057,401)
Extinguishment of debt (151,497)
Accretion of discount 205,648

Carrying value at June 30, 2007 $

During the six months ended June 30,2007, the Company wrote off approximately $463,000 in deferred loan costs associated with the Laurus
February and May convertible note.
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BIODELIVERY SCIENCES INTERNATIONAL, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED STATEMENTS

FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2007 AND 2006

(Unaudited)

6. Derivative Financial Instruments:

The Company generally does not use derivative instruments to hedge exposures to cash-flow risks or market-risks that may affect the fair values
of its financial instruments. However, certain other financial instruments, such as warrants and embedded conversion features that are indexed to
the Company s Common Stock, are classified as liabilities when either (a) the holder possesses rights to net-cash settlement or (b) physical or

net-share settlement is not within the control of the Company. In such instances, net-cash settlement is assumed for financial accounting and

reporting, even when the terms of the underlying contracts do not provide for net-cash settlement. Such financial instruments are initially
recorded at fair value and subsequently adjusted to fair value at the close of each reporting period.

Significant new derivatives instruments (liabilities) issued during the six months ended June 30, 2007 consisted of Common Stock warrants
issued to CDC in connection with the March 12, 2007 note payable to CDC (see Note 4). Additionally, warrants were issued to Laurus during

the three months ended June 30, 2007 in connection with the April 10, 2007 debt modification which was also were accounted for as derivative

liabilities (see Note 5).

The derivative liability is composed of the following:
Embedded beneficial conversion option in the Laurus convertible debt
Free standing warrants

Total

Shares into which derivative liability can be settled:
Embedded beneficial conversion option
Free standing warrants

Total

Derivative gain (loss) in the accompanying statement of operations is related
to

the individual derivatives as follows:

Embedded beneficial conversion option

Free standing warrants

Total

11
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June 30, 2007
$
11,944,397

$ 11,944,397

June 30, 2007

4,147,265

4,147,265

Three months ended
June 30,
2007 2006

December 31, 2006
$ 1,993,655
5,802,276

$ 7,795,931

December 31,
2006

1,862,331
69,274

1,931,605

Six months ended

June 30,
2006

$ (567,033) $964,745 $(3,430,698) $397,678

4,657,645 17,285

(246,803) 693

$4,090,612 $982,030 $(3,677,501)  $ 398,371
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(Unaudited)

7.  Stockholders equity:
Common stock:

During the six months ended June 30, 2007, under its convertible debt arrangements with Laurus, the debt holder opted to convert $4,057,401 of
debt into 1,757,454 shares of Common Stock and further opted to be paid accrued interest of $201,154 in the form of 52,539 shares of Common
Stock.

On January 24, 2007, Sigma Tau acquired 73,964 shares of Common Stock at a price of $3.38 per share for aggregate proceeds to the Company
of $0.25 million in accordance with their Stock Purchase Agreement. The Stock Purchase Agreement dated January 20, 2005 provides for
certain development milestones and purchases of stock thereof. No other consideration was paid.

On February 22, 2007, all 1,647,059 shares of the Company s Series A Preferred (which were issued to the former stockholders of Arius One
upon the Company s acquisition of Arius One in August 2004) were exchanged with the holders thereof via redemption for an identical number
of shares of newly designated Series C Non-Voting Convertible Preferred Stock ( Series C Preferred ). The rights associated with the Series C
Preferred Stock are identical to those associated with the Series A Preferred in all material respects except that the Series C Preferred has
different terms of conversion into shares of Common Stock. The rights relating to Series C Preferred are as follows:

Dividend Rights. Holders of Series C Preferred shall be entitled to receive, pari passu with holders of Common Stock all
cash or in-kind dividends or distributions on an as converted basis from time to time at any time declared, set aside, or paid
by the Company in an amount that would have been received by the holders of Series C Preferred (assuming, for purposes
of the calculation, that the holders of Series C Preferred had lawfully converted such Series C Preferred into shares of
Common Stock immediately prior to the record date for determining the holders of Common Stock entitled to receive such
distribution at the then-applicable Series C Stock Conversion Rate (as defined in the Certificate of Designations for the
Series C Preferred (the Series C Certificate of Designations )), in each case only when, as and if declared by the Board of
Directors of the Company, and, in the case of cash dividends, only out of funds that are legally available therefore. Such
dividends shall be non-cumulative.

Voting Rights. The holders of shares of Series C Preferred shall not have any voting or approval rights whatsoever except
as expressly set forth herein. Notwithstanding the foregoing, the Company shall not amend or modify the Series C
Certificate of Designations without the prior written consent of the holders of a majority of the then outstanding shares of
Series C Preferred.

Liquidation Rights. Upon any Liquidation Event (as defined in the Series C Certificate of Designations),
subject to the rights and preferences of any shares of the Company s preferred stock having liquidation rights
senior to those of the Series C Preferred, the assets and funds of the Company legal