Edgar Filing: Professional Diversity Network, Inc. - Form PRE 14A

Professional Diversity Network, Inc.
Form PRE 14A
September 01, 2016

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

SCHEDULE 14A

Proxy Statement Pursuant to Section 14(a) of the
Securities Exchange Act of 1934

Filed by the Registrant

Filed by a Party other than the Registrant
Check the appropriate box:

Preliminary Proxy Statement

Confidential, for Use of the Commission Only (as permitted by Rule 14a-6(¢e)(2))
Definitive Proxy Statement

Definitive Additional Materials

Soliciting Material Pursuant to §240.14a-12

Professional Diversity Network, Inc.

(Name of Registrant as Specified In Its Charter)

(Name of Person(s) Filing Proxy Statement, if other than the Registrant)

Payment of Filing Fee (Check the appropriate box):

X
)

No fee required.
Fee computed on table below per Exchange Act Rules 14a-6(i)(1) and 0-11.
(1) Title of each class of securities to which transaction applies:

(2) Aggregate number of securities to which transaction applies:

(3)Per unit price or other underlying value of transaction computed pursuant to Exchange Act Rule 0-11
(set forth the amount on which the filing fee is calculated and state how it was determined):

(4)Proposed maximum aggregate value of transaction:
(5)Total fee paid:

Fee paid previously with preliminary materials.

Check box if any part of the fee is offset as provided by Exchange Act Rule 0-11(a)(2) and identify the
filing for which the offsetting fee was paid previously. Identify the previous filing by registration
statement number, or the Form or Schedule and the date of its filing.

(1) Amount previously paid:



Edgar Filing: Professional Diversity Network, Inc. - Form PRE 14A

(2)Form, Schedule or Registration Statement No.:
(3)Filing Party:

(4)Date Filed:




Edgar Filing: Professional Diversity Network, Inc. - Form PRE 14A

NOTICE OF SPECIAL MEETING OF STOCKHOLDERS
Dear Stockholder:

On behalf of the Board of Directors, you are cordially invited to attend a Special Meeting of Stockholders (the “Special
Meeting”) of Professional Diversity Network, Inc. (the “Company”). The meeting will be held at the offices of the
Company located at 801 W. Adams Street, Suite 600, Chicago, Illinois 60607, on [ ], 2016, at 8:00 a.m., Central
Time.

At the meeting you will be asked to vote on proposals:

To approve, in accordance with Nasdaq Listing Rule 5635(b), the issuance and sale (the “Share Issuance”) to Cosmic
Forward Limited (“CFL”) at a price of $1.20 per share (the ‘“Per Share Price”), a number of shares of our common stock,
par value $0.01 per share (the “Common Stock™), such that, after giving effect to the consummation of the transactions
“contemplated by the Stock Purchase Agreement dated August 12, 2016, by and between CFL and the Company (the
“Purchase Agreement”), CFL will beneficially own 51% of the outstanding shares of Common Stock on a

fully-diluted basis (the “Nasdaq Approval Proposal”);

To approve and adopt a proposal to amend the Company’s certificate of incorporation, as amended to date (the
2.“Certificate”), to increase the number of authorized shares of Common Stock from 25,000,000 to 45,000,000 (the
“Authorized Shares Proposal”); and

To approve the adjournment of the Special Meeting to a later date or time, if necessary, to solicit additional proxies
in the event that (a) a quorum is not present at the Special Meeting or (b) there are not sufficient affirmative votes
“present at the Special Meeting to adopt the Nasdaq Approval Proposal or Authorized Shares Proposal (the
“Adjournment Proposal”).

The approval of the Nasdaq Approval Proposal and the Authorized Shares Proposal are conditions to the
consummation of the Share Issuance. If either of the Nasdaq Approval Proposal or Authorized Shares Proposal is not
approved by our stockholders, we will not consummate any of the transactions contemplated by the Purchase
Agreement.

We will hold our annual meeting on September 26, 2016. At that meeting, our stockholders will be asked to vote on a
proposal to allow the Company to effect a reverse stock split of our Common Stock in a ratio set by the Board of
Directors following stockholder approval, and to reduce proportionately the number of shares of Common Stock the
Company is authorized to issue. If the reverse stock split is approved by stockholders and implemented by the Board
of Directors, it would not impact the Nasdaq Approval Proposal and the Authorized Shares Proposal, except that the
number of shares to be issued in the Share Issuance would be proportionately reduced; however, the number of shares
sold pursuant to the Purchase Agreement would continue to be an amount that would result in CFL beneficially
owning 51% of the outstanding shares of Common Stock on a fully-diluted basis, after giving effect to the transactions
completed thereby. If you are a stockholder of record as of the record date for our annual meeting of stockholders,
you will receive separate materials with respect to the annual meeting of stockholders.

This notice of special meeting and the accompanying proxy statement and form of proxy are first being sent on or
about [ ], 2016 to our stockholders of record entitled to vote at the Special Meeting.

The Board of Directors has fixed the close of business on [ ], 2016 as the record date for the determination of the
holders of our Common Stock entitled to notice of and to vote on all matters presented at the Special Meeting or at
any adjournment or postponement thereof.
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The Board of Directors has approved the Share Issuance and the increase to our authorized shares because it believes
that these transactions are in the best interests of the Company's stockholders. The Board of Directors recommends
that you vote "FOR" the Nasdaq Approval Proposal, "FOR" the Authorized Shares Proposal and "FOR" the
Adjournment Proposal.

YOUR VOTE IS VERY IMPORTANT. It is important that your shares be represented and voted at the Special
Meeting regardless of the size of your holdings. Whether or not you plan to attend the Special Meeting, please vote
electronically via the Internet, by telephone or by completing, signing, dating and returning the proxy card included
with a paper copy of the proxy statement as promptly as possible. Instructions regarding each of the methods of
voting are provided on the enclosed proxy card. Voting electronically or returning your proxy does NOT deprive you
of your right to attend the Special Meeting and to vote your shares in person for the matters acted upon at the meeting.

By Order of the Board of Directors

James Kirsch

Executive Chairman of the Board of Directors
Chicago, Illinois

[ ],2016
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801 W. Adams Street, Suite 600
Chicago, IL 60607

PROXY STATEMENT

QUESTIONS AND ANSWERS ABOUT THE SPECIAL MEETING OF STOCKHOLDERS
Q: Why am I receiving this proxy statement?

On August 12, 2016, we entered into a Purchase Agreement with CFL. Pursuant to the Purchase Agreement, we
have agreed to issue and sell to CFL, and CFL has agreed to purchase, at a price of $1.20 per share, upon the terms
and subject to the conditions set forth in the Purchase Agreement, a number of shares of our Common Stock such
that, after giving effect to the consummation of the transactions contemplated by the Purchase Agreement, CFL will
beneficially own 51% of the outstanding shares of Common Stock on a fully-diluted basis. In accordance with the
terms of the Purchase Agreement, assuming that the full number of shares offered to be purchased by the Company
_in the Tender Offer (defined below) are purchased, CFL will acquire 17,122,794 shares of Common Stock from the
"Company (subject to reduction for shares purchased by CFL from our existing stockholder pursuant to a
pre-existing co-sale right). Specifically, this existing stockholder (who beneficially owned 1,647,397 shares of
Common Stock as of August 4, 2016) has the right to sell directly to CFL all of the shares of Common Stock he
beneficially owns upon the same terms and conditions as the terms and conditions set forth in the Purchase
Agreement (the “Co-Sale Right”). To the extent the Co-Sale Right is exercised, it will reduce the number of shares of
Common Stock to be purchased by CFL directly from us such that, after giving effect to such exercise, CFL will
beneficially own 51% of the outstanding shares of Common Stock on a fully-diluted basis.

Under Nasdaq’s interpretation of Nasdaq Listing Rule 5635(b), a “change of control” would occur when, as a result of
the issuance of securities, an investor or a group would own, or have the right to acquire, 20% or more of the
outstanding shares of common stock or voting power and such ownership or voting power would be the largest
ownership position. The shares of Common Stock that will be purchased by CFL pursuant to the Purchase Agreement
exceed this threshold.

You are receiving this proxy statement because you own shares of our Common Stock that entitle you to vote at the
Special Meeting. This proxy statement describes the matters on which you are being asked to vote and provides
information on those matters so that you can make an informed decision.

Q:What am I voting on?

_At the Special Meeting you will be asked to vote on the following proposals. Our Board recommendation for each
“of these proposals is set forth below.

Board

Proposal .
P Recommendation

1. To approve the Share Issuance in accordance with Nasdaq Listing Rule 5635(b) (the “Nasdaq FOR
Approval Proposal”).
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2. To approve an amendment to the Company’s Certificate to increase the number of authorized FOR
shares of Common Stock from 25,000,000 to 45,000,000 (the “Authorized Shares Proposal”).

3. To approve the adjournment of the Special Meeting to a later date or time, if necessary, to

solicit additional proxies in the event that (a) a quorum is not present at the Special Meeting, or OR
(b) there are not sufficient affirmative votes present at the Special meeting to adopt the Nasdaq
Approval Proposal or the Authorized Shares Proposal (the “Adjournment Proposal”).

1
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The approval of the Nasdaq Approval Proposal and the Authorized Shares Proposal are conditions of both parties to
the consummation of the Share Issuance. If either of these proposals is not approved by our stockholders, we will not
consummate any of the transactions contemplated by the Purchase Agreement.

Q: Why is the Board of Directors recommending that I vote “FOR” these proposals?

After careful consideration and consultation with its advisors, our Board of Directors determined that the Share
A:Issuance Proposal and the Authorized Shares Proposal are in the best interests of the Company and its stockholders,
and recommends that you vote “FOR” each of the proposals.

In making its recommendation to recommend in favor of the Share Issuance Proposal, the Board of Directors
considered, among other things, (i) the Company’s need for a significant capital infusion in order to continue as a
going concern and to implement its productivity improvement initiatives, (ii) that the Per Share Price constitutes a
significant premium over the closing price of our common stock as of the date on which the Board of Directors
approved the Share Issuance and over the average closing price for the twelve-month period preceding such date, (iii)
the lack of alternate financing opportunities on acceptable terms and (iv) the benefits related to the full pay-off of the
Company’s master credit facility, including the ability to reduce leverage, release the lien on all of the Company’s
assets and prevent a potential default. Although the Board of Directors considered the risks relating to the Share
Issuance, including voting dilution to our existing stockholders and consequences of having a majority stockholder,
the Board of Directors believes these risks were partially mitigated by minority stockholder protections negotiated as
part of the transaction including, without limitation, the requirement that our Board of Directors be composed of a
majority of independent directors immediately following the closing of the transaction and the standstill provision to
which CFL will be subject. Therefore, our Board of Directors is recommending that you vote “FOR” the Share Issuance
Proposal.

In making its recommendation to our stockholders that they vote for the Authorized Shares Proposal, our Board of
Directors considered the fact that our Certificate does not currently provide for sufficient authorized shares to
consummate the Share Issuance. Therefore, our Board of Directors is also recommending that you vote “FOR” the
Authorized Shares Proposal so that the Company can consummate the Share Issuance.

Q: Why is the Board of Directors proposing the Authorized Shares Proposal?

In order to consummate the Share Issuance, we must amend our Certificate to increase the number of authorized
A:shares of our Common Stock from 25,000,000 to 45,000,000 shares. Under the General Corporation Law of the
State of Delaware (the “DGCL”), our stockholders must approve an amendment to our Certificate.

Q:How will the Company use the proceeds from the Share Issuance?

A:We expect gross proceeds and net proceeds (gross proceeds less the fees and expenses incurred in connection with
the negotiation, execution, delivery and performance of the Purchase Agreement and other related transaction
documents and the consummation of the transactions contemplated thereby) of the transaction contemplated by the
Purchase Agreement to be up to approximately $20.5 million and up to approximately $17.6 million, respectively,
assuming no exercise of the Co-Sale Right discussed above and assuming that the full number of shares offered to
be purchased by the Company in the Tender Offer (discussed below) are purchased. If the Co-Sale Right is
exercised in full, we expect the gross proceeds and net proceeds to be approximately $16.5 million and
approximately $13.6 million, respectively. Of the net proceeds, we expect to use (i) approximately $1.6 million to
fully pay off our master credit facility and pay associated fees (based on our outstanding borrowings as of August
31, 2016), (ii) up to $3.0 million to consummate a partial issuer tender offer for 2,500,000 shares of our Common
Stock (the “Tender Offer”) and (iii) the remainder for general corporate and working capital purposes including to
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implement the productivity improvement initiatives that we have identified as key to our ability to deliver profitable
growth over the long-term.
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Q: What are the consequences if these proposals are not approved?

The approval of the Nasdaq Approval Proposal and the Authorized Shares Proposal are conditions of both parties to
the consummation of the Share Issuance. If either of these proposals is not approved by our stockholders, we will
not consummate any of the transactions contemplated by the Purchase Agreement. As discussed above, if the
Share Issuance is not completed, our liquidity would be materially adversely affected, we would likely not be able

A:to implement the productivity improvement initiatives that we have identified as key to our ability to deliver
profitable growth over the long-term and we may not be able to continue to operate as a going concern. In addition,
the Company’s management and other employees will have expended extensive time and effort and their focus and
attention will have been diverted from operational matters during the pendency of the Share Issuance, and the
Company will have incurred significant third-party transaction costs without any commensurate benefit.

Q: Will I receive any proceeds from the Share Issuance?

If the Share Issuance is consummated, CFL will pay the purchase price for the Common Stock issued by the
Company in the Share Issuance directly to the Company and the two principal corporate uses of the net proceeds
from the Share Issuance, as discussed above, will be to fully pay off the Company’s current credit facility and pay
associated fees and for general corporate purposes. The Company's stockholders will not receive any of the

A:proceeds from the Share Issuance directly from CFL. However, we intend to use up to $3.0 million of the proceeds
of the Share Issuance to consummate the Tender Offer that we expect to close after the closing of the Share
Issuance (the “Closing”). The price per share to be paid for each share of Common Stock validly tendered and not
withdrawn in the Tender Offer shall be equal to the same $1.20 per share price paid by CFL to the Company in the
Share Issuance, net in cash but subject to reduction for any required withholding of taxes.

Q: What will happen to my Common Stock if the Share Issuance is consummated?

If the Share Issuance is consummated, there will be no change in the number of shares of Common Stock you own.
However, as a result of the Share Issuance, you will experience significant voting dilution with respect to your
shares of Common Stock. Specifically, after giving effect to the consummation of the transactions contemplated by
the Purchase Agreement, our stockholders would own 49% of the total outstanding shares of our Common Stock on

A:a fully-diluted basis and CFL would own 51% of the total outstanding shares of our Common Stock on a
fully-diluted basis, or 41.2% and 58.8% on a non-diluted basis. As a result, subject to the restrictions set forth in the
Stockholders’ Agreement (described below), following the Closing, CFL will generally have control of determining
the outcome of any corporate transaction or any other matter submitted to the Company’s stockholders for approval
including mergers, consolidations, and the sale of all or substantially all of the assets of the Company.

At our annual meeting of stockholders to be held on September 26, 2016, our stockholders will be asked to vote on a
proposal to allow the Company to effect a reverse stock split of our Common Stock in a ratio set by the Board of
Directors following stockholder approval, and to reduce proportionately the number of shares of Common Stock the
Company is authorized to issue. If the reverse stock split is approved by stockholders and implemented by the Board
of Directors, it will impact the number of shares of Common Stock you own but not your ownership percentage. The
reverse stock split would not impact the Nasdaq Approval Proposal and the Authorized Shares Proposal except that
the number of shares to be issued in the Share Issuance would be proportionately reduced, however the number of
shares sold pursuant to the Purchase Agreement and the transactions contemplated thereby would continue to be an
amount that would result in CFL beneficially owning 51% of the outstanding shares of Common Stock on a
fully-diluted basis, after giving effect to the transactions contemplated thereby. If you are a stockholder of record for
purposes of our annual meeting of stockholders, you will receive separate materials with respect to the annual
meeting.

10
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Q: Will the Board of Directors of the Company change after the Share Issuance is consummated?

Yes. At the Closing, we will enter into a stockholders’ agreement (the “Stockholders’ Agreement”) with CFL and each

of the shareholders of CFL (the “CFL Shareholders”). Under the Stockholders’ Agreement, CFL and the CFL

Shareholders will have the right to nominate one director for every 9.9% of total voting power that CFL, the CFL

Shareholders and their respective controlled affiliates (collectively, the “CFL Group”) beneficially own, up to a
A:maximum of six directors. At the Closing, our Board of Directors will consist of nine directors. CFL will be

entitled to nominate five out of nine directors to serve on the Board of Directors immediately following the

Closing, of which three must be independent directors within the meaning of applicable Nasdaq Stock Market

listing rules. It is currently contemplated that the following four existing directors, Jim Kirsch, Star Jones, Lee

Hillman and David Schramm, will continue to serve on our Board of Directors after the Closing.

11
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Q:If the transaction with CFL is consummated, will the Company be a controlled-company under Nasdaq rules?

Although CFL will own 51% of the Company on a fully-diluted basis, pursuant to the Stockholders’ Agreement, the
Company will not avail itself of Nasdaq’s “controlled company” exception, unless approved by the majority of the
independent directors then on the Board of Directors, including one independent director not nominated by CFL.

A: As aresult, immediately following the Closing and for so long as the Company does not avail itself of Nasdaq’s
“controlled company” exception, a majority of our Board of Directors and all of the members of our Audit,
Compensation and Nominating Committees will continue to be independent directors under applicable Nasdaq
Stock Market listing rules.

Q:Can CFL increase its ownership interest in the Company after the Share Issuance is consummated?

Under the Stockholders’ Agreement, members of the CFL Group will be prohibited from acquiring beneficial
ownership in excess of 51% of the outstanding shares of Common Stock on a fully-diluted basis directly from the
Company or through a tender offer. However, subject to applicable law, including Rule 10b-18 and Regulation M

A:under the Securities Exchange Act of 1934, as amended (the “Exchange Act”), members of the CFL Group will have
the right to make open market purchases or privately-negotiated purchases of additional shares of our Common
Stock up to any amount, provided that, as a result of such purchases, there are not less than 350 stockholders of the
Company.

The Stockholders’ Agreement also contains ““standstill” provisions that, among other things and subject to certain
exceptions, will prohibit members of the CFL Group from facilitating, supporting or engaging in a proxy contest,
submitting any proposals to our Board of Directors for a merger, reorganization, acquisition, sale or other similar
fundamental transaction or taking any action to change the composition of our Board of Directors or its committees
such that they no longer satisfy certain Nasdaq listing rules regarding board and committee independence. The
foregoing restrictions generally do not prohibit members of the CFL Group from (i) making a bona fide private
acquisition proposal to the Company to acquire all outstanding shares of Common Stock if certain conditions are met
including approval by a majority of the outstanding shares of Common Stock not then beneficially owned by members
of the CFL Group or (ii) transferring their shares of Common Stock in connection with a third-party tender offer or a
third-party business combination proposal subject to certain limitations set forth in the Stockholders’ Agreement.

Q:Do I have dissenters’ rights of appraisal?

_The DGCL does not provide dissenters’ rights of appraisal to the Company’s stockholders in connection with any of
“the proposals being voted on at the Special Meeting.

Q:When and where will the Special Meeting be held?

~We will hold the Special Meeting on [ ], 2016 at 8:00 a.m., Central Time, at our corporate offices located at 801
"W. Adams Street, Suite 600, Chicago, Illinois 60607.

Q:Who can attend and vote at the Special Meeting?

Only holders of our Common Stock as of the close of business on [ ], 2016, the record date for the Special Meeting
_are entitled to notice of and to vote their shares at the Special Meeting. As of [ ], 2016, there were 14,510,960
“shares of Common Stock issued, outstanding and entitled to vote. Each share of Common Stock issued and

outstanding is entitled to one vote.

Q: What constitutes a quorum, and why is a quorum required?

12
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We are required to have a quorum of stockholders present to conduct business at the Special Meeting. The holders
of record of a majority of the aggregate voting power of our Common Stock issued and outstanding and entitled to
be voted, present in person or by proxy, will constitute a quorum for the transaction of business at the Special
‘Meeting or any adjournment or postponement thereof. Proxies received but marked as abstentions, if any, will be
“counted as present at the Special Meeting for quorum purposes. A broker non-vote (as described below) will not be
counted as present at the Special Meeting for quorum purposes. In the absence of a quorum, a majority of our
stockholders, present in person or represented by proxy at the Special Meeting, will have the power to adjourn the
Special Meeting.

13
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Q: What is the difference between a stockholder of record and a beneficial owner?

If your shares are registered directly in your name with our transfer agent, Continental Stock Transfer & Trust
"Company, Inc., you are considered the “stockholder of record” with respect to those shares.

If your shares are held by a brokerage firm, bank, trustee or other agent (“nominee”), you are considered the “beneficial
owner” of shares held in street name. As the beneficial owner, you have the right to direct your nominee on how to
vote your shares by following their instructions for voting via telephone or on the Internet or, if you specifically
request a copy of the printed materials, you may use the voting instruction card provided by your nominee.

Q:How do I vote?

A:If you are a stockholder of record, you may vote:

via the Internet;

by telephone;

by mail, if you have received a paper copy of the proxy materials; or

in person at the meeting.

Detailed instructions for voting via the Internet, by telephone and by mail are set forth on your proxy card.

If you are a beneficial stockholder, you must follow the voting procedures of your nominee. If your shares are held by
a nominee and you intend to vote at the meeting, please bring with you evidence of your ownership as of the record
date (such as a letter from your nominee confirming your ownership or a bank or brokerage firm account statement)
and a legal proxy from your nominee authorizing you to vote your shares.

Q: What if I abstain on a proposal?

If you sign and return your proxy marked “abstain” on any proposal, your shares will not be voted on that
proposal. However, your shares will be counted for purposes of determining whether a quorum is present.

Q: What happens if I do not give specific voting instructions?

If you are a holder of record of shares of Common Stock and you indicate when voting via the Internet or by
telephone that you wish to vote as recommended by our Board of Directors, or if you sign and return a proxy card

A:without giving specific voting instructions, then the proxy holders will vote your shares in the manner
recommended by our Board of Directors on all matters presented in this proxy statement and as the proxy holders
determine in their discretion on any other matters properly presented at the Special Meeting.

If you are a beneficial owner and your shares are held in the name of a broker, the broker is bound by the rules of the
New York Stock Exchange regarding whether or not it can exercise discretionary voting power for any particular
proposal if the broker has not received voting instructions from you. Brokers have the authority to vote shares for
which their customers do not provide voting instructions on certain “routine” matters. A broker non-vote occurs when a
nominee who holds shares for another does not vote on a particular item because the nominee does not have
discretionary voting authority for that item and has not received instructions from the owner of the shares. None of the
proposals to be presented at the Special Meeting are considered routine, and therefore broker non-votes will not be

14
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included in the calculation of the number of votes considered to be present at the meeting and will not be considered
for purposes of determining the presence of a quorum.

5
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The table below sets forth, for each proposal on the ballot, whether a broker can exercise discretion and vote your
shares absent your instructions and if not, the impact of such broker non-vote on the approval of the proposal.

Can Brokers Vote ~ Impact of

Proposal Absent Instructions? Broker Non-Vote
1. The Nasdaq Approval Proposal No None

2. The Authorized Shares Proposal No Against

3. The Adjournment Proposal No None

As a result, if you do not provide your nominee with voting instructions, your shares will not be voted on any of the
proposals and, with respect to the Authorized Shares Proposal, will have the same effect as a vote “AGAINST” the
proposal.

Q: What is the required vote for approval of each of the proposals in this proxy statement?

A: Proposal Vote Required for Approval
1. The Nasdaq Approval Proposal Majority of shares present in person or by proxy and entitled to vote
2. The Authorized Shares Proposal Majority of shares issued and outstanding
3. The Adjournment Proposal Majority of shares present in person or by proxy and entitled to vote

The Nasdaq Approval Proposal. The affirmative vote of a majority of our outstanding shares of Common Stock
present in person or by proxy and entitled to vote at the Special Meeting is required to approve the Nasdaq Approval
Proposal. Because abstentions are considered present at the meeting, they will have the effect of a vote against this
proposal. Broker non-votes are not considered present at the meeting and will therefore have no effect on the outcome
of this proposal.

The Authorized Shares Proposal. The affirmative vote of a majority of our outstanding shares of Common Stock as of
the record date is required to approve the Authorized Shares Proposal. Abstentions and broker non-votes will have the
same effect as votes against this proposal because such shares are outstanding but are not considered affirmative votes.

The Adjournment Proposal. The affirmative vote of a majority of our outstanding shares of Common Stock present in
person or by proxy and entitled to vote at the Special Meeting is required to approve the Adjournment Proposal.
Because abstentions are considered present at the Special Meeting, they will have the effect of a vote against this
proposal. Broker non-votes are not considered present at the Special Meeting and will therefore have no effect on the
outcome of this proposal.

Q:Can I change my vote after I have delivered my proxy?

A:Yes. You may revoke your proxy at any time before its exercise by:

delivering to the Secretary, prior to the vote at the Special Meeting, a notice of revocation of the proxy bearing a later

date than your proxy;

16
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executing and delivering to the Secretary a proxy dated as of a later date than a previously executed and delivered
proxy;

by voting again by Internet or telephone as more fully detailed in your proxy card; or
attending the Special Meeting and voting in person.

If you are mailing a written notice of revocation or a later proxy, send it to: Professional Diversity Network, Inc.,
Attention: Secretary, 801 W. Adams Street, Suite 600, Chicago, Illinois 60607.

If you are a beneficial owner, you must contact your nominee to change your vote or obtain a legal proxy to vote your

shares if you wish to cast your vote in person at the meeting.

6
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Q: Who can attend the Special Meeting of Stockholders?

Only stockholders of record as of the record date for the Special Meeting, and our invited guests may attend the
Special Meeting. To gain admittance, you must bring a form of personal identification to the meeting, where your
‘name will be verified against our stockholder list. If a broker or other nominee holds your shares and you plan to
"attend the meeting, you should bring a recent brokerage statement showing your ownership of the shares as of the
record date, a letter from the broker confirming such ownership, and a form of personal identification. Cameras,
recording devices and other electronic devices will not be permitted at the meeting.

Q:If I plan to attend the Special Meeting of Stockholders, should I still vote by proxy?
A:Yes. Casting your vote in advance does not affect your right to attend the Special Meeting.

If you vote in advance and also attend the meeting, you do not need to vote again at the meeting unless you want to
change your vote. Written ballots will be available at the meeting for stockholders of record.

Beneficial owners who wish to vote in person must request a legal proxy from the broker or other nominee and bring
that legal proxy to the Special Meeting.

Q: Where can I find voting results of the Special Meeting of Stockholders?

~We will announce the results for the proposals voted upon at the Special Meeting and publish voting results in a
"Form 8-K filed within four business days after the Special Meeting.

Q: Who is paying the cost of this proxy solicitation?

We are paying the cost of soliciting proxies. We may retain a proxy solicitation firm to assist us in soliciting
proxies for a nominal fee plus reasonable out-of-pocket expenses. We must pay brokerage firms and other persons

A:representing beneficial owners of shares of common stock their reasonable out-of-pocket expenses incurred in
forwarding proxy materials to beneficial owners who specifically request them and obtaining voting instructions
from those beneficial owners.

In addition to soliciting proxies by mail, members of our Board of Directors and our officers and employees may
solicit proxies on our behalf, without additional compensation, personally or by telephone. We may also solicit
proxies by email from stockholders who are our employees or who have previously requested electronic receipt of
proxy materials.

Q: Who should I call with other questions?
If you have additional questions about this proxy statement or the meeting or would like additional copies of this

A:proxy statement or our annual report, please contact: Professional Diversity Network, Inc., Attention: Secretary,
801 W. Adams Street, Suite 600, Chicago, Illinois 60607, Telephone: (312) 614-0950.
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THE NASDAQ APPROVAL PROPOSAL
Background of the Proposal

On August 12, 2016, we entered into the Purchase Agreement with CFL. Pursuant to the Purchase Agreement, we
have agreed to issue and sell to CFL, and CFL has agreed to purchase, at a price of $1.20 per share, upon the terms
and subject to the conditions set forth in the Purchase Agreement, a number of shares of our Common Stock such that
CFL will beneficially own 51% of the outstanding shares of Common Stock on a fully-diluted basis, after giving
effect to the consummation of the transactions contemplated by the Purchase Agreement, including the Tender Offer
described below.

Because our Common Stock is listed on the Nasdaq Capital Market, we are subject to Nasdaq Listing Rule 5635(b),
which requires stockholder approval prior to the issuance of securities when the issuance or potential issuance will
result in a change of control of the Company. Under Nasdaq’s interpretation of Nasdaq Listing Rule 5635(b), a “change
of control” would occur when, as a result of the issuance of securities, an investor or a group would own, or have the
right to acquire, 20% or more of the outstanding shares of common stock or voting power and such ownership or
voting power would be the largest ownership position. The shares of Common Stock that will be purchased by CFL
pursuant to the Purchase Agreement exceed this threshold. As of the record date, the Company had 14,510,960 shares
of Common Stock issued and outstanding (18,951,317 shares on a fully-diluted basis). In accordance with the terms
of the Purchase Agreement, assuming that the full number of shares offered to be purchased by the Company in the
Tender Offer are purchased, CFL will acquire 17,122,794 shares of Common Stock from the Company (subject to
reduction for shares purchased by CFL upon exercise of the Co-Sale Right).

The approval of the Nasdaq Approval Proposal is a condition to the consummation of the Share Issuance. If this
proposal is not approved by our stockholders, we will not consummate any of the transactions contemplated by the
Purchase Agreement.

Use of Proceeds

We expect gross proceeds and net proceeds (gross proceeds less the fees and expenses incurred in connection with the
negotiation, execution, delivery and performance of the Purchase Agreement and other related transaction documents
and the consummation of the transactions contemplated thereby) of the transaction contemplated by the Purchase
Agreement to be approximately $20.5 million and approximately $17.6 million respectively, assuming no exercise of
the Co-Sale Right discussed above assuming that the full number of shares offered to be purchased by the Company in
the Tender Offer are purchased. If the Co-Sale Right is exercised in full, we expect the gross proceeds and net
proceeds to be approximately $16.5 million and approximately $13.6 million, respectively. Of the net proceeds, we
expect to use (i) approximately $1.6 million to fully pay off our master credit facility and pay associated fees (based
on our outstanding borrowings as of August 31, 2016), (ii) up to $3.0 million to consummate the Tender Offer and
(iii) the remainder for general corporate and working capital purposes including to implement the productivity
improvement initiatives that we have identified as key to our ability to deliver profitable growth over the long-term.
Reasons for the Share Issuance

Our Board of Directors has determined that the Share Issuance, and Purchase Agreement, the related transaction
agreements and the transactions contemplated thereby, are in the best interests of the Company and its stockholders,

and recommends that you vote “FOR” the approval of the Nasdaq Approval Proposal. In reaching its determination, our
Board of Directors consulted with our management, financial advisors and legal counsel and considered a number of
factors, including the following:
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the Company’s need for a significant capital infusion by the end of 2016 in order to continue as a going concern, in
light of its limited current cash levels and current and projected monthly cash burn rates;

our Board of Director’s belief that, without a significant infusion of cash, the Company would not be able to
implement the productivity improvement initiatives that we believe are key to our ability to deliver profitable growth
over the long-term, including expansion of our digital marketing team, optimization of all technology platforms,
-development of a robust content strategy and the implementation of big data strategies to leverage our marketing
investment, and that the Share Issuance has been structured in a manner to provide such funds to the Company to
permit it to implement these initiatives which are anticipated to improve its short-term and long-term business
prospects;

8
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the financial terms of the transaction, including the fact that the consideration of $1.20 per share represented a 126%
premium to the closing price of the Company’s Common Stock on the Nasdaq Capital Market on August 12, 2016, the
‘last trading day prior to the announcement of the transaction, and a 114% premium to the average of the closing price
of the Company’s Common Stock during the twelve-month period immediately preceding August 12, 2016;

the judgment of our Board of Directors, after discussions with its financial advisors, that there were no alternative
financing opportunities that would provide the Company with the significant amount of required capital on a timely
"basis and on acceptable terms, if at all, in light of general market and liquidity conditions, the market price and
trading volume of the Company’s common shares, and the business prospects of the Company:

the fact that the transactions were structured to include the Tender Offer, which enables the Company to distribute a
portion of the proceeds of the Share Issuance to its existing stockholders, thereby allowing existing stockholders to
‘receive liquidity for a portion of their shares, while also retaining an interest in a Company that has more capital to
pursue its long term strategies to generate returns for its investors;

the opportunity to fully pay off the Company’s master credit agreement which will lower the Company’s leverage,
‘release the lien on all of the Company’s assets and lower the risk of credit default;

the minority stockholder protections that the Board of Directors was able to negotiate as part of the Share Issuance,
‘including that:

o3 of the Closing, the majority of the individuals that the CFL Group is permitted to designate for appointment to the
©Board of Directors are required to be “independent” directors, as defined under the Nasdaq Listing Rules;

unless otherwise approved by the majority of the independent directors then on the Board of Directors, including one
1ndependent director not nominated by CFL, the Company will not avail itself of the “controlled company” exception
© of the Nasdaq Listing Rules, which means that the majority of the Board of Directors and all of the members of the
Audit, Compensation and Nominating committees will continue to be independent; and

-standstill provisions that provide that:

OMembers of the CFL Group will be prohibited from acquiring beneficial ownership of more than 51% of the
outstanding shares of Common Stock on a fully-diluted basis, directly from the Company or through a tender offer;

The ability of members of the CFL Group to make open market purchases or privately negotiated purchases will be
11m1ted to those purchase that would not result in the Company having less than 350 stockholders, thus preventing
°the CFL Group from causing the Company to fall below the number of stockholders required to maintain a listing on
the Nasdaq Capital Market; and
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Members of the CFL Group will not facilitate, support or engage in a proxy contest, submit proposals to the Board of
Dlrectors other than as permitted by the Stockholders’ Agreement and take any action to change the composition of
©the Board of Directors or its committees such that the Company would not be in compliance with the Nasdaq Listing
Rules.

Certain Risks Associated with the Share Issuance

In considering the Share Issuance, the Board of Directors also considered the following risks associated with the Share
Issuance:

Upon consummation of the Share Issuance, the Company will be controlled by CFL.

After giving effect to the Share Issuance and related transactions, a majority of the members of our Board of Directors
will be persons nominated by CFL, and pursuant to the terms of the Purchase Agreement, CFL will acquire a majority
of the voting power of the Company. CFL may not exercise its rights as the Company’s controlling stockholder in a
manner consistent with your interests. By virtue of its ownership of our Common Stock and the existence of the CFL
Board Designees (as defined below), CFL will be in a position to influence the company’s actions for its own benefit.

Public sales of a substantial number of shares of our Common Stock by CFL could cause our stock price to fall.

After giving effect to the consummation of the transactions contemplated by the Purchase Agreement, CFL will
beneficially own 51% of the outstanding shares of Common Stock on a fully-diluted basis. Pursuant to the
Stockholders’ Agreement, CFL and the other members of the CFL Group are subject to a one-year lock-up with respect
to all shares of Common Stock owned by members of the CFL Group, subject to certain exceptions. However, after
the one-year period, it may generally sell its shares in the public markets, subject to applicable securities laws.
Furthermore, the Company has granted CFL and the CFL Shareholders certain registration rights that provide them
the ability to register for resale, from time to time and in accordance with the terms of the registration rights
agreement, all shares of Common Stock owned by members of the CFL Group, subject to certain exceptions. Sales of
a substantial number of shares of our Common Stock in the public market or the perception that these sales might
occur, could depress the market price of our Common Stock and could have a material adverse effect on the trading
price of our Common Stock.

Because we will have a majority stockholder, our public float will be more limited which could impact your ability to
sell your shares and could result in increased volatility in our stock price.

After giving effect to the consummation of the transactions contemplated by the Purchase Agreement, CFL will
beneficially own 51% of the outstanding shares of Common Stock on a fully-diluted basis and approximately 58.8%
on a non-diluted basis. As a result, the trading volume of our Common Stock could be more limited than if our shares
were more-widely held. In addition, because we are a relatively small company, the range of investors willing to
invest in our shares may be relatively limited. As a result of these factors, it may be more difficult for you to sell your
shares of Common Stock at a time and price that you deem appropriate, and could increase the volatility of our stock
price.

The proceeds from the Share Issuance may not be sufficient to implement our productivity improvement initiatives
and your entire investment could be lost.

We expect gross proceeds and net proceeds (gross proceeds less the fees and expenses incurred in connection with the

negotiation, execution, delivery and performance of the Purchase Agreement and other related transaction documents
and the consummation of the transactions contemplated thereby) of the transaction contemplated by the Purchase

22



Edgar Filing: Professional Diversity Network, Inc. - Form PRE 14A

Agreement to be up to approximately $20.5 million and up to approximately $17.6 million, respectively, assuming no
exercise of the Co-Sale Right discussed above and assuming that the full number of shares offered to be purchased by
the Company in the Tender Offer are purchased. If the Co-Sale Right is exercised in full, we expect the gross proceeds
and net proceeds to be approximately $16.5 million and approximately $13.6 million, respectively. Of the net
proceeds, we expect to use (i) approximately $1.6 million to fully pay off our master credit facility and pay associated
fees (based on our outstanding borrowings as of August 31, 2016) and (ii) up to $3.0 million to consummate the
Tender Offer. Any remaining proceeds will be used for general corporate and working capital purposes including to
implement the productivity improvement initiatives that we have identified as key to our ability to deliver profitable
growth over the long-term. We cannot be sure that the proceeds from the Share Issuance will be sufficient to
implement all or any of the initiatives or that these initiatives will improve our short and long-term business
performance or prospects. In the event that we cannot implement these initiatives or that these initiatives are not
successful, we could again face liquidity and going concern issues, which could result in your losing your entire
investment in the Company.

10
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The likelihood of the Company’s stockholder obtaining an acquisition premium from a subsequent transaction may be
diminished.

After giving effect to the consummation of the transactions contemplated by the Purchase Agreement, CFL will
beneficially own 51% of the outstanding shares of Common Stock on a fully-diluted basis. Such ownership decreases
the likelihood that the Company’s existing stockholders will obtain an acquisition premium on their shares in
connection with another transaction.

Impact on Stockholders if the Nasdaq Approval Proposal is not Approved.

If the Nasdaq Approval Proposal is not approved, Nasdaq Listing Rule 5635(b) would not permit us to consummate
the Share Issuance, and, therefore, we will not consummate any of the transactions contemplated by the Purchase
Agreement. As discussed above, if the Share Issuance is not completed, our liquidity would be materially adversely
affected, we would likely not be able to implement productivity improvement initiatives that we have identified as key
to our ability to deliver profitable growth over the long-term and we may not be able to continue to operate as a going
concern. In addition, the Company’s management and other employees will have expended extensive time and effort
and their focus and attention will have been diverted from operational matters during the pendency of the Share
Issuance, and the Company will have incurred significant third-party transaction costs without any commensurate
benefit.

Dilution to Existing Stockholders

If the Share Issuance is consummated, no change would occur to the number of shares of Common Stock you own.
However, as a result of the Share Issuance, you will experience significant voting dilution with respect to your shares
of Common Stock. Specifically, after giving effect to the consummation of the transactions contemplated by the
Purchase Agreement, our stockholders would own 49% of the total outstanding shares of our Common Stock on a
fully-diluted basis and CFL would own 51% of the total outstanding shares of our Common Stock on a fully-diluted
basis, or 41.2% and 58.8% on a non-diluted basis. As a result, subject to the restrictions set forth in the Stockholders’
Agreement, following the Closing, CFL would generally have control of determining the outcome of any corporate
transaction or any other matter submitted to the Company’s stockholders for approval including mergers,
consolidations, and the sale of all or substantially all of the assets of the Company.

Composition of the Board of Directors Following the Transaction

Pursuant to the Purchase Agreement and Stockholders’ Agreement, at the Closing, our Board of Directors will consist

of nine directors. CFL will be entitled to nominate five out of nine directors to serve on the Board of Directors

immediately following the Closing, of which three must be independent directors within the meaning of applicable

Nasdagq listing rules. For a further description of CFL’s board designation rights, see “The Transaction
Documents—Stockholders’ Agreement—Board Representation Rights.” It is currently anticipated that the following four of
our existing directors, Jim Kirsch, Star Jones, Lee Hillman and David Schramm, will continue to serve on our Board

of Directors.

Interests of Certain Persons in the Share Issuance

In considering the recommendation of the Board of Directors with respect to the Share Issuance, you should be aware
that the Company's directors and executive officers have interests in the Share Issuance that may be different from, or
in addition to, the interests of our stockholders generally, as more fully described below. The Board of Directors was
aware of these interests and considered them, among other matters, in making its recommendations regarding approval
of the Nasdaq Approval Proposal.
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The Share Issuance constitutes a “Change in Control” under certain of the Company’s Restricted Stock Award
Agreements (the “Restricted Stock Agreements”). Specifically, pursuant to the Restricted Stock Agreements, the
vesting of 319,699 shares of restricted stock held by Star Jones, the Company’s President, and 79,925 shares of
restricted stock held by Christopher Wesser, the Company’s Executive Vice President, General Counsel and Secretary,
will accelerate upon the consummation of the Share Issuance, representing $169,440 and $42,360, respectively, in
additional benefits based on the closing price of a share of our Common Stock as of August 12, 2016.

Impact of Potential Reverse Stock Split

Pursuant to the Purchase Agreement, if prior to the Closing, the number of outstanding shares of Common Stock are
changed into a different number of shares as a result of a reclassification, stock split (including a reverse stock split),
stock dividend or distribution, recapitalization, issuer tender offer or other similar transaction, then the number of
shares of Common Stock, the Per Share Price and any other amounts payable pursuant to the Purchase Agreement
shall be adjusted accordingly.

11
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The Company will hold its annual meeting on September 26, 2016. At that meeting, our stockholders will be asked to
vote on a proposal to allow the Company to effect a reverse stock split of our Common Stock in a ratio set by the
Board of Directors following stockholder approval, and to reduce proportionately the number of shares of Common
Stock the Company is authorized to issue.

If the reverse stock split is approved by the stockholders and implemented by the Board of Directors, your shares of
Common Stock, the number of shares of Common Stock to be issued in the Share Issuance, the Per Share Price and
any other amounts payable pursuant to the Purchase Agreement shall be adjusted accordingly. However, the
“proposed increase of our authorized shares to 45,000,000 shares of Common Stock requested pursuant to the
Authorized Shares Proposal will not change. The reverse stock split alone will not impact your ownership percentage
in the Company.

If the reverse stock split is not approved by the stockholders or not implemented by the Board of Directors, our shares
of Common Stock may be delisted from the Nasdaq Stock Market for failing to comply with the continued listing
requirement of maintaining a minimum bid price of at least $1.00 per share. As we previously announced, we have
-received a delisting notice from the Nasdaq Stock Market with respect to this issue. In order to regain compliance, the
closing bid price of our Common Stock must be $1.00 per share for a minimum of ten consecutive business days by
October 10, 2016. If we are delisted, it could adversely affect our ability to consummate the transactions
contemplated by the Purchase Agreement.

Vote Required

The approval of the Nasdaq Approval Proposal requires the affirmative vote of a majority of our outstanding shares of
Common Stock present in person or by proxy and entitled to vote at the Special Meeting. Abstentions will have the
effect of a vote against this proposal and broker non-votes will have no effect on the outcome of this proposal. This
proposal is conditioned on the approval of the Authorized Shares Proposal. If the Authorized Shares Proposal is not
approved, the Nasdaq Approval Proposal will have no effect (even if approved by the requisite vote of our
stockholders at the Special Meeting or any adjournment or postponement thereof) and we will not consummate any of
the transactions contemplated by the Purchase Agreement.

Recommendation of the Board of Directors
After careful consideration and consultation with its advisors, our Board of Directors has determined that the Share
Issuance, and the Purchase Agreement, the related transaction agreements and the transactions contemplated thereby,

are in the best interests of the Company and its stockholders.

THE BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE “FOR” THE NASDAQ APPROVAL
PROPOSAL.

12
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THE TRANSACTION DOCUMENTS

The following includes a summary of the material provisions of the Purchase Agreement, a copy of which is attached
to this proxy statement as Appendix A. This summary may not contain all of the information about the Purchase
Agreement and related transactions that is important to you. We encourage you to read carefully the Purchase
Agreement in its entirety, as the rights and obligations of the parties thereto are governed by the express terms of the
Purchase Agreement and not by this summary or any other information contained in this proxy statement.

Explanatory Note

The following summary of the Purchase Agreement is intended to provide information regarding its terms, although
the SEC has taken the position that the Purchase Agreement (when included in filings made with the SEC) and the
related summary constitute public disclosures. The Purchase Agreement contains representations and warranties by
the parties thereto that were made as of specified dates and for purposes of the Purchase Agreement (notwithstanding
that the Purchase Agreement has been included in filings made with the SEC, and the SEC has taken the position that
its representations and warranties therefore constitute disclosures), including establishing the circumstances in which a
party to the Purchase Agreement may have the right not to close the transactions contemplated thereby if the
representations and warranties of the other party prove to be untrue due to a change in circumstance or otherwise,
rather than establishing matters as facts. The representations, warranties and covenants in the Purchase Agreement
may be subject to limitations agreed upon by the contracting parties, including for the purposes of allocating
contractual risk between the parties to the Purchase Agreement instead of establishing these matters as facts, and may
apply contractual standards of materiality or material adverse effect that generally differ from those applicable to
investors. In addition, information concerning the subject matter of the representations, warranties and covenants may
change after the date of the Purchase Agreement, and subsequent information may have been included in this proxy
statement or reflected in the Company’s other public disclosures. Moreover, the description of the Purchase Agreement
below does not purport to describe all of the terms thereof and is qualified in its entirety by reference to the full text of
the Purchase Agreement, a copy of which is attached to this proxy statement as Appendix A. Any material change to
the terms of the purchase agreement or other documents will be disclosed in subsequent filings by the Company with
the SEC.

Purchase Agreement
Issuance and Sale of Common Stock; Tender Offer; Co-Sale Right

On August 12, 2016, we entered into the Purchase Agreement with CFL. Pursuant to the Purchase Agreement, we
have agreed to issue and sell to CFL, and CFL has agreed to purchase, at a price of $1.20 per share, upon the terms
and subject to the conditions set forth in the Purchase Agreement, a number of shares of our Common Stock such that,
after giving effect to the consummation of the transactions contemplated by the Purchase Agreement, including the
Tender Offer, CFL will beneficially own 51% of the outstanding shares of Common Stock on a fully-diluted basis. In
accordance with the terms of the Purchase Agreement, assuming that the full number of shares offered to be purchased
by the Company in the Tender Offer are purchased, CFL will acquire 17,122,794 shares of Common Stock from the
Company (subject to reduction for shares purchased by CFL from our existing stockholder pursuant to the Co-Sale
Right).

One of our existing stockholders has a Co-Sale Right, pursuant to a Separation Agreement entered into with us on July
16, 2015. Pursuant to the Co-Sale Right, this existing stockholder, who beneficially owned 1,647,397 shares of
Common Stock as of August 4, 2016, has the right to sell directly to CFL the shares of Common Stock he beneficially
owns upon the same terms and conditions as the terms and conditions set forth in the Purchase Agreement. To the
extent the Co-Sale Right is exercised, it will reduce the number of shares of Common Stock to be purchased by CFL
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directly from us such that, after giving effect to such exercise, CFL will beneficially own 51% of the outstanding
shares of Common Stock on a fully-diluted basis. If the Co-Sale Right is exercised in full, we expect the anticipated
gross proceeds from the Share Issuance to decrease by approximately $4.0 million.

We intend to use a portion of the proceeds from the Share Issuance to consummate the Tender Offer, which we expect
to close after the Closing of the Share Issuance. The price per share to be paid for each share of Common Stock
validly tendered and not withdrawn shall be equal to the Per Share Price, net in cash but subject to reduction for any
required withholding of taxes.

13
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Call Option

Pursuant to the Purchase Agreement, if, immediately following the consummation of the Tender Offer and after

giving effect to our purchase of shares in the Tender Offer, the aggregate number of shares of Common Stock held by
CFL is less than 51% of the outstanding shares of Common Stock, on a fully-diluted basis, then beginning 10 days

after the closing of the Tender Offer, CFL shall have an option (the “Call Option”) to purchase, at a price per share equal
to the Per Share Price, such additional number of shares of Common Stock (the “Call Option Shares™) so that
immediately following the purchase of the Call Option Shares, CFL beneficially owns 51% of the outstanding shares

of Common Stock on a fully-diluted basis.

Representations and Warranties

The Purchase Agreement contains representations and warranties of the Company as to, among other things:

corporate organization, existence and good standing of the Company and its subsidiaries, and the power and authority
of the Company and its subsidiaries to own their respective properties and carry on their respective business;

the power and authority of the Company to enter into the Purchase Agreement and other transaction documents and
-to consummate the transactions contemplated thereby, subject to the approval by the Company’s stockholders of the
Share Issuance Proposal and the Authorized Shares Proposal;

the absence of certain violations, defaults, or consent requirements under certain contracts, organizational documents
-and law, in each case arising out of the execution and delivery of, and consummation of the transactions
contemplated by, the purchase agreement and other transaction documents;

-required regulatory filings and authorizations, consents or approvals of governmental entities;

the listing of the Company’s Common Stock on, and the Company’s compliance with the listing requirements of the
Nasdaq Capital Market;

-the capitalization of the Company;
-the Company’s subsidiaries;
-matters relating to the Company’s filings with the SEC, financial statements, and liabilities;

the absence of certain litigation, actions, proceedings, inquiries and governmental investigations related to the
Company;

compliance with applicable laws during the last three years and possession of necessary authorizations and permits
by the Company and its subsidiaries;

-compliance with the Foreign Corrupt Practices Act and other anti-corruption and anti-money laundering laws;
-employee relations, employee benefit plans and employee matters;

-tax matters;

-insurance policies of the Company and its subsidiaries;
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-internal accounting and disclosure controls;
-title to the assets of the Company and its subsidiaries;
-the absence of certain changes or events since December 31, 2015;

the absence of any undisclosed fees owed to investment bankers, financial advisors or brokers in connection with the
transactions contemplated by the Purchase Agreement;

14
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matters relating to information to be included in required filings with the SEC in connection with the transactions
contemplated by the purchase agreement;

-material contracts of the Company and its subsidiaries;

-compliance with SEC and Nasdaq Stock Market rules and regulations;

-absence of related party transactions;

-the solvency of the Company;

-the Company’s receipt of an opinion from Cassel Salpeter & Co., LLC, its financial advisor; and
-certain provisions of Delaware law.

The Purchase Agreement contains representations and warranties of CFL as to, among other things:
its organization, existence and good standing;

the power and authority of CFL to enter into the Purchase Agreement and the other transaction documents to which
CFL is a party and to consummate the transactions contemplated thereby;

the absence of certain violations, defaults, or consent requirements under certain contracts, organizational documents
and law, in each case arising out of the execution and delivery of, and consummation of the transactions contemplated
by, the Purchase Agreement;

required regulatory filings with or actions of governmental entities;

CFL’s receipt of certain information;

CFL’s knowledge, sophistication and experience;

CFL’s status as an “accredited investor”;

securities law matters;

the operations of CFL and its ownership prior to the completion of the Share Issuance;

its ownership of shares of Common Stock or other securities of the Company; and

the availability of funds sufficient to pay the purchase price at Closing.

Conduct of the Business Pending Closing

The Purchase Agreement provides that until the closing date of the Share Issuance (the “Closing Date”), subject to
certain exceptions in the Purchase Agreement, the Company will, and will cause each of its subsidiaries to, conduct its
business in the ordinary course consistent with past practice and use its commercially reasonable efforts to preserve
intact its business organization and relationships with third parties and to keep available the services of its present

officers and key employees. The Purchase Agreement further provides that during such period, the Company will not
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take, and will not permit any of its subsidiaries to take, among others, the following actions (subject, in some cases, to
certain exceptions), other than with CFL’s prior written consent and as contemplated by the Purchase Agreement:

redeem, repurchase or otherwise acquire or split, combine or reclassify the terms of any of the Company’s securities,

other than in connection with the Tender Offer or the reverse stock split proposal to be voted upon at the annual
meeting;

declare, set aside or pay any dividend or other distribution with respect to shares of their respective capital stock;

15
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issue or sell any securities of the Company, including grants or awards under the Company’s equity compensation
plan, except for the issuance of securities (a) upon the exercise or conversion of outstanding stock options, warrants or
other convertible securities of the Company and (b) in connection with the Share Issuance, or amend any term of any
outstanding security of the Company;

sell, lease, transfer or encumber any of their respective assets other than in the ordinary course of business consistent
with past practice;

amend the certificate of incorporation, bylaws or other similar organizational documents of the Company and its
subsidiaries, other than in connection with the increase of authorized shares of the Company’s Common Stock as
contemplated by the Purchase Agreement and described below;

acquire, by merger, acquisition of stock or assets or otherwise, any amount of assets, securities, properties, interests or
businesses, other than in the ordinary course of business consistent with past practice;

incur indebtedness, other than pursuant to the Company’s existing credit facilities and similar agreements;
make capital expenditures in excess of $100,000;

make certain loans, advances and investments;

modify, amend or waive any term or provision of specified agreements;

increase or agree to increase compensation or benefits to existing and former officers, directors, employees and
consultants of the Company or its subsidiaries; grant or increase or agree to grant or increase severance or termination
pay of existing and former officers, directors, employees and consultants of the Company or its subsidiaries; adopt,
enter into, modify or terminate any employee benefit or compensation plan; terminate the employment of any officer
of the Company or any of its subsidiaries other than for cause; grant or agree to grant any new awards or modify any
existing awards under any employee benefit or compensation plan; forgive any loans or enter into or make loans to
any current or former officers, directors, employees or consultants of the Company or its subsidiaries; enter into any
collective bargaining agreement or other agreement with a labor union or similar organization; or plan, announce,
implement or effect any reduction in force, lay-off, early retirement program, severance program or other program or
effort concerning the termination of Company employees;

adopt a plan or agreement of complete or partial liquidation, dissolution, merger, consolidation, restructuring,
recapitalization or other reorganization of the Company or its Subsidiaries; or

agree, resolve or commit to do any of the foregoing.
Alternative Transaction Proposals

The Purchase Agreement contains certain restrictions on the Company’s ability to solicit or knowingly encourage or
facilitate a proposal for an alternative transaction to those contemplated by the Purchase Agreement, to engage,
continue or participate in any discussions or negotiations regarding an alternative transaction proposal, or to enter into
any definitive agreement, or any letter of intent or agreement in principle, relating to an alternative transaction
proposal. Specifically, until the Closing or the termination of the Purchase Agreement in accordance with its terms,
the Company is prohibited from:
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directly or indirectly soliciting, initiating, inducing, knowingly facilitating or knowingly encouraging any inquiries,
or the making, announcement or submission to the Company, of any proposal that is, or could reasonably be expected
to lead to, an “Acquisition Proposal”;

entering into, engaging, continuing or participating in discussions or negotiations with, furnishing any information to,
or providing access to the business, properties, assets, books or records of the Company or its subsidiaries, or
“otherwise cooperate with, or assist any party who has made or informed the Company of its intention to make, any
proposal that is, or could reasonably be expected to lead to, an Acquisition Proposal; or

-entering into a definitive agreement with respect to an Acquisition Proposal.
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An “Acquisition Proposal” is defined in the Purchase Agreement as (i) any offer or proposal (including any tender or
exchange offer) to acquire 15% or more of the assets or properties of the Company and its subsidiaries, taken as a
whole, 15% or more of the consolidated net revenues or consolidated net income of the Company and its subsidiaries,
or 15% or more of any class of equity or voting securities of the Company or any of its subsidiaries whose assets,
individually or in the aggregate, constitute 15% or more of the consolidated assets of the Company, (ii) any issuance
or sale or other disposition by the Company of equity interests representing 15% or more of the aggregate voting
power of the then outstanding shares of Common Stock, or (iii) any merger, consolidation, share exchange, business
combination, joint venture, reorganization, recapitalization, liquidation, dissolution or other similar transaction
involving the Company or any of its significant subsidiaries, in each case other than the transactions contemplated by
the Purchase Agreement.

The Company is, however, permitted to furnish information to, and engage in discussions and negotiations with, any
third party who makes a bona-fide, written Acquisition Proposal if:

the Acquisition Proposal did not result directly or indirectly from a breach by the Company of its non-solicitation
"covenants under the Purchase Agreement;

the Board determines in good faith, after consultation with its financial advisor and outside legal counsel, that (i) the

- Acquisition Proposal is, or is reasonably likely to lead to, a “Superior Proposal” and (ii) the failure to take such actions
would be inconsistent with the Board’s fiduciary duties under applicable law; and

_the Company has given CFL prior written notice of its intention to take such actions as required under the Purchase
Agreement.

A “Superior Proposal” is defined in the Purchase Agreement as an unsolicited bona fide written Acquisition Proposal
(except that references in the definition of “Acquisition Proposal” to “15% or more” are replaced by “50% or more” for
purposes of the definition of Superior Proposal) that is not attributable to a breach by the Company of its
non-solicitation covenants under the Purchase Agreement or to any material breach by the Company of any other
provisions of the Purchase Agreement, which the Board determines in good faith, after consultation with its financial
advisor and outside legal counsel, taking into account all legal, financial, regulatory, timing and other aspects of the
proposal (including financing, stockholder litigation and breakup fee and expense reimbursement provisions) and the
party making the proposal, (i) is reasonably likely to be consummated on the terms proposed, (ii) to the extent
financing is required, such financing is then fully committed on customary terms and conditions, (iii) the per-share
consideration offered is greater than the $1.20 per share price CFL is paying in the Share Issuance (including, if the
per-share consideration is not all cash, a determination by the Board in good faith by majority vote, after consultation
with its financial advisor, to such effect), and (iv) is otherwise on terms the Board has determined is superior, from a
financial point of view, to the transactions contemplated by the Purchase Agreement.

The Company must notify CFL promptly (and in any event within 24 hours) after receipt by the Company or any of its
subsidiaries or representatives of any Acquisition Proposal or any request for information relating to the Company or
any of its subsidiaries or for access to the business, properties, assets, books or records of the Company or any of its
subsidiaries by any third party, which notice must include the material terms and conditions of any such Acquisition
Proposal and the identity of the party making such Acquisition Proposal, and must provide copies of all
correspondence and other written materials sent or provided to the Company or any of its representatives relating to
any material developments, discussions or negotiations with respect thereto. Furthermore, the Company must
promptly (and in any event within 24 hours) make available to CFL any such information that is provided to any such
third party by or on behalf of the Company and which was not previously provided or made available to CFL.

Except as expressly permitted by the Purchase Agreement, the Board may not:
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fail to make or include in this proxy statement the Board’s recommendations that our stockholders vote to
approve the Authorized Share Proposal and the Nasdaq Approval Proposal at the Special Meeting;
change, modify, withhold, qualify or withdraw (or resolve or propose publicly to do any of the foregoing), in a
manner adverse to CFL, the Board’s recommendations that our stockholders vote to approve the Authorized Share
"Proposal and the Nasdaq Approval Proposal at the Special Meeting in a manner adverse to the Buyer, or take any
public action or make any public statement inconsistent with such recommendations;
take any action or make any recommendation or public announcement or filing in response to a tender or exchange
-offer commenced by any third party, other than an express recommendation that our stockholders reject such tender
or exchange offer and certain other permitted statements; or
enter into, approve, adopt or recommend any Acquisition Proposal or any definitive agreement (other than a
“permitted confidentiality agreement) relating thereto (any of the foregoing, a “Company Recommendation Change”).
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However, at any time before our stockholders approve the Authorized Share Proposal and the Nasdaq Approval
Proposal, the Board is permitted to make a Company Recommendation Change:

in response to a Superior Proposal that has been made and not withdrawn and continues to be a Superior Proposal and
-which did not result from a violation in any material respect by the Company of its non-solicitation covenants under
the Purchase Agreement, or

-if an “Intervening Event” has occurred;

provided that:

the Board has determined in good faith, after consultation with its financial advisor and outside legal counsel, that the
“failure to take such action would be inconsistent with the Board’s fiduciary duties under applicable law;

the Company notifies CFL in writing of its intention to duly convene a meeting of the Board to consider making a
Company Recommendation Change within 24 hours after the Board determines to convene such a meeting and at
‘least four business days prior to convening such meeting, which notice must provide certain information concerning
the Superior Proposal or the Intervening Event, as applicable, required by the Purchase Agreement; and

the Board has given CFL four business days to (i) in the case of a Superior Proposal, make a binding offer that, as
determined by the Board in good faith, after consultation with its financial advisor and outside legal counsel, is at
least as favorable to the Company and its stockholders as the Superior Proposal or (ii) in the case of an Intervening
'Event, make a binding offer that, as determined by the Board in good faith, after consultation with its financial
advisor and outside legal counsel, eliminates the need for the Board to make or consider making a Company
Recommendation Change.

An “Intervening Event” is defined in the Purchase Agreement as an event, state of facts, change, discovery, development
or circumstance relating specifically to the Company that arises after the date of the Purchase Agreement and is
continuing on any date of determination that was not known or reasonably foreseeable by the Board before as of prior

to the date of the Purchase Agreement, and which is materially beneficial to the business, assets, liabilities, financial
condition, results of operation or prospects of the Company and its subsidiaries, take as a whole, with certain

exceptions set forth in the Purchase Agreement, including changes in market price of the Common Stock (although

the underlying reasons for the stock price increase may be deemed to be an Intervening Event) and the Company
exceeding internal or published forecasts or projections (although the underlying reasons for such occurrence may be
deemed to be an Intervening Event).

Other Covenants and Agreements

Proxy Statement; Special Meeting. Pursuant to the Purchase Agreement, the Company is required to give notice of,
convene and hold a special meeting of its stockholders for the purpose of considering and taking action on the Nasdaq
Approval Proposal and the Authorized Shares Proposal.

Certain Filings; Listing of Common Stock. The Company must make those specified filings and reports required in
connection with the offer and sale of the shares of Common Stock to CFL under the Purchase Agreement. In addition,
the Company has agreed to use its reasonable best efforts to maintain its listing or authorization for quotation on the
Nasdaq Capital Market, and to refrain from taking any action that would be reasonably expected to result in the
delisting or suspension of its Common Stock on the Nasdaq Capital Market.

Board of Directors. Pursuant to the Purchase Agreement and the Stockholders’ Agreement to be entered into on the
Closing Date, effective as of the Closing Date, the Company’s Board of Directors will consist of nine directors, and
CFL will have the right to nominate one director for every 9.9% of total voting power the CFL Group beneficially
own, up to a maximum of six directors. The Company has agreed to take all actions necessary to cause sufficient
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vacancies on the Board of Directors to accommodate such nominations, including by making any necessary

amendments to the bylaws. See the description of the Stockholders’ Agreement below for additional information
regarding the composition of the Board of Directors following the Closing Date.
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Director and Officer Liability Insurance; Indemnification Arrangements. Pursuant to the Purchase Agreement,
Company is required to purchase prior to Closing (1) an officers’ and directors’ liability insurance “tail policy”, with a
term of at least six years following the Closing, covering the current and former directors and officers of the Company
and its subsidiaries and any employee of the Company or any subsidiary who is a fiduciary under any Company

benefit plan for events occurring at or prior to the Closing Date and (2) an officers’ and directors’ liability insurance
policy, with a term of at least six years following the Closing, covering the directors and officers of the Company and

its subsidiaries and any employee of the Company or any subsidiary who is a fiduciary under any Company benefit

plan for events occurring after the Closing Date, in each case of (1) and (2) on terms no less favorable than the
Company’s existing officers’ and directors’ liability policy, subject to certain limitations on the amount of the premiums.

Credit Facility. Pursuant to the Purchase Agreement, the Company must take all actions necessary to repay all
amounts owed under, and to terminate, the Company’s master credit facility, to cause the release of all security
interests created thereunder, and to cause the termination of the board representation agreement with the lender under
the master credit facility.

Other Covenants. The Purchase Agreement contains additional agreements between the Company and CFL relating
to, among other things:

publicity, including the issuance of press releases and filings with the SEC relating to the Share Issuance;
the filing of a joint voluntary notice with the Committee on Foreign Investment in the United States (“CFIUS”); and
the Company’s use of proceeds from the Share Issuance.

Escrow. Pursuant to the terms of the Purchase Agreement, CFL and the Company entered into an escrow agreement,
pursuant to which CFL deposited approximately $1.7 million in an escrow account. This escrow amount is intended

to serve as security for CFL’s potential termination fee obligations as described below under “—Termination Fee,” and will
be applied to the purchase price for the shares of Common Stock to be purchased by CFL at the Closing of the Share
Issuance.

Equity Commitment; Specific Performance. Pursuant to the terms of the Purchase Agreement, CFL has received an
equity commitment letter from the CFL Shareholders, pursuant to which the CFL Shareholders have committed to
fund the purchase price at the Closing. The Company will be entitled to seek specific performance of the funding
contemplated by the equity commitment letter and to cause CFL to consummate the Share Issuance if:

all of the conditions set forth in the Purchase Agreement have been satisfied or waived (other than those conditions
that by their terms are to be satisfied at Closing);

CFL has failed to consummate the Closing within three business days following the date the Closing should have
occurred in accordance with the terms of the Purchase Agreement and the Company has provided written notice to

CFL that it was ready and willing to consummate the Closing during such period;

CFL has failed to consummate the Closing within three business days following receipt of the notice from the
Company described above; and

the Purchase Agreement has not been terminated in accordance with its terms.

If specific performance is granted to the Company and the funding has occurred pursuant to the equity commitment
letter, the Company and CFL will be required to consummate the Closing.
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Adjustments to Common Stock. Pursuant to the Purchase Agreement, if prior to the Closing, the number of
outstanding shares of Common Stock are changed into a different number of shares as a result of a reclassification,
stock split (including a reverse stock split), stock dividend or distribution, recapitalization, issuer tender offer or other
similar transaction, then the number of shares of Common Stock, the Per Share Price and any other amounts payable
pursuant to the Purchase Agreement shall be adjusted.

Conditions to Closing

The obligation of each of the Company and CFL to consummate the Share Issuance is subject to the satisfaction or
waiver of the following conditions:

each of the Authorized Shares Proposal and the Nasdaq Approval Proposal shall have been approved by the requisite
vote of the Company’s stockholders;
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the absence of any final, non-appealable restraining order, injunction or similar order or legal restraint or prohibition
which remains in effect and enjoins or otherwise prohibits the consummation of the transactions contemplated by the
Purchase Agreement;

the Company shall have obtained all governmental, regulatory or third party consents and approvals, if any, necessary
for the completion of the Share Issuance; and

the Company and CFL shall have received the CFIUS Approval.

The obligation of CFL to consummate the Share Issuance is also subject to the satisfaction of the following
conditions:

the representations and warranties of the Company shall be true and correct (without regard to any “materiality” or
“material adverse effect” or similar qualifications contained in them) as of the date of the Purchase Agreement and as of
the Closing Date as though made on and as of the Closing Date, except (i) that certain representations and warranties

of the Company must be true and correct in all respects and certain representations and warranties that address matters
only as of a particular date need only be true and correct as of such date and (ii) for such failures to be true and correct
that, individually and in the aggregate, have not had, and would not be likely to have, a material adverse effect on the
Company;

the Company shall have performed, satisfied and complied in all material respects with the covenants, agreements and
conditions required to be performed, satisfied or complied with by the Company at or prior to the Closing Date;

the Company shall have delivered to CFL certain documents and other items, including the duly executed
Stockholders’ Agreement, a certificate, signed by a duly authorized officer of the Company certifying to the matters in
the above two bullets, a report of the Company’s transfer agent regarding matters relating to the Tender Offer and
irrevocable instructions to the transfer agent with respect to the shares of the Company’s Common Stock to be
purchased by CFL pursuant to the Purchase Agreement;

the Company shall have duly executed and delivered to CFL each of the transaction documents to which it is a party;
and

no change or event shall have occurred and no circumstances shall exist which have had or would reasonably be
expected to have, individually or in the aggregate, a Material Adverse Effect on the Company.

The obligation of the Company to consummate the Share Issuance is also subject to the satisfaction of the following
conditions:

the representations and warranties of CFL shall be true and correct (without regard to any “materiality” or “material
adverse effect” or similar qualifications contained in them) as of the date of the Purchase Agreement and as of the
Closing Date as though made on and as of the Closing Date, except (i) that certain representations and warranties of
CFL must be true and correct in all respects and certain representations and warranties that address matters only as of
a particular date need only be true and correct as of such date and (ii) for such failures to be true and correct that,
individually and in the aggregate, have not had, and would not be likely to have, a material adverse effect on CFL or
its ability to perform any of its obligations under the Purchase Agreement or any of the other documents to which it is
a party;

CFL shall have performed, satisfied and complied in all material respects with the covenants, agreements and
conditions required to be performed, satisfied or complied with by CFL at or prior to the Closing Date;
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CFL shall have delivered to the Company the duly executed Stockholders’ Agreement, a certificate, signed by a duly
authorized officer of CFL certifying to the matters in the above two bullets; and

CFL shall have delivered an amount in cash equal to the purchase price less the $1.7 million held in escrow as
described above, and each of the Company and CFL shall have caused the escrow agent to release the escrow amount
to the Company in accordance with the escrow agreement; and

CFL shall have duly executed and delivered to the Company each of the transaction documents to which it is a party.
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Survival. The Purchase Agreement provides that all representations and warranties contained in the Purchase
Agreement will survive the Closing Date for two years. In addition, none of the pre-closing covenants will survive the
Closing Date and any post-closing covenants will survive the Closing Date for the earlier of (i) the period
contemplated by their respective terms and (ii) until performed. However, a claim that is asserted in good faith and
with specificity and given with proper notice to the other party prior to the expiration date of the applicable survival
period will not be barred by the expiration of such period and will survive until finally resolved.

Indemnification and Reimbursement of Expenses. Pursuant to the Purchase Agreement, following the Closing Date,

each of the Company and CFL has agreed to indemnify and hold the other party and its respective directors, officers,
employees, stockholders, partners, members and investors and their respective agents and representatives (each a
“Company Indemnified Party” or “CFL Indemnified Party”, as the case may be, and collectively the “Indemnified Parties™)
harmless from all losses, liabilities, obligations, claims, contingencies, damages, costs, expenses, actions, causes of

action, suits, penalties and fees, including all judgments, amounts paid in settlements, court costs and reasonable
out-of-pocket attorneys’ fees and costs of investigation (collectively, “Losses”) that any such Indemnified Party may

suffer or incur as a result of, or arising out of or relating to:

the other party’s breach of any representation or warranty contained in the Purchase Agreement or any other
transaction document; or

any breach by the other party of any covenant, agreement or obligation contained in the Purchase Agreement or any
other transaction document.

In addition, the Company must reimburse each CFL Indemnified Party and CFL must reimburse each Company
Indemnified Party for its expenses incurred in connection with such Losses.

Limitations on Indemnification. Claims for indemnification by the Company or CFL are subject to certain limitations,
including time limits (as described above under “—Survival”) and a deductible, basket and cap on indemnification
amounts depending on the nature of the claim. Specifically, neither the Company nor CFL will be liable to an
Indemnified Party for any Losses resulting from one or more breaches of representations or warranties unless and until
the aggregate amount of such Losses exceeds 1% of the aggregate purchase price (the “Basket”), in which case the
Company or CFL, as the case may be, would be liable for all such Losses, including those Losses incurred prior to
exceeding the Basket. However, neither the Company nor CFL will be liable to an Indemnified Party for any Losses
relating to a claim where the individual or series of related Losses do not exceed 0.29% of the aggregate purchase
price, and such Losses would not count toward the Basket described in the preceding sentence.

The cumulative indemnification obligations of each of the Company and CFL will be limited to a cap of 10% of the
aggregate purchase price (the “10% Cap”). However, the 10% Cap will not apply respect to Losses arising out of a
breach of certain representations and warranties of the Company and CFL, including:

with respect to the Companys, its representations and warranties relating to organization, existence and good standing,
-subsidiaries, authorization, enforcement and validity, issuance of Common Stock in the Share Issuance,
capitalization, disqualification events, and payment of placement agent fees; and

with respect to CFL, its representations and warranties relating to organization, existence and good standing,

-authorization, enforcement and validity, no public sale or distribution, accredited investor status, transfer and resale,
general solicitation, knowledge, sophistication and experience, access to information and availability of funds.
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In any such case, the Company or CFL, as the case may be, will be obligated to indemnify the Indemnified Party for
Losses up to an amount equal to the aggregate purchase price for the shares of Common Stock to be sold to CFL in the
Share Issuance.

In addition, there is no basket or cap with respect to breaches of covenants, agreements or obligations contained in the
Purchase Agreement or any other transaction document.
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The Purchase Agreement may be terminated and the transactions contemplated thereby may be abandoned prior to the
Closing Date as follows:

by mutual written consent of CFL and the Company, by action of their respective boards of directors or similar
governing body;

by either CFL or the Company if:

there shall be any final and non-appealable restraining order, injunction or similar order or legal restraint or
prohibition of any governmental authority of competent jurisdiction which remains in effect and enjoins or otherwise
prohibits the consummation of the Share Issuance or any of the other transactions contemplated by the Purchase
Agreement;

at the Special Meeting, the Company’s stockholders shall have failed to approve either the Nasdaq Approval Proposal
or the Authorized Shares Proposal; or

if the Closing does not occur by December 30, 2016, provided that the party seeking to terminate for this reason shall
not have breached its obligations in any material respect in any manner that is the primary cause of the failure of the
Closing to occur by such date; or

by CFL, if:

the Company shall have breached or failed to perform any of its representations, warranties, covenants or agreements
contained in the Purchase Agreement such that certain conditions would not be satisfied and either (a) such breach is
not capable of being cured or (b) if such breach is curable, such breach shall not have been cured prior to the earlier of
(1) fifteen days following notice of such breach and (ii) December 29, 2016;

the Company breaches, in any material respect, any of its obligations with respect to its covenants described under the
caption “Alternative Transaction Proposals” in this proxy statement (collectively, the “No Shop Covenants”);

the Company’s Board of Directors recommends, or fails to recommend, against an Acquisition Proposal, or fails under
certain circumstances and within certain timeframes to reaffirm its recommendation of the Nasdaq Approval Proposal
and the Authorized Shares Proposal; or

by the Company, if:

CFL shall have breached or failed to perform any of its representations, warranties, covenants or agreements
contained in the Purchase Agreement such that certain conditions would not be satisfied and either (a) such breach is
not capable of being cured or (b) if such breach is curable, such breach shall not have been cured prior to the earlier of
(1) fifteen days following notice of such breach and (ii) December 29, 2016;

all Closing conditions have been satisfied or waived, CFL fails to consummate the transactions contemplated by the
Purchase Agreement within three business days following the date such Closing should have occurred pursuant to the
terms of the Purchase Agreement, the Company provides written notice to CFL that it is ready and willing to
consummate the Closing during such period and CFL fails to consummate the Closing within three business days after
delivery of such notice; or
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the Company has received a Superior Proposal, has satisfied its obligations with respect to the No Shop Covenants,
the Company’s Board of Directors approves and the Company enters into a definitive transaction agreement with
respect to such Superior Proposal, and the Company pays the required termination fee to CFL (as described below).
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Pursuant to the Purchase Agreement, the Company is required to pay CFL a termination fee of $615,000 in the event
that:

the Purchase Agreement is terminated by CFL because the Company’s Board of Directors recommends, or fails to
-recommend against, an Acquisition Proposal, or fails under certain circumstances and within certain timeframes to
reaffirm its recommendation of the Nasdaq Approval Proposal and the Authorized Shares Proposal;

the Purchase Agreement is terminated by the Company because the Company has received a Superior Proposal, has
-satisfied its obligations with respect to the No Shop Covenants, and the Company’s Board of Directors approves, and
the Company enters into, a definitive transaction agreement with respect to such Superior Proposal; or

the Purchase Agreement is terminated for any of the following reasons, in circumstances where an Acquisition
Proposal has been made to the Company and not withdrawn prior to the date of termination of the Purchase
"Agreement, and within twelve months of such termination, the Company enters into a definitive transaction
agreement with respect to an Acquisition Proposal or an Acquisition Proposal is consummated:

by the Company or CFL because at the Special Meeting, the Company’s stockholders have failed to approve either the
Nasdaq Approval Proposal or the Authorized Shares Proposal,

by the Company or CFL because the Closing has not occurred by December 30, 2016 and the party seeking to
terminate for this reason has not breached its obligations in any material respect in any manner that is the primary
cause of the failure of the Closing to occur by such date,

by CFL because the Company has breached or failed to perform any of its representations, warranties, covenants or
agreements contained in the Purchase Agreement such that certain conditions would not be satisfied and either (x)
such breach is not capable of being cured or (y) if such breach is curable, such breach has not been cured prior to the
earlier of (1) fifteen days following notice of such breach and (2) December 29, 2016, or

by CFL because the Company has breached its obligations with respect to its No Shop Covenants in any material
respect.

In addition, the escrow agent will be required to release to the Company the full $1.7 million escrow amount funded
by CFL as a “reverse” termination fee in the event that the Purchase Agreement is terminated by the Company because:

CFL has breached or failed to perform any of its representations, warranties, covenants or agreements contained in
the Purchase Agreement such that certain conditions would not be satisfied and either (a) such breach is not capable
“of being cured or (b) if such breach is curable, such breach has not been cured prior to the earlier of (i) fifteen days
following notice of such breach and (ii) December 29, 2016; or

all Closing conditions have been satisfied or waived, CFL has failed to consummate the transactions contemplated by
the Purchase Agreement within three business days following the date such Closing should have occurred pursuant to
-the terms of the Purchase Agreement, the Company has provided written notice to CFL that it is ready and willing to
consummate the Closing during such period and CFL has failed to consummate the Closing within three business
days after delivery of such notice.

Other Fees, Costs and Expenses
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Pursuant to the Purchase Agreement, each party shall bear its own expenses. However, if the Purchase Agreement is
terminated by CFL (1) because the Company has breached or failed to perform any of its representations, warranties,
covenants or agreements contained in the Purchase Agreement such that certain conditions would not be satisfied
(subject to the cure procedures described above) or (2) because the Company has breached its obligations with respect
to its No Shop Covenants in any material respect, and, in either case, the breach by the Company giving rise to the
termination was intentional, then, the Company would be required to reimburse CFL for its costs and expenses in
connection with the Share Issuance, up to a maximum amount of $205,000.
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At the Closing, the Company will enter into the Stockholders” Agreement with CFL and each of the CFL
Shareholders. The form of the Stockholders’ Agreement is attached as Appendix B to this proxy statement. As
described below, the Stockholders’ Agreement sets forth the agreement of the Company, CFL and the CFL
Shareholders relating to board representation rights, transfer restrictions, standstill provisions, voting, registration
rights and other matters following the Closing.

Restrictions on Acquisition of Additional Securities

Under the Stockholders’ Agreement, members of the CFL Group will be prohibited from directly or indirectly
acquiring, agreeing to acquire or publicly proposing or offering to acquire any shares of Common Stock directly from
the Company or commencing any tender offer or exchange offer for any shares of Common Stock, in each case which
would cause the aggregate beneficial ownership of members of the CFL Group to exceed 51% of the then outstanding
shares of Common Stock, on a fully-diluted basis In addition, members of the CFL Group are prohibited from
directly or indirectly acquiring, agreeing to acquire or publicly proposing or offering to acquire directly or indirectly,
or commencing any tender offer or exchange offer for, any other capital stock of the Company or any debt securities
of the Company. Any Common Stock or rights to acquire Common Stock granted to an affiliate of CFL or a CFL
Shareholder in his or her capacity as an employee, director or officer of the Company pursuant to a Board-approved
compensation or equity plan are excluded from this beneficial ownership cap and are to be excluded from the
calculation of the beneficial ownership of members of the CFL Group.

Notwithstanding the foregoing, members of the CFL Group will have the right to make open market purchases or
privately-negotiated purchases from Company stockholders of additional shares of the Company’s Common Stock up
to any amount, provided that, as a result of such purchases, there are not less than 350 stockholders of the Company,
thus preventing the CFL Group from causing the Company to fall below the number of stockholders required to
maintain a listing on the Nasdaq Capital Market.

Participation Right in Future Equity Issuances

For so long as members of the CFL Group beneficially own at least 25% of our Common Stock, CFL and the CFL
Shareholders will have a participation right with respect to any future issuances of Common Stock by the Company,
such that CFL and the CFL Shareholders may purchase an amount of shares necessary to maintain its then-current
beneficial ownership interest, up to a maximum of 51% of the Company’s then-outstanding Common Stock, on a
fully-diluted basis subject to certain exceptions. This participation right will not apply to any issuance by the
Company:

-as consideration in any merger, acquisition or similar strategic transaction approved by the Board of Directors;

to directors, officers or employees, advisors or consultants pursuant to a compensation, incentive or similar plan
approved by the Board of Directors;

as a result of the conversion of convertible securities or the exercise of any warrants, options or other rights to acquire
capital stock of the Company; or

-in an “at the market offering” or other continuous offering of equity securities by the Company.

This participation right shall also not apply to the extent that, as a result of the exercise thereof, CFL and the CFL
Shareholders would beneficially own greater than 51% of the Company’s then outstanding Common Stock, on a
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Standstill

The Stockholders’ Agreement contains standstill provisions that, among other things and subject to certain exceptions,
will prohibit members of the CFL Group from, directly or indirectly:

facilitating, knowingly encouraging, inducing, supporting or becoming a “participant” in, or a member of certain “groups”
(as defined inSection 13(d) of the Exchange Act) formed for the purposes of acting with respect to, any solicitation
-of proxies or consents with respect to any proposal submitted to the holders of the Company’s voting securities for

their consideration, vote or consent, other than any such proposal included in a definitive proxy statement of the
Company including the affirmative recommendation of the Company’s Board of Directors;
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submitting, or inducing, facilitating or knowingly encouraging the making or submission by any person or entity to
the Company’s Board of Directors, Company management or any of the Company’s security holders, any proposal
providing for or contemplating any merger, acquisition, sale, lease, mortgage, encumbrance or pledge or other
transfer of all or a material portion of the assets of, business combination, amalgamation, share exchange, tender or
“exchange offer, recapitalization, reorganization, spin-off, issuance or sale or purchase or shares of any class of capital
stock, dissolution, liquidation or winding up, or any similar transaction involving the securities, assets or businesses
of the Company or any of its subsidiaries, except for an acquisition proposal for all of the outstanding Common Stock
satisfying the conditions described below; or

taking any action, directly or indirectly, to change the composition of our Board of Directors or its committees such
that they no longer satisfy applicable Nasdaq listing rules regarding board and committee independence.

These restrictions generally do not prohibit members of the CFL Group from:

making a bona fide private acquisition proposal to the Company to acquire all outstanding shares of Common Stock
not then beneficially owned by members of the CFL Group, provided such proposal contemplates the acquisition of
all shares of Common Stock for 100% cash consideration and is expressly and irrevocably conditioned at the time the
-proposal is made on the approval of both a committee (a “Special Committee”) of the Board of Directors comprised
solely of independent directors, a majority of which are not CFL Board Designees (as defined below) and the
affirmative vote of a majority of the outstanding shares of Common Stock not then beneficially owned by the CFL
Group; or

transferring their shares of Common Stock in connection with a third-party tender offer or a third-party business
combination proposal, provided that:

Osuch third-party tender offer or proposal was not commenced or conducted as a result of a breach of the standstill
provisions of the Stockholders’ Agreement; and

no such transfer shall be permitted during the one-year period following the Closing unless the third-party tender
offer or proposal has been approved and recommended by a Special Committee or by our Board of Directors

(including the affirmative vote of a majority of the independent directors, which majority includes at least one
independent director that is not a CFL Board Designee).

Restrictions on Transfer
The Stockholders’ Agreement provides for certain restrictions on the ability of members of the CFL Group to transfer
their shares of Common Stock for a one-year period following the Closing (the “Lock-Up Period”’). However, members
of the CFL Group are permitted to transfer shares of Common Stock to:

-their respective controlled affiliates;

-to the Company or any of its subsidiaries; or

in any transaction approved in advance by the Special Committee or our Board of Directors (including the affirmative
-vote of a majority of the independent directors, which majority includes at least one independent director that is not a

CFL Board Designee).

Notwithstanding these restrictions, during the Lock-Up Period, members of the CFL Group may transfer shares of
Common Stock at any time, in a single transaction or in multiple transactions, provided the aggregate number of
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shares transferred may not exceed 10% of the outstanding shares of Common Stock. In addition, as noted above
under “—Standstill,” members of the CFL Group may transfer their shares of Common Stock during the Lock-Up Period
in connection with a third-party tender offer or third-party business combination proposal.
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Following the expiration of the Lock-Up Period, members of the CFL Group may transfer their shares of Common
Stock without restriction under the Stockholders’ Agreement, provided that, as a result of such transfers, no single
transferee acquires beneficial ownership of more than 14.9% of the then-outstanding outstanding shares of Common
Stock.

CFL and the CFL Shareholders may transfer or issue capital stock of CFL to any party, as long as the CFL
Shareholders continue to own a majority of the outstanding capital stock and voting power of CFL.

Board Representation Rights

Under the Stockholders’ Agreement, CFL and the CFL Shareholders will have the right to nominate individuals
reasonably acceptable to the Nominating and Governance Committee of our Board of Directors for election as

directors of the Company (the “CFL Board Designees”), for so long as the CFL Group beneficially owns 9.9% of the
total voting power of the Company. For purposes of the Stockholders’ Agreement, “total voting power” means the total
number of votes represented by and entitled to be cast by holders of the Company’s outstanding voting securities.

CFL will have the right to nominate one director nominee for every 9.9% of total voting power that the CFL Group
beneficially owns, provided that CFL will never have the right to nominate more than six directors regardless of how
many shares of Common Stock it beneficially owns. CFL and the CFL Shareholders may assign the right to designate
a director to any third party to whom CFL or a CFL Shareholder sells 9.9% of the total voting power.

At the Closing, our Board of Directors will consist of nine directors and CFL will be entitled to designate five out of
the nine directors to serve on the Board. For so long as the Stockholders’ Agreement is in effect, the size of the Board
of Directors will be fixed at nine directors. It is currently anticipated that the following four of our existing directors,
Jim Kirsch, Star Jones, Lee Hillman and David Schramm, will continue to serve on our Board of Directors.
Information regarding the business experience and background of the Board designees is provided below under
“Composition of the Board of Directors Following the Transaction” in accordance with Rule 14f-1 under the Exchange
Act.

In addition, unless otherwise approved by the Board of Directors (including the affirmative vote of a majority of the
independent directors then on the Board of Directors, which majority includes at least one independent director that is
not a CFL Board Designee), the Company will not seek the controlled company exception under Nasdaq rules, which
means a majority of the Board of Directors, and all of the members of the Audit, Compensation and Nominating
committees must be independent under Nasdaq rules. As CFL’s board designation rights decrease, so do the number
of CFL Board Designees that must be independent. Specifically, if CFL has the right to designate:

-five or six CFL Board Designees, then three must be independent;

-four CFL Board Designees, then two must be independent;

-three CFL Board Designees, then one must be independent; and

-fewer than three CFL Board Designees, then CFL will not be required to designate any independent directors.

At least one CFL Board Designee shall serve on each committee of the Board of Directors. At Closing, the Board of
Directors will appoint co-Chairmen of the Board, who will initially be Jim Kirsch, the Company’s current Executive
Chairman, and Song Jing Bo, a CFL Shareholder. If Mr. Kirsch is no longer serving on the Board of Directors, then
there will be no co-Chairmanship, and Mr. Song or another CFL Board Designee will be the sole Chairman of the

Board of Directors. Board Chairmanship will be designated by CFL for so long as CFL has board designation rights
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under the Stockholders’ Agreement.

The Company will maintain directors’ and officers’ liability insurance for the benefit of each CFL Board Designee on
substantially similar terms as the Company’s current insurance policy, and shall provide the CFL Board Designees
with all benefits as currently provided to other directors performing similar roles.

Voting

CFL and the CFL Shareholders must cause all of the shares of Common Stock held by the CFL Group to be present
for quorum purposes at every meeting of the Company’s stockholders. In addition, CFL and the CFL Shareholders
will cause all of the shares of Common Stock held by the CFL Group to be voted (i) “for” the election of all director
nominees approved and recommended by the Board of Directors, for so long as the Company is in material
compliance with the Stockholders’ Agreement and (ii) “against” any proposal that would have the effect of
circumventing the Stockholders’ Agreement.
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The shares to be issued to CFL at Closing will not be registered under the Securities Act of 1933, as amended (the
“Securities Act”), in reliance on the exemption from registration provided by Section 4(a)(2) of the Securities Act and
the rules and regulations of the SEC promulgated thereunder. Pursuant to the Stockholders’ Agreement, following the
expiration of the Lock-Up Period, CFL and the CFL Shareholders will have unlimited demand, shelf and piggyback
registration rights to require the Company to effect the registration under the Securities Act of the resale of the shares
of Common Stock acquired by CFL at Closing and any other shares of Common Stock acquired by CFL or the CFL
Shareholders following the Closing.

CFL and the CFL Shareholders will have the right to require the Company to file a registration statement every 120
days (up to three times per year), and the Company will have the right, once per twelve-month period, to delay such
filing up to 120 days. The Company will be required to use its commercially reasonable efforts to cause the
registration statement to become effective. The Company will be precluded from granting any registration rights to
any party in the future that would adversely impact CFL’s registration rights.

The Company, on the one hand, and CFL and the CFL Shareholders, on the other hand, will indemnify each other for
any material misstatements or omissions in any registration statement filed pursuant to the registration rights
provisions of the Stockholders’ Agreement, provided that the indemnity obligations of CFL and the CFL Shareholders
will cover only information provided by them expressly for inclusion in the registration statement and will be limited
to the amount of net proceeds received by CFL and the CFL Shareholders in the offering to which the registration
statement relates.

The registration rights of CFL and the CFL Shareholders under the Stockholders’ Agreement will terminate when CFL
or the CFL Shareholder, as applicable, no longer holds “registrable securities.” For purposes of the Stockholders’
Agreement, “registrable securities” means:

_any shares of Common Stock issued to, purchased or acquired by CFL or a CFL Shareholder (other than in violation
of the Stockholders’ Agreement); and

any Company securities issued or issuable to CFL or a CFL Shareholder with respect to any shares of Common Stock
-(including, by way of stock dividend, stock split, distribution, exchange, combination, merger, recapitalization,
reorganization or otherwise).

Any particular registrable securities once issued shall cease to be “registrable securities” upon the earliest to occur of:

the date on which such securities are disposed of pursuant to an effective registration statement under the Securities
Act;

the date on which such securities are disposed of pursuant to Rule 144 (or any successor provision) promulgated
under Securities Act;

the date on which such securities may be sold without volume limitations or manner of sale restrictions pursuant to
-Rule 144 (or any successor provision) promulgated under the Securities Act (without the requirement for the
Company to be in compliance with the current public information requirement of such rule);

the date on which CFL (or a CFL Shareholder, if applicable) holds such securities ceases to hold, together with its

'affiliates, at least 10% of the then outstanding Common Stock; and
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-the date on which such securities cease to be outstanding.
Term of the Stockholders’ Agreement

The Stockholders’ Agreement will automatically terminate on the 181 day following the date on which the CFL
Group beneficially owns less than 9.9% of the total voting power of our Common Stock, provided that the registration
rights provided under the Stockholders’ Agreement will not terminate until CFL and the CFL Shareholders no longer
hold any registrable securities as described above. In addition, the Stockholders’ Agreement will terminate with
respect to a CFL Shareholder if it no longer holds any registrable securities and ceases to control CFL, either jointly or
solely. The Stockholders’ Agreement may also be terminated by the mutual written consent of the parties or if there is
a dissolution of the Company.
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THE AUTHORIZED SHARES PROPOSAL

You are being asked to approve and adopt a proposal to amend the Company’s Certificate, in the form attached as
Appendix C to this proxy statement. The consummation of the Share Issuance requires amending the Certificate as
described herein. If this proposal is not approved, the conditions to consummating the Share Issuance will not be
satisfied and we will not consummate any of the transactions contemplated by the Purchase Agreement.

The Board of Directors has approved, subject to stockholder approval, an amendment to our Certificate to increase the
number of shares of our Common Stock authorized for issuance from 25,000,000 to 45,000,000. We believe that the
increase in the number of authorized shares of Common Stock is in the best interests of the Company and its
stockholders. It is important that the Company have a sufficient number of authorized but unissued shares to issue the
shares of Common Stock it would be required to issue in the Share Issuance and to provide the Company with the
flexibility to, among other things, undertake important strategic initiatives the Board of Directors may approve from
time to time.

Under Delaware law, we may only issue shares of Common Stock to the extent such shares have been authorized for
issuance under our Certificate. From time to time, we issue shares of our Common Stock in connection with capital
raises to fund operations and for other general corporate purposes, including upon the exercise of warrants issued in
connection therewith. Upon each of these occurrences, the amount of available authorized shares decreases. Our
Certificate currently authorizes the issuance of up to 25,000,000 shares of Common Stock (which amount is subject to
change if, at our annual meeting of stockholders to be held on September 26, 2016, our stockholders vote in favor of a
proposal that would allow the Company to effect a reverse stock split as described below in more detail). As of
August 31, 2016, 14,510,960 shares of Common Stock were issued and outstanding and 4,440,357 shares were
issuable upon exercise of outstanding options and warrants. However, assuming that the full number of shares offered
to be purchased by the Company in the Tender Offer are purchased, and subject to reduction for exercise of the
Co-Sale Right, the Share Issuance will result in the issuance of 17,122,794 shares of Common Stock to CFL. The
proposed increase in the authorized Common Stock is necessary to enable the Company to issue the shares of
Common Stock it would be required to issue in the Share Issuance and would also provide the Company with the
flexibility to, among other things, issue additional equity and equity-linked securities in the future to fund its
operations and expected growth and other general corporate purposes.

The availability of additional shares of Common Stock is particularly important in the event that the Board of
Directors needs to undertake any of the foregoing actions on an expedited basis and thus to avoid the time and
expense of seeking stockholder approval in connection with the contemplated issuance of Common Stock. If the
amendment is approved by the stockholders, the Board of Directors does not intend to solicit further stockholder
approval prior to the issuance of any additional shares of Common Stock, unless stockholder approval is otherwise
required by law or the rules of the Nasdaq Stock Market.

We do not have any arrangements, commitments or understandings to issue any shares of our capital stock except in
connection with our existing stock option and purchase plans, the exercise of outstanding warrants, and the Share
Issuance. The Board of Directors is not currently aware of any attempt to take over or acquire the Company. While
this proposal may have potential anti-takeover effects, it is not prompted by any specific effort or takeover threat
currently perceived by management other than the Share Issuance.

Reverse Stock Split
The Company will hold its annual meeting on September 26, 2016. At that meeting, our stockholders will be asked to
vote on a proposal related to the approval of a series of alternate amendments to our Certificate to effect a reverse

stock split in a ratio of [1-for-2] [1-for-3] [1-for-4] [1-for-5] [1-for-6] [1-for-7] [1-for-8] [1-for-9] [1-for-10] [1-for-11]
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[1-for-12] [1-for-13] [1-for-14] or [1-for-15], with the final ratio to be set by the Board of Directors following
stockholder approval and prior to the time of filing of an amendment to our Certificate with the Delaware Secretary of
State, and to reduce proportionately the number of shares of Common Stock the Company is authorized to issue. If the
reverse stock split is approved at the annual meeting and implemented by the Board of Directors, the number of shares
of our Common Stock authorized for issuance will be adjusted accordingly but the proposed increase to 45,000,000
shares of Common Stock requested pursuant to the Authorized Shares Proposal will not change.

Vote Required
The affirmative vote of the outstanding shares of Common Stock as of the record date for the Special Meeting is
required to approve the Authorized Shares Proposal. Abstentions and broker non-votes will have the same effect as a

vote “AGAINST” the proposal.
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The Authorized Shares Proposal is conditioned upon the approval of the Nasdaq Approval Proposal. If the Nasdaq
Approval Proposal is not approved, then the Authorized Shares Proposal will not have any effect. If the Authorized
Shares Proposal is not approved by our stockholders, we will not consummate any of the transactions contemplated by
the Purchase Agreement.

Recommendation of the Board of Directors
After careful consideration and consultation with its advisors, our Board of Directors has determined that the increase
in our authorized shares in connection with the Share Issuance is in the best interests of the Company and its

stockholders.

THE BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE “FOR” THE AUTHORIZED SHARES
PROPOSAL.
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THE ADJOURNMENT PROPOSAL

A proposal may be submitted to stockholders at the Special Meeting to authorize the chairperson of the Special
Meeting to adjourn or postpone the Special Meeting, if necessary, to a later date and time to solicit additional proxies
in the event (a) a quorum is not present at the time of the Special Meeting, or (b) there are not sufficient affirmative
votes present at the time of the Special Meeting to approve the Nasdaq Approval Proposal or Authorized Shares
Proposal. Any adjournment or postponement of the Special Meeting may be made without notice, other than by an
announcement made at the Special Meeting. Any adjournment or postponement of the Special Meeting for the
purpose of soliciting additional proxies will allow stockholders who have already sent in their proxies to revoke them
at any time prior to their use.

Vote Required

Adoption of the Adjournment Proposal requires the affirmative vote of a majority of the outstanding shares of
Common Stock present in person or by proxy and entitled to vote at the Special Meeting. Abstentions have the effect
of a vote against this proposal and broker non-votes will have no effect on the outcome of this proposal.
Recommendation of the Board of Directors

THE BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE “FOR” THE ADJOURNMENT PROPOSAL.
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SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
Security Ownership of Management and Certain Beneficial Owners

The following table sets forth information regarding the beneficial ownership of our Common Stock as of August 4,
2016 by:

each person known by us to beneficially own more than 5% of our Common Stock;
each of our current named executive officers;

each of our directors; and

all of our directors and current executive officers as a group.

In determining the number and percentage of shares beneficially owned by each person, shares that may be acquired
by such person pursuant to options exercisable or restricted stock units that vest within 60 days after August 4, 2016
are deemed outstanding for purposes of determining the total number of outstanding shares for such person and are
not deemed outstanding for such purpose for all other stockholders. To our knowledge, except as otherwise indicated,
beneficial ownership includes sole voting and dispositive power with respect to all shares.

In determining the percentages of shares beneficially owned by each person after giving effect to the consummation of
the transactions contemplated by the Purchase Agreement, it was assumed that (i) warrants to purchase 4,112,500
shares of the Company’s Common Stock currently outstanding were fully exercised, (ii) options to purchase 327,857
of the Company’s Common Stock currently outstanding were fully exercised, (iii) the full number of shares of the
Company’s Common Stock offered to be purchased by the Company in the Tender Offer were purchased and (iv) there
was no exercise of the Co-Sale Right.

Unless otherwise noted below, the address for each person or entity listed in the table is c/o Professional Diversity
Network, 801 W. Adams Street, Suite 600, Chicago, Illinois 60607.

Before the Transaction After the Transaction
Number of Number of
Name and Address of Beneficial Shares Percentage of Shares Percentage of
Owner Beneficially Class (1) Beneficially  Class
Owned Owned

5% Stockholders
Cosmic Forward Limited - - 17,122,794 (2)51%
White Winston Select Asset Funds, LLC 2,750,000 (3) 15.93% 2,750,000 7.62%

Daniel Ladurini 2,290,541 (4) 15.78% 2,290,541 6.35%
North Star Investment Management Corporation 1,563,977 (5) 10.78% 1,563,977 4.34%
Matthew B. Proman 2,011,647 (6) 13.52% 2,011,647 5.58%
Executive Officers and Directors

Katherine Butkevich - - - -

Lee Hillman 20,000 (7) * 20,000 *

Star Jones 960,596 6.62% 960,596 2.66%
James Kirsch 1,507,288 (8) 10.13% 1,507,288 4.18%
David Mecklenburger 24,500 9) * 24,500 *
Stephen Pemberton 8,435 (10)* 8,435 *
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Andrea Saenz 9,180 (11)* 9,180 *
David Schramm 60,000 (12)* 60,000 *
Randi Zuckerberg 5,102 (13)* 5,102 *

Directors and executive officers as a group (10

persons) 2,834,875 (14)19.00% 2,834,875 7.86%

*Less than 1%.
(1) The percentages reported are based on 14,510,960 outstanding shares of our Common Stock as of August 4, 2016.
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Cosmic Forward Limited’s address is P.O. Box 1239, Offshore Incorporations Centre, Victoria, Mahe, Republic of
@) Seychell

ychelles.
Based on Schedule 13D filed by White Winston Select Asset Funds, LLC (“White Winston) on July 11, 2016. All of
these shares may be acquired upon the exercise of two warrants that are currently exercisable or will become
exercisable within 60 days of August 4, 2016. White Winston has the sole voting power and the sole dispositive
power over the 2,750,000 shares of our Common Stock underlying the warrants. Todd M. Enright, Mark Blundell
and Donald Feagan, the managers (the “Managers”) of White Winston, have shared voting power and dispositive
power over the 2,750,000 shares of our Common Stock underlying the warrants. Does not include a warrant to
purchase 1,000,000 shares of our Common Stock exercisable beginning on December 30, 2016. White Winston’s
and the Managers’ address is 265 Franklin St., Suite 1702, Boston, MA 02110.

3)

Includes 2,071,781 shares held by the Ladurini Family Trust, of which Daniel Ladurini is Trustee. Mr. Ladurini
holds voting and dispositive power over the shares held by the Ladurini Family Trust. Prior to the consummation
of the Company’s initial public offering in March 2013, the Ladurini Family Trust entered into option agreements
with certain of the Company’s directors and officers pursuant to which such directors and officers may purchase,
during a ten year exercise period, from the Ladurini Family Trust, up to 10% of the Company’s shares of Common
Stock held by the Ladurini Family Trust, at $8.00 per share, the initial public offering price.

“)

Based on a Schedule 13G/A filed by North Star Investment Management Corporation (“North Star””) on January 19,
2016. North Star has sole power to vote or direct the vote of 1,253,652 shares, sole power to dispose or direct the
disposition of 1,253,652 shares and the power to dispose or direct the disposition of 310,325 shares. North Star’s
address is 20 N. Wacker Drive, Suite 1416, Chicago, Illinois 60606.

)

Based on the Company’s records and Form 4 filed by Mr. Proman on June 20, 2016. Includes (i) an option to
purchase 183,000 shares at an exercise price of $3.45 per share, (ii) a warrant to purchase 50,000 shares at an
exercise price of $4.00 per share, and (iii) a warrant to purchase 131,250 shares at an exercise price of $10.00 per
share. Mr. Proman has sole power to vote or direct the vote of all shares beneficially owned by him and sole power
to dispose or direct the disposition of all shares beneficially owned by him. Mr. Proman’s address is 966 Wateredge
Place, Hewlett, NY 11557.

(6)

(7)All of these shares are held by a trust, of which Mr. Hillman is the trustee.

1,000 of these shares are held by Mr. Kirsch’s daughter who shares the same household as Mr. Kirsch in an account
over which Mr. Kirsch serves as custodian. 1,000 of these shares are subject to Mr. Kirsch’s investment power and
held in an account for Mr. Kirsch’s adult son and 1,000 of these shares are subject to Mr. Kirsch’s investment power
and held in an account for Mr. Kirsch’s adult daughter. 369,322 of these shares are currently owned by the Ladurini

(8)Family Trust and subject to an option agreement between the Ladurini Family Trust and Mr. Kirsch pursuant to
which Mr. Kirsch may purchase, during a ten year exercise period that began in March 2013, from the Ladurini
Family Trust a number of shares of the Company’s Common Stock at $8.00 per share, the initial public offering
price of such stock, as to which Mr. Kirsch would have sole voting and sole dispositive power upon acquisition. As
of the date of this proxy statement, Mr. Ladurini is also the beneficial owner of these 369,322 shares.

(9)All of these shares may be acquired upon the exercise of options that are currently exercisable or will become
exercisable within 60 days of August 4, 2016.
Includes 8,435 shares that may be acquired upon the exercise of options that are currently exercisable, or will

(lo)become exercisable within 60 days of August 4, 2016.
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a 1)Includes 8,435 shares that may be acquired upon the exercise of options that are currently exercisable, or will
become exercisable within 60 days of August 4, 2016.

(12) All of these shares are held by a trust, of which Mr. Schramm and his wife are co-trustees.

(13)Includes 5,102 shares that may be acquired upon the exercise of options that are currently exercisable or will
become exercisable within 60 days of August 4, 2016.

Includes an aggregate of 416,396 shares that may be acquired upon the exercise of options that are currently

exercisable or will become exercisable within 60 days of August 4, 2016.

(14)
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OTHER MATTERS
Proxy Solicitation Costs

We will pay the entire cost of soliciting proxies to be voted at the Special Meeting. In addition to solicitation by mail,
proxies may be solicited on our behalf by directors, officers or employees in person, by telephone, by facsimile or by
electronic mail. These persons will receive no additional compensation for solicitation of proxies, but may be
reimbursed for reasonable out-of-pocket expenses. Banks, brokerage firms and other custodians, nominees or
fiduciaries will be requested to forward soliciting material to their principals and to obtain authorization for the
execution of proxies. They will be reimbursed for their reasonable out-of-pocket expenses incurred in that regard.

Stockholder Nominations and Proposals for 2017 Annual Meeting of Stockholders

In order to be included in the Company’s proxy materials for the 2017 annual meeting of stockholders, any proposal
must be received by May 1, 2017 and otherwise comply with the requirements of Rule 14a-8 of the Exchange Act.

In addition, our bylaws establish advance notice procedures with regard to stockholder nominations for the election of
directors or other business to be properly brought before an annual meeting. For nominations or other business to be
properly brought before the meeting by a stockholder, a stockholder must provide written notice delivered to the
Secretary not less than 90 days nor more than 120 days prior to the anniversary date of the immediately preceding the
annual meeting. Assuming that next year’s annual meeting of stockholders is held on schedule, we must receive written
notice of an intention to introduce a nomination or other item of business at that meeting between May 1, 2017 and
May 31, 2017.

However, in the event that the date of the next annual meeting is m