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BLACK SCHOLES MODEL
NOT AN OPTION

The SEC delivered a speech at the annual AICPA SEC Conference in December discussing
how the Black-Scholes Option Pricing Model (“BSOPM") may not be an acceptable
valuation model for warrants and other financial instruments with non-standard terms
and features. Being a closed form option pricing model, the BSOPM model is less flexible
than open form option pricing models, such as a binomial lattice model or Monte Carlo
simulation analysis. For example, in valuing warrants, it does not take into account
embedded features such as, but not limited to, down-round protection, anti-dilutive
features, variable strike prices or market-based performance metrics.

Recent trends in SEC comment letters of reviews of issuers’ filings suggest that the staff
has focused on the method used for valuing complex financial instruments (including
warrants and bifurcated conversion options) and has questioned the use of the BSOPM in
such situations. We expect this to continue to be the subject of an increasing number of
SEC inquiries.

BDO Valuation Advisors, LLC has in-depth experience in working with companies to

meet their valuation needs. Our experience, along with our knowledge of accounting,
auditing requirements and tax regulations, makes us well-positioned to address the

needs of your company. Additionally, as an affiliated company of BDO USA, LLP, we offer
a sophisticated array of services and the global capabilities of the world'’s fifth largest
accounting and consulting network. Our professionals have extensive experience working
with auditors and regulators, bolstering our understanding of the importance of strict
compliance with reporting deadlines.

BDO Valuation Advisors, LLC has helped many companies navigate these issues to the
satisfaction of the SEC. Please contact us to see how we can help you.

BDO Valuation Advisors, LLC provides quality, professional, and thorough execution so you understand the earnings, tax, and strategic significance of
valuation. Our conclusions are independent, and are used for management planning, transaction support, adverse matter resolution, tax planning, and
financial reporting, in full compliance with FASB, IAS, SEC, IRS, and other regulatory or administrative requirements.

BDO Valuation Advisors, LLC is a separate legal entity and is affiliated with BDO USA, LLP, a Delaware limited liability partnership and national
professional services firm.

BDO is the brand name for BDO USA, LLP, a U.S. professional services firm providing assurance, tax, financial advisory and consulting services to a wide
range of publicly traded and privately held companies. For 100 years, BDO has provided quality service through the active involvement of experienced and
committed professionals. The firm serves clients through 40 offices and more than 400 independent alliance firm locations nationwide. As an independent
Member Firm of BDO International Limited, BDO serves multinational clients through a global network of 1,082 offices in 119 countries.

BDO USA, LLP, a Delaware limited liability partnership, is the U.S. member of BDO International Limited, a UK company limited by guarantee, and forms
part of the international BDO network of independent member firms. BDO is the brand name for the BDO network and for each of the BDO Member
Firms. For more information please visit: www.bdo.com.
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