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SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

SCHEDULE 13G

Under the Securities Exchange Act of 1934

(Amendment No:  2)

SHOE CARNIVAL INC
--------------------------------------------------------
(Name of Issuer)

 Common Stock
--------------------------------------------------------
(Title of Class of Securities)

824889109
--------------------------------------------------------
(CUSIP Number)

May 31, 2018
--------------------------------------------------------
(Date of Event Which Requires Filing of this Statement)

Check the appropriate box to designate the rule pursuant to
which this Schedule is filed:

[X] Rule 13d-1(b)
[ ] Rule 13d-1(c)
[ ] Rule 13d-1(d)

*The remainder of this cover page shall be filled out
for a reporting person's initial filing on this form with
respect to the subject class of securities, and for any
subsequent amendment containing information which
would alter the disclosures provided in a prior cover page.

The information required in the remainder of this cover
page shall not be deemed to be "filed" for the purpose
of Section 18 of the Securities Exchange Act of 1934
("Act") or otherwise subject to the liabilities of that
section of the Act but shall be subject to all other
provisions of the Act (however, see the Notes).

CUSIP No.   824889109

(1)Names of reporting persons. BlackRock, Inc.

(2) Check the appropriate box if a member of a group
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(a) [  ]
(b) [X]

(3) SEC use only

(4) Citizenship or place of organization

Delaware

Number of shares beneficially owned by each reporting person with:

(5) Sole voting power

 1597145

(6) Shared voting power

 0

(7) Sole dispositive power

 1637211

(8) Shared dispositive power

 0

(9) Aggregate amount beneficially owned by each reporting person

 1637211

(10) Check if the aggregate amount in Row (9) excludes certain shares

(11) Percent of class represented by amount in Row 9

 10.1%

(12) Type of reporting person

HC

Item 1.

Item 1(a) Name of issuer:
-----------------------------------------------------------------------

SHOE CARNIVAL INC

Item 1(b) Address of issuer's principal executive offices:
-----------------------------------------------------------------------

7500 EAST COLUMBIA STREET
EVANSVILLE IN 47715

Item 2.
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2(a) Name of person filing:
----------------------------------------------------------------------
BlackRock, Inc.

2(b) Address or principal business office or, if none, residence:
-----------------------------------------------------------------------
BlackRock Inc.
55 East 52nd Street
New York, NY 10055

2(c) Citizenship:
--------------------------------------------------------------------
 See Item 4 of Cover Page

2(d) Title of class of securities:
-------------------------------------------------------------------

 Common Stock

2(e) CUSIP No.:
See Cover Page

Item 3.

If this statement is filed pursuant to Rules 13d-1(b), or 13d-2(b) or (c),
check whether the person filing is a:
[ ] Broker or dealer registered under Section 15 of the Act;
[ ] Bank as defined in Section 3(a)(6) of the Act;
[ ] Insurance company as defined in Section 3(a)(19) of the Act;
[ ] Investment company registered under Section 8 of the
Investment Company Act of 1940;
[ ] An investment adviser in accordance with Rule 13d-1(b)(1)(ii)(E);
[ ] An employee benefit plan or endowment fund in accordance with
            Rule 13d-1(b)(1)(ii)(F);
[X] A parent holding company or control person in accordance with
            Rule 13d-1(b)(1)(ii)(G);
[ ] A savings associations as defined in Section 3(b) of the Federal
            Deposit Insurance Act (12 U.S.C. 1813);
[ ] A church plan that is excluded from the definition of an
            investment company under section 3(c)(14) of the Investment Company
            Act of 1940;
[ ] A non-U.S. institution in accordance with
            Rule 240.13d-1(b)(1)(ii)(J);
[ ] Group, in accordance with Rule 240.13d-1(b)(1)(ii)(K). If filing
            as a non-U.S. institution in accordance with
            Rule 240.13d-1(b)(1)(ii)(J), please specify the type of
            institution:

Item 4. Ownership

Provide the following information regarding the aggregate number
and percentage of the class of securities of the issuer identified in Item 1.
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Amount beneficially owned:

  1637211

Percent of class

10.1%

Number of shares as to which such person has:

Sole power to vote or to direct the vote

  1597145

Shared power to vote or to direct the vote

  0

Sole power to dispose or to direct the disposition of

  1637211

Shared power to dispose or to direct the disposition of

  0

Item 5.

Ownership of 5 Percent or Less of a Class. If this statement is being
filed to report the fact that as of the date hereof the reporting person
has ceased to be the beneficial owner of more than 5 percent of the
class of securities, check the following [  ].

Item 6. Ownership of More than 5 Percent on Behalf of Another Person

  If any other person is known to have the right to receive or the power
  to direct the receipt of dividends from, or the proceeds from the sale
  of, such securities, a statement to that effect should be included in
  response to this item and, if such interest relates to more than 5 percent
  of the class, such person should be identified. A listing of the
  shareholders of an investment company registered under the Investment
  Company Act of 1940 or the beneficiaries of employee benefit plan,
  pension fund or endowment fund is not required.

  Various persons have the right to receive or the power to direct
   the receipt of dividends from, or the proceeds from the sale of
   the common stock of
   SHOE CARNIVAL INC.
   No one person's interest in the common stock of
   SHOE CARNIVAL INC
   is more than five percent of the total outstanding common shares.
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Item 7. Identification and Classification of the Subsidiary Which
Acquired the Security Being Reported on by the Parent Holding
Company or Control Person.

See Exhibit A

Item 8. Identification and Classification of Members of the Group

If a group has filed this schedule pursuant to Rule 13d-1(b)(ii)(J),
so indicate under Item 3(j) and attach an exhibit stating the identity
and Item 3 classification of each member of the group. If a group
has filed this schedule pursuant to Rule 13d-1(c) or Rule 13d-1(d),
attach an exhibit stating the identity of each member of the group.

Item 9. Notice of Dissolution of Group

Notice of dissolution of a group may be furnished as an exhibit
stating the date of the dissolution and that all further filings with
respect to transactions in the security reported on will be filed,
if required, by members of the group, in their individual capacity.

See Item 5.

Item 10. Certifications
By signing below I certify that, to the best of my knowledge and
belief, the securities referred to above were acquired and are
held in the ordinary course of business and were not acquired
and are not held for the purpose of or with the effect of changing
or influencing the control of the issuer of the securities and were
not acquired and are not held in connection with or as a participant
in any transaction having that purpose or effect.

Signature.

After reasonable inquiry and to the best of my knowledge and
belief, I certify that the information set forth in this statement
is true, complete and correct.

Dated: June 6, 2018
BlackRock, Inc.

Signature:  Spencer Fleming

-------------------------------------------

Name/Title Attorney-In-Fact

The original statement shall be signed by each person on whose
behalf the statement is filed or his authorized representative.
If the statement is signed on behalf of a person by his authorized
representative other than an executive officer or general partner
of the filing person, evidence of the representative's authority to
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sign on behalf of such person shall be filed with the statement,
provided, however, that a power of attorney for this purpose
which is already on file with the Commission may be incorporated
by reference. The name and any title of each person who
signs the statement shall be typed or printed beneath his signature.

Attention: Intentional misstatements or omissions of fact constitute
Federal criminal violations (see 18 U.S.C. 1001).

Exhibit A

Subsidiary

 BlackRock Advisors, LLC
 BlackRock Investment Management (UK) Limited
 BlackRock Asset Management Canada Limited
 BlackRock (Luxembourg) S.A.
 BlackRock (Netherlands) B.V.
 BlackRock Fund Advisors*
 BlackRock Asset Management Ireland Limited
 BlackRock Institutional Trust Company, National Association
 BlackRock Financial Management, Inc.
 BlackRock Asset Management Schweiz AG
 BlackRock Investment Management, LLC

*Entity beneficially owns 5% or greater of the outstanding
shares of the security class being reported on this
Schedule 13G.
Exhibit B

POWER OF ATTORNEY

The undersigned, BLACKROCK, INC., a corporation duly organized
under the laws of the State of Delaware, United States (the
"Company"), does hereby make, constitute and appoint each of
Matthew Mallow, Chris Meade, Howard Surloff, Dan Waltcher,
Georgina Fogo, Charles Park, Enda McMahon, Carsten Otto,
Con Tzatzakis, Karen Clark, Andrew Crain, Herm Howerton,
David Maryles, Daniel Ronnen, John Stelley, John Ardley,
Maureen Gleeson and Spencer Fleming acting severally, as its
true and lawful attorneys-in-fact, for the purpose of, from time to
time, executing in its name and on its behalf, whether the
Company is acting individually or as representative of others,
any and all documents, certificates, instruments, statements, other
filings and amendments to the foregoing (collectively, "documents")
determined by such person to be necessary or appropriate to
comply with ownership or control-person reporting requirements
imposed by any United States or non-United States governmental
or regulatory authority, Including without limitation Forms 3, 4, 5,
13D, 13F, 13G and 13H and any amendments to any of the
Foregoing as may be required to be filed with the Securities and
Exchange Commission, and delivering, furnishing or filing any
such documents with the appropriate governmental, regulatory
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authority or other person, and giving and granting to each such
attorney-in-fact power and authority to act in the premises as fully
and to all intents and purposes as the Company might or could
do if personally present by one of its authorized signatories,
hereby ratifying and confirming all that said attorney-in-fact shall
lawfully do or cause to be done by virtue hereof. Any such
determination by an attorney-in-fact named herein shall be
conclusively evidenced by such person's execution, delivery,
furnishing or filing of the applicable document.

This power of attorney shall expressly revoke the power of attorney
dated 1st day of October, 2015 in respect of the subject matter hereof,
shall be valid from the date hereof and shall remain in full force and
effect until either revoked in writing by the Company, or, in respect of
any attorney-in-fact named herein, until such person ceases to be an
employee of the Company or one of its affiliates.

IN WITNESS WHEREOF, the undersigned has caused this power of
attorney to be executed as of this 8th day of December, 2015.

BLACKROCK, INC.

By:_ /s/ Chris Jones
Name: Chris Jones
Title: Chief Investment Officer

Net income /(loss) per share  exclusive of shares and related interest  subject to possible redemption — basic and diluted

(0.05
)

0.00

0.02

0.02

Inception (June 22, 2005) through December 31, 2005
Second
Quarter

Third
Quarter

Fourth
Quarter

Net loss $ (88) $ (4,449) $ (3,206)

Net loss per share — basic and diluted (0.00) (0.00) (0.00)

F-58
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Annex A

December 8, 2006

The Board of Directors for
Argyle Security Acquisition Corporation
Argyle Security Acquisition Corporation
156 West 56th Street, Suite 1605
New York, NY 10019

Ladies and Gentlemen:

The Board of Directors (the “Board” or “you”) of Argyle Security Acquisition Corporation (“Argyle”) has requested our
opinion as to the fairness from a financial point of view (the “Opinion”) to Argyle of the consideration regarding the
transaction proposed pursuant to the draft merger agreement, dated as of December 7, 2006 (the “Merger Agreement”),
by and between Argyle and ISI Detention Contracting Group, Inc. (“ISI”) (the “Transaction”). The Merger Agreement
provides for, among other things, the merger of ISI with Argyle, through ISI Security Group, Inc. (the acquisition
corporation), for total Transaction consideration paid of a maximum $18.2 million in cash and 1,180,000 Argyle
shares in addition to the assumption of certain indebtedness associated with the William Blair Mezzanine Capital
Fund III, L.P. New Note (as defined), senior bank debt and capital leases, collectively aggregating to $12.5 million,
subject to certain assumptions as stipulated in the Merger Agreement which for the purpose of this Opinion are
assumed to be accurate (the “Consideration”).

Giuliani Capital Advisors LLC (“GCA”), as part of its investment banking business, is continually engaged in providing
fairness opinions in connection with mergers and acquisitions, leveraged buyouts and recapitalizations, and private
placement transactions. We are registered with the Securities and Exchange Commission as a Broker-Dealer and we
are a member of the National Association of Securities Dealers.

In connection with our review of the proposed Transaction and the preparation of our Opinion herein, we have, among
other things:

I.Reviewed a draft of the Merger Agreement circulated on December 7, 2006 which, for the purposes of this Opinion
we have assumed, with your permission, to be identical in all material respects to the agreement to be executed;

A-2

Edgar Filing: SHOE CARNIVAL INC - Form SC 13G/A

9



The Board of Directors for December 8, 2006
Argyle Security Acquisition Corporation Page 2

II. Reviewed certain publicly available information about ISI;

III.Reviewed information furnished to us by ISI’s management, including certain audited financial statements and
unaudited financial analyses, projections, budgets, reports and other information;

IV.Held discussions with various members of senior management of ISI concerning historical and current operations,
financial condition and prospects, including recent financial performance;

V. Reviewed the valuation of ISI based on the terms of the Merger Agreement;

VI. Reviewed the valuations of publicly traded companies that we deemed comparable in certain respects to ISI;

VII.Reviewed the financial terms of selected acquisition transactions involving companies in lines of business that
we deemed comparable in certain material respects to the business of ISI;

VIII. Prepared a discounted cash flow analysis of ISI on a stand-alone basis;

IX. Assisted in negotiations and discussions related to the merger between ISI and Argyle;

X.In addition, we have conducted such other quantitative reviews, analyses and inquiries relating to ISI as considered
appropriate in rendering this Opinion; and

XI.These analyses were prepared primarily based on information that was obtained from publicly available sources,
as well as on information that was provided by, or on behalf of, ISI.

In preparing our Opinion, we have relied on and assumed the accuracy and completeness of all financial and other
information supplied or otherwise made available to GCA by ISI or Argyle. We have not assumed any responsibility
for independent verification of such information or any independent appraisal of ISI’s assets or liabilities (contingent
or otherwise). With respect to the audited financials, unaudited financial analyses, financial forecasts, estimates,
projections or other information furnished to us by ISI or Argyle, we have assumed, without any further independent
investigation and analysis, that they have been reasonably prepared in good faith and reflect the best currently
available estimates and judgment of the respective management team as to the expected future financial performance
of ISI and/or Argyle, and we express no opinion with respect to such forecasts and projections or the assumptions on
which they are based. We have also relied upon Argyle and ISI to advise us promptly if any information previously
provided became inaccurate or was required to be updated during the period of our review.

In our analyses, we have made numerous assumptions with respect to industry performance, business and economic
conditions, and other matters, many of which are beyond the control of ISI. Any assumptions made in our analyses are
not necessarily indicative of future results or value, which may differ significantly from those assumptions. Estimates
of values of companies do not purport to be appraisals or to necessarily reflect the prices at which companies or their
securities actually may be sold. No company or transaction utilized in our analyses was identical to ISI or the
Transaction. Accordingly, such analyses are not based solely on arithmetic calculations; rather, they involve complex
considerations and judgments concerning differences in financial and operating characteristics of the relevant
companies, the timing of the relevant transactions and prospective buyer interests, as well as other factors that could
affect the public trading markets of companies to which ISI is being compared. Our comparisons included companies
with similar products/services, similar operating or financial characteristics or servicing similar markets or markets
displaying certain key similarities to ISI.
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The Board of Directors for December 8, 2006
Argyle Security Acquisition Corporation Page 3

In arriving at our Opinion, we were not authorized to solicit, and did not solicit, interest from any party with respect to
a potential acquisition of ISI’s shares or its assets.

It should be noted that this Opinion is based on economic and market conditions and other circumstances existing on,
and information made available prior to, or as of, the date hereof. GCA has undertaken no, and hereby disclaims any,
obligation to update the Opinion after the date hereof to reflect any new developments which might affect any matters
or opinions set forth herein. In addition, the Opinion is, in any event, limited to the fairness to Argyle, from a financial
point of view as of the date of such Opinion, of the consideration being paid by Argyle pursuant to the Merger
Agreement, and does not address ISI’s underlying business decision to effect the Transaction, the structure or tax
consequences of the Merger Agreement, other terms of the Merger Agreement, or the availability or advisability of
any alternatives to the Transaction.

GCA has been engaged to render this Opinion to the Board in connection with the proposed Transaction and will
receive a fee following the delivery of the Opinion, regardless of its content. In addition, Argyle has agreed to
indemnify us against certain liabilities arising out of our engagement. Neither GCA nor its affiliates currently hold any
shares of Argyle or ISI. Further, GCA has been engaged by Argyle as its financial advisor and will receive fees for
such, including a fee contingent upon the successful consummation of the Transaction.

The Opinion does not constitute a recommendation to the Board or any shareholders of Argyle regarding the proposed
Transaction. Furthermore, this Opinion should not be construed as creating any fiduciary duty on the part of GCA to
any such party.

On the basis of, and subject to, the foregoing, we are of the opinion that, as of the date hereof, the Consideration,
subject to certain assumptions as stipulated in the Merger Agreement which for the purpose of this Opinion are
assumed to be accurate, is fair, from a financial point of view to Argyle.

Respectfully submitted,

GIULIANI CAPITAL ADVISORS LLC

A-4
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Annex B

ARGYLE SECURITY ACQUISITION CORPORATION

2007 OMNIBUS SECURITIES AND INCENTIVE PLAN

B-1
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ARGYLE SECURITY ACQUISITION CORPORATION

2007 OMNIBUS SECURITIES AND INCENTIVE PLAN

ARTICLE I
PURPOSE

The purpose of this Argyle Security Acquisition Corporation 2007 Omnibus Securities and Incentive Plan (the “Plan”) is
to benefit the shareholders of Argyle Security Acquisition Corporation, a Delaware corporation (the “Company”), by
assisting the Company to attract, retain and provide incentives to key management employees and nonemployee
directors of, and non-employee consultants to, the Company and its Affiliates, and to align the interests of such
employees, nonemployee directors and nonemployee consultants with those of the Company’s shareholders.
Accordingly, the Plan provides for the granting of Distribution Equivalent Rights, Incentive Stock Options,
Non-Qualified Stock Options, Performance Share Awards, Performance Unit Awards, Restricted Stock Awards, Stock
Appreciation Rights, Tandem Stock Appreciation Rights, Unrestricted Stock Awards, or any combination of the
foregoing, as may be best suited to the circumstances of the particular Employee, Director or Consultant, as provided
herein.

ARTICLE II
DEFINITIONS

The following definitions shall be applicable throughout the Plan unless the context otherwise requires:

“Affiliate” shall mean any person or entity which, at the time of reference, directly, or indirectly through one or more
intermediaries, controls, is controlled by, or is under common control with, the Company.

“Award” shall mean, individually or collectively, any Distribution Equivalent Right, Option, Performance Share Award,
Performance Unit Award, Restricted Stock Award, Stock Appreciation Right, Tandem Stock Appreciation Right or
Unrestricted Stock Award.

“Award Agreement” shall mean a written agreement between the Company and the Holder with respect to an Award,
each of which shall constitute a part of the Plan.

“Board” shall mean the Board of Directors of the Company.

“Cause” shall mean (i) for a Holder who is a party to an employment or consulting agreement with the Company or an
Affiliate which agreement provides for a definition of “Cause” therein, “Cause” shall have the same meaning as provided
for in such agreement, or (ii) for a Holder who is not a party to such an agreement, “Cause” shall mean repeated failure
to properly perform assigned duties (after written notice of at least one such failure had previously been
communicated to the Holder by the Company or Affiliate), gross negligence, commission of a felony or any act
materially injurious to the Company or an Affiliate involving dishonesty or breach of any duty of confidentiality or
loyalty.

B-3
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“Code” shall mean the Internal Revenue Code of 1986, as amended. Reference in the Plan to any section of the Code
shall be deemed to include any amendments or successor provisions to any section and any regulation under such
section.

“Committee” shall mean the Compensation Committee of the Board, which Committee shall administer the Plan and
shall be comprised of such individuals, all as pursuant to the requirements of Article IV.

“Common Stock” shall mean the common stock, par value $.0001 per share, of the Company.

“Company” shall mean Argyle Security Acquisition Corporation, a Delaware corporation, and any successor thereto.

“Consultant” shall mean any non-Employee advisor to the Company or an Affiliate who has contracted directly with the
Company or an Affiliate to render bona fide perform consulting or advisory services thereto.

“Director” shall mean a member of the Board or a member of the board of directors of an Affiliate, in either case, who is
not an Employee.

“Distribution Equivalent Right” shall mean an Award granted under Article XII of the Plan which entitles the Holder to
receive bookkeeping credits, cash payments and/or Common Stock distributions equal in amount to the distributions
that would have been made to the Holder had the Holder held a specified number of shares of Common Stock during
the period the Holder held the Distribution Equivalent Right.

“Distribution Equivalent Right Award Agreement” shall mean a written agreement between the Company and a Holder
with respect to a Distribution Equivalent Right Award.

“Effective Date” shall mean the date of the consummation of the merger between a wholly-owned subsidiary of the
Company and ISI-Detention Contracting Group, Inc., pursuant to which ISI-Detention Contracting Group, Inc., shall
become a wholly-owned subsidiary of the Company.

“Employee” shall mean any person employed by the Company or an Affiliate.

“Exchange Act” shall mean the Securities Exchange Act of 1934, as amended.

“Fair Market Value” shall mean, as of any specified date, the mean of the reported high and low sales prices of the
Common Stock on the NASDAQ Stock Market or a domestic or foreign national securities exchange (including
London’s Alternative Investment Market) on which the Common Stock may be listed for that date, or if no prices are
reported for that date, for the last preceding date for which such prices of the Common Stock are so reported. If the
Common Stock is not listed on the NASDAQ Stock Market or on a domestic or foreign national securities exchange,
but is quoted on the OTC Bulletin Board or by the National Quotation Bureau at the time a determination of its Fair
Market Value is required to be made hereunder, its Fair Market Value shall be deemed to be equal to the mean of the
reported high and low sales prices or closing bid and asked prices of the Common Stock on the most recent date on
which such prices of the Common Stock was so quoted. In the event the Common Stock is not listed or quoted as set
forth above at the time a determination of its Fair Market Value is required to be made hereunder, the determination of
its Fair Market Value shall be made by the Committee in such manner as it deems appropriate.

B-4

Edgar Filing: SHOE CARNIVAL INC - Form SC 13G/A

18



“Family Member” shall mean any child, stepchild, grandchild, parent, spouse, former spouse, sibling, niece, nephew,
mother-in-law, father-in-law, son-in-law, daughter-in-law, brother-in-law or sister-in-law, including adoptive
relationships, any person sharing the Holder’s household (other than a tenant of the Holder), a trust in which such
persons have more than fifty percent (50%) of the beneficial interest, a foundation in which such persons (or the
Holder) control the management of assets, and any other entity in which such persons (or the Holder) own more than
fifty percent (50%) of the voting interests.

“Holder” shall mean an Employee, Director or Consultant who has been granted an Award, or any such individual’s
beneficiary, estate or representative, to the extent applicable.

“Incentive Stock Option” shall mean an Option which is an “incentive stock option” within the meaning of Section 422 of
the Code.

“Non-Qualified Stock Option” shall mean an Option which is not an Incentive Stock Option.

“Option” shall mean an Award granted under Article VII of the Plan of an option to purchase shares of Common Stock,
and includes both Incentive Stock Options and Non-Qualified Stock Options.

“Option Agreement” shall mean a written agreement between the Company and a Holder with respect to an Option.

“Performance Share Award” shall mean an Award granted under Article XI of the Plan under which, upon the
satisfaction of predetermined individual and/or Company (and/or Affiliate) performance goals and/or objectives,
shares of Common Stock (and/or cash) are paid to the Holder.

“Performance Share Award Agreement” shall mean a written agreement between the Company and a Holder with
respect to a Performance Share Award.

“Performance Unit” shall mean a Unit awarded to a Holder pursuant to a Performance Unit Award.

“Performance Unit Award” shall mean an Award granted under Article X of the Plan under which, upon the satisfaction
of predetermined individual and/or Company (and/or Affiliate) performance goals and/or objectives, a cash payment
(and/or shares of Common Stock) shall be provided to the Holder, based on the number of Units awarded to the
Holder.

“Performance Unit Award Agreement” shall mean a written agreement between the Company and a Holder with respect
to a Performance Unit Award.

B-5
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“Plan” shall mean this Argyle Security Acquisition Corporation 2007 Omnibus Securities and Incentive Plan, as
amended from time to time, together with each of the Award Agreements utilized hereunder.

“Restricted Stock Award” shall mean an Award granted under Article VIII of the Plan of shares of Common Stock,
which shares shall be subject to Transfer Restrictions.

“Restricted Stock Award Agreement” shall mean a written agreement between the Company and a Holder with respect
to a Restricted Stock Award.

“Restriction Period” shall mean the period of time for which shares of Common Stock subject to a Restricted Stock
Award shall be subject to Restrictions, as set forth in the applicable Restricted Stock Award Agreement.

“Restrictions” shall mean forfeiture, transfer and/or other restrictions applicable to shares of Common Stock awarded to
an Employee, Director or Consultant under the Plan pursuant to a Restricted Stock Award and set forth in a Restricted
Stock Award Agreement.

“Rule 16b-3” shall mean Rule 16b-3 promulgated by the Securities and Exchange Commission under the Exchange Act,
as such may be amended from time to time, and any successor rule, regulation or statute fulfilling the same or a
substantially similar function.

“Stock Appreciation Right” shall mean an Award granted under Article XIII of the Plan of a right, granted alone or in
connection with a related Option, to receive a payment on the date of exercise.

“Stock Appreciation Right Award Agreement” shall mean a written agreement between the Company and a Holder with
respect to a Stock Appreciation Right.

“Tandem Stock Appreciation Right” shall mean a Stock Appreciation Right granted in connection with a related Option,
the exercise of which shall result in forfeiture of the otherwise entitlement to purchase some or all of the shares of
Common Stock under the related Option.

“Ten Percent Shareholder” shall mean an Employee who, at the time an Option is granted to him or her, owns more than
ten percent (10%) of the total combined voting power of all classes of stock of the Company or of any parent
corporation or subsidiary corporation thereof (both as defined in Section 424 of the Code), within the meaning of
Section 422(b)(6) of the Code.

“Total and Permanent Disability” shall mean the inability to engage in any substantial gainful activity by reason of any
medically determinable physical or mental impairment which can be expected to result in death or which has lasted or
can be expected to last for a continuous period of not less than twelve (12) months, all as described in Section 22(e)(3)
of the Code.
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“Units” shall mean bookkeeping units, each of which represents such monetary amount as shall be designated by the
Committee in a Performance Unit Award Agreement.

“Unrestricted Stock Award” shall mean an Award granted under Article IX of the Plan of shares of Common Stock
which are not subject to Restrictions.

“Unrestricted Stock Award Agreement” shall mean a written agreement between the Company and a Holder with
respect to an Unrestricted Stock Award.

ARTICLE III
EFFECTIVE DATE OF PLAN

The Plan shall be effective as of the Effective Date, provided that the Plan is approved by the shareholders of the
Company within twelve (12) months of such date.

ARTICLE IV
ADMINISTRATION

Section 4.1 Composition of Committee. The Plan shall be administered by the Committee, which shall be appointed
by the Board. Notwithstanding the foregoing, however, at any time that the Common Stock is registered under Section
12 of the Exchange Act, the Committee shall consist solely of two (2) or more Directors who are each (i) “outside
directors” within the meaning of Section 162(m) of the Code (“Outside Directors”), and (ii) “non-employee directors”
within the meaning of Rule 16b - 3 (“Non-Employee Directors”); provided, however, that the Board or the Committee
may delegate to a committee of one or more members of the Board who are not (x) Outside Directors, the authority to
grant Awards to eligible persons who are not (A) then “covered employees” within the meaning of Section 162(m) of
the Code and are not expected to be “covered employees” at the time of recognition of income resulting from such
Award, or (B) persons with respect to whom the Company wishes to comply with the requirements of Section 162(m)
of the Code, and/or (y) Non-Employee Directors, the authority to grant Awards to eligible persons who are not then
subject to the requirements of Section 16 of the Exchange Act. If a member of the Committee shall be eligible to
receive an Award under the Plan, such Committee member shall have no authority hereunder with respect to his or her
own Award.

Section 4.2 Powers. Subject to the provisions of the Plan, the Committee shall have the sole authority, in its discretion,
to determine which individuals shall receive an Award, the time or times when such Award shall be made, what type
of Award shall be granted and the number of shares of Common Stock which may be issued under such Award, as
applicable; notwithstanding the foregoing, the Board shall have the authority in its sole discretion to itself make any
such determination or determinations under this Section 4.2 with respect to any Award, in lieu of the Committee. In
making such determinations the Committee or the Board, as applicable, may take into account the nature of the
services rendered by the respective individuals, their present and potential contribution to the Company’s (or the
Affiliate’s) success and such other factors as the Committee in its discretion shall deem relevant.
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Section 4.3 Additional Powers. The Committee shall have such additional powers as are delegated to it under the other
provisions of the Plan. Subject to the express provisions of the Plan, the Committee is authorized to construe the Plan
and the respective Award Agreements executed hereunder, to prescribe such rules and regulations relating to the Plan
as it may deem advisable to carry out the intent of the Plan, and to determine the terms, restrictions and provisions of
each Award, including such terms, restrictions and provisions as shall be requisite in the judgment of the Committee
to cause designated Options to qualify as Incentive Stock Options, and to make all other determinations necessary or
advisable for administering the Plan. The Committee may correct any defect or supply any omission or reconcile any
inconsistency in any Award Agreement in the manner and to the extent it shall deem expedient to carry it into effect.
The determinations of the Committee on the matters referred to in this Article IV shall be conclusive.

Section 4.4 Committee Action. In the absence of specific rules to the contrary, action by the Committee shall require
the consent of a majority of the members of the Committee, expressed either orally at a meeting of the Committee or
in writing in the absence of a meeting.

ARTICLE V
STOCK SUBJECT TO PLAN AND LIMITATIONS THEREON

Section 5.1 Stock Grant and Award Limits. The Committee may from time to time grant Awards to one or more
Employees, Directors and/or Consultants determined by it to be eligible for participation in the Plan in accordance
with the provisions of Article VI. Subject to Article XIV, the aggregate number of shares of Common Stock that may
be issued under the Plan shall not exceed One Million (1,000,000) shares. Shares shall be deemed to have been issued
under the Plan solely to the extent actually issued and delivered pursuant to an Award. To the extent that an Award
lapses or the rights of its Holder terminate, any shares of Common Stock subject to such Award shall again be
available for the grant of a new Award. Notwithstanding any provision in the Plan to the contrary, the maximum
number of shares of Common Stock that may be subject to Awards of Options under Article VII and/or Stock
Appreciation Rights under Article XIII, in either or both cases granted to any one Employee during any calendar year,
shall be One Hundred Fifty Thousand (150,000) shares (subject to adjustment in the same manner as provided in
Article XIV with respect to shares of Common Stock subject to Awards then outstanding). The limitation set forth in
the preceding sentence shall be applied in a manner which shall permit compensation generated in connection with the
exercise of Options to constitute “performance-based” compensation for purposes of Section 162(m) of the Code,
including, but not limited to, counting against such maximum number of shares, to the extent required under Section
162(m) of the Code, any shares subject to Options that are canceled or repriced.
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Section 5.2 Stock Offered. The stock to be offered pursuant to the grant of an Award may be authorized but unissued
Common Stock, Common Stock purchased on the open market or Common Stock previously issued and outstanding
and reacquired by the Company.

ARTICLE VI
ELIGIBILITY FOR AWARDS; TERMINATION OF

EMPLOYMENT, DIRECTOR STATUS OR CONSULTANT STATUS

Section 6.1 Eligibility. Awards made under the Plan may be granted solely to persons who, at the time of grant, are
Employees, Directors or Consultants. An Award may be granted on more than one occasion to the same Employee,
Director or Consultant, and, subject to the limitations set forth in the Plan, such Award may include a Distribution
Equivalent Right Award, a Non-Qualified Stock Option Award, a Performance Share Award, a Restricted Stock
Award, a Stock Appreciation Right Award, a Tandem Stock Appreciation Right Award, an Unrestricted Stock Award,
any combination thereof or, solely for Employees, an Incentive Stock Option Award.

Section 6.2 Termination of Employment or Director Status. Except to the extent inconsistent with the terms of the
applicable Award Agreement and/or the provisions of Section 6.4 or Section 6.5, the following terms and conditions
shall apply with respect to the termination of a Holder’s employment with, or status as a Director of, the Company or
an Affiliate, as applicable, for any reason, including, without limitation, retirement upon or after attaining age
sixty-five (65) with at least five (5) full years of service for the Company and/or an Affiliate, Total and Permanent
Disability or death:

(a) The Holder’s rights, if any, to exercise any then exercisable Non-Qualified Stock Options shall terminate:

(1) If such termination is for a reason other than the Holder’s retirement upon or after attaining age sixty-five (65) with
at least five (5) full years of service for the Company and/or an Affiliate, Total and Permanent Disability or death, not
more than ninety (90) days after the date of such termination of employment or after the date of such termination of
Director status;

(2) If such termination is on account of the Holder’s retirement upon or after attaining age sixty-five (65) with at least
five (5) full years of service for the Company and/or an Affiliate or on account of the Holder’s Total and Permanent
Disability, one (1) year after the date of such termination of employment or Director status; or

(3) If such termination is on account of the Holder’s death, one (1) year after the date of the Holder’s death.

Upon such applicable date the Holder (and such Holder’s estate, designated beneficiary or other legal representative)
shall forfeit any rights or interests in or with respect to any such Non-Qualified Stock Options.
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(b) The Holder’s rights, if any, to exercise any then exercisable Incentive Stock Option shall terminate:

(1) If such termination is for a reason other than the Holder’s Total and Permanent Disability or death, not more
than three (3) months after the date of such termination of employment;

(2) If such termination is on account of the Holder’s Total and Permanent Disability, one (1) year after the date of such
termination of employment; or

(3) If such termination is on account of the Holder’s death, one (1) year after the date of the Holder’s death.

Upon such applicable date the Holder (and such Holder’s estate, designated beneficiary or other legal representative)
shall forfeit any rights or interests in or with respect to any such Incentive Stock Options.

(c) If a Holder’s employment with, or status as a Director of, the Company or an Affiliate, as applicable, terminates for
any reason prior to full vesting of any Award which is not an Option, or the actual or deemed satisfaction and/or lapse
of the restrictions, terms and conditions applicable to any Award which is not an Option, in either case the then
nonvested portion of such Award, if any, shall immediately be canceled, and the Holder (and such Holder’s estate,
designated beneficiary or other legal representative) shall forfeit any then nonvested rights or interests in and with
respect to any such Award. The immediately preceding sentence to the contrary notwithstanding, the Committee, in its
sole discretion, may determine, prior to or within thirty (30) days after the date of such termination of employment or
Director status, that all or a portion of any such Holder’s Award shall not be so canceled and forfeited.

Section 6.3 Termination of Consultant Status. Except to the extent inconsistent with the terms of the applicable Award
Agreement and/or the provisions of Section 6.4 or Section 6.5, the following terms and conditions shall apply with
respect to the termination of a Holder’s status as a Consultant, for any reason:

(a) The Holder’s rights, if any, to exercise any then exercisable Non-Qualified Stock Options shall terminate:

(1) If such termination is for a reason other than the Holder’s death, not more than ninety (90) days after the date of
such termination; or

(2) If such termination is on account of the Holder’s death, one (1) year after the date of the Holder’s death.

(b) If the status of a Holder as a Consultant terminates for any reason prior to full vesting of any Award which is not
an Option, or the actual or deemed satisfaction and/or lapse of the restrictions, terms and conditions applicable to any
Award which is not an Option, in either case the then nonvested portion of such Award, if any, shall immediately be
canceled, and the Holder (and such Holder’s estate, designated beneficiary or other legal representative) shall forfeit
any then nonvested rights or interests in and with respect to any such Award. The immediately preceding sentence to
the contrary notwithstanding, the Committee, in its sole discretion, may determine, prior to or within thirty (30) days
after the date of such termination of such a Holder’s status as a Consultant, that all or a portion of any such Holder’s
Award shall not be so canceled and forfeited.
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Section 6.4 Special Termination Rule. Except to the extent inconsistent with the terms of the applicable Award
Agreement, and notwithstanding anything to the contrary contained in this Article VI, if a Holder’s employment with,
or status as a Director of, the Company or an Affiliate shall terminate, and if, within ninety (90) days of such
termination, such Holder shall become a Consultant, such Holder’s rights with respect to any Award or portion thereof
granted thereto prior to the date of such termination may be preserved, if and to the extent determined by the
Committee in its sole discretion, as if such Holder had been a Consultant for the entire period during which such
Award or portion thereof had been outstanding. Should the Committee effect such determination with respect to such
Holder, for all purposes of the Plan, such Holder shall not be treated as if his or her employment or Director status had
terminated until such time as his or her Consultant status shall terminate, in which case his or her Award shall then be
treated pursuant to the provisions of Section 6.3 and, to the extent applicable, Section 6.5. Should a Holder’s status as a
Consultant terminate, and if, within ninety (90) days of such termination, such Holder shall become an Employee or a
Director, such Holder’s rights with respect to any Award or portion thereof granted thereto prior to the date of such
termination may be preserved, if and to the extent determined by the Committee in its sole discretion, as if such
Holder had been an Employee or a Director, as applicable, for the entire period during which such Award or portion
thereof had been outstanding, and, should the Committee effect such determination with respect to such Holder, for all
purposes of the Plan, such Holder shall not be treated as if his or her Consultant status had terminated until such time
as his or her employment with the Company or an Affiliate, or his or her Director status, as applicable, shall terminate,
in which case his or her Award shall then be treated pursuant to the provisions of Section 6.2 and, to the extent
applicable, Section 6.5.

Section 6.5 Termination for Cause. Notwithstanding anything in this Article VI or elsewhere in the Plan to the
contrary, and unless a Holder’s Award Agreement specifically provides otherwise, should a Holder’s employment,
Director status or engagement as a Consultant with or for the Company or an Affiliate be terminated by the Company
or Affiliate for Cause, all of such Holder’s then outstanding Awards shall expire immediately upon such termination
and shall be immediately forfeited thereby.

Section 6.6 Special Committee Discretion. Notwithstanding anything to the contrary contained in this Article VI, the
Committee shall have the authority and discretion to provide in any Award Agreement for post-termination of
employment, Director status or Consultant status, as applicable, continuing vesting (including continuing opportunity
for the satisfaction of applicable performance goals) and/or extension of any exercise period.
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ARTICLE VII
OPTIONS

Section 7.1 Option Period. The term of each Option shall be as specified in the Option Agreement.

Section 7.2 Limitations on Exercise of Option. An Option shall be exercisable in whole or in such installments and at
such times as specified in the Option Agreement.

Section 7.3 Special Limitations on Incentive Stock Options. To the extent that the aggregate Fair Market Value
(determined at the time the respective Incentive Stock Option is granted) of Common Stock with respect to which
Incentive Stock Options are exercisable for the first time by an individual during any calendar year under all plans of
the Company and any parent corporation or subsidiary corporation thereof (both as defined in Section 424 of the
Code) which provide for the grant of Incentive Stock Options exceeds One Hundred Thousand Dollars ($100,000) (or
such other individual limit as may be in effect under the Code on the date of grant), such Incentive Stock Options shall
be treated as Non-Qualified Stock Options. The Committee shall determine, in accordance with applicable provisions
of the Code, Treasury Regulations and other administrative pronouncements, which of a Holder’s Options which were
intended by the Committee to be Incentive Stock Options when granted to the Holder, will not constitute Incentive
Stock Options because of such limitation, and shall notify the Holder of such determination as soon as practicable
after such determination. No Incentive Stock Option shall be granted to an Employee if, at the time the Option is
granted, such Employee is a Ten Percent Shareholder, unless (i) at the time such Incentive Stock Option is granted the
Option price is at least one hundred ten percent (110 %) of the Fair Market Value of the Common Stock subject to the
Option on the date of grant, and (ii) such Incentive Stock Option by its terms is not exercisable after the expiration of
five (5) years from the date of grant.

Section 7.4 Option Agreement. Each Option shall be evidenced by an Option Agreement in such form and containing
such provisions not inconsistent with the provisions of the Plan as the Committee from time to time shall approve,
including, but not limited to, provisions to qualify an Option as an Incentive Stock Option. An Option Agreement may
provide for the payment of the Option price, in whole or in part, by the delivery of a number of shares of Common
Stock (plus cash if necessary) having a Fair Market Value equal to such Option price. Each Option Agreement shall,
solely to the extent inconsistent with the provisions of Sections 6.2, 6.3, 6.4 and 6.5, as applicable, specify the effect
of termination of employment, Director status or Consultant status on the exercisability of the Option. Moreover, an
Option Agreement may provide for a “cashless exercise” of the Option by establishing procedures whereby the Holder,
by a properly-executed written notice, directs (i) an immediate market sale or margin loan respecting all or a part of
the shares of Common Stock to which he is entitled upon exercise pursuant to an extension of credit by the Company
to the Holder of the Option price, (ii) the delivery of the shares of Common Stock from the Company directly to a
brokerage firm and (iii) the delivery of the Option price from sale or margin loan proceeds from the brokerage firm
directly to the Company. An Option Agreement may also include provisions relating to (i) subject to the provisions
hereof, accelerated vesting of Options, (ii) tax matters (including provisions covering any applicable Employee wage
withholding requirements and requiring additional “gross-up” payments to Holders to meet any excise taxes or other
additional income tax liability imposed as a result of a payment upon a “change of control” of the Company resulting
from the operation of the Plan or of such Option Agreement) and (iii) any other matters not inconsistent with the terms
and provisions of the Plan that the Committee shall in its sole discretion determine. The terms and conditions of the
respective Option Agreements need not be identical. No Incentive Stock Option shall be granted more than ten (10)
years from the date on which the Plan is approved by the Company’s stockholders.
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Section 7.5 Option Price and Payment. The price at which a share of Common Stock may be purchased upon exercise
of an Option shall be determined by the Committee; provided, however, that such Option price (i) shall not be less
than the Fair Market Value of a share of Common Stock on the date such Option is granted, and (ii) shall be subject to
adjustment as provided in Article XIV. The Option or portion thereof may be exercised by delivery of an irrevocable
notice of exercise to the Company. The Option price for the Option or portion thereof shall be paid in full in the
manner prescribed by the Committee. Separate stock certificates shall be issued by the Company for those shares of
Common Stock acquired pursuant to the exercise of an Incentive Stock Option and for those shares of Common Stock
acquired pursuant to the exercise of a Non-Qualified Stock Option.

Section 7.6 Shareholder Rights and Privileges. The Holder of an Option shall be entitled to all the privileges and rights
of a shareholder of the Company solely with respect to such shares of Common Stock as have been purchased under
the Option and for which certificates of stock have been registered in the Holder’s name.

Section 7.7 Options and Rights in Substitution for Stock Options Granted by Other Corporations. Options may be
granted under the Plan from time to time in substitution for stock options held by individuals employed by entities
who become Employees as a result of a merger or consolidation of the employing entity with the Company or any
Affiliate, or the acquisition by the Company or an Affiliate of the assets of the employing entity, or the acquisition by
the Company or an Affiliate of stock of the employing entity with the result that such employing entity becomes an
Affiliate.

ARTICLE VIII
RESTRICTED STOCK AWARDS

Section 8.1 Restriction Period to be Established by Committee. At the time a Restricted Stock Award is made, the
Committee shall establish the Restriction Period applicable to such Award. Each Restricted Stock Award may have a
different Restriction Period, in the discretion of the Committee. The Restriction Period applicable to a particular
Restricted Stock Award shall not be changed except as permitted by Section 8.2.
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Section 8.2 Other Terms and Conditions. Common Stock awarded pursuant to a Restricted Stock Award shall be
represented by a stock certificate registered in the name of the Holder of such Restricted Stock Award. If provided for
under the Restricted Stock Award Agreement, the Holder shall have the right to vote Common Stock subject thereto
and to enjoy all other shareholder rights, except that (i) the Holder shall not be entitled to delivery of the stock
certificate until the Restriction Period shall have expired, (ii) the Company shall retain custody of the stock certificate
during the Restriction Period (with a stock power endorsed by the Holder in blank), (iii) the Holder may not sell,
transfer, pledge, exchange, hypothecate or otherwise dispose of the Common Stock during the Restriction Period, (iv)
the Holder shall be entitled to receive dividends on the Common Stock during the Restriction Period and (v) a breach
of the terms and conditions established by the Committee pursuant to the Restricted Stock Award Agreement shall
cause a forfeiture of the Restricted Stock Award. At the time of such Restricted Stock Award, the Committee may, in
its sole discretion, prescribe additional terms and conditions or restrictions relating to Restricted Stock Awards,
including, but not limited to, rules pertaining to the effect of termination of employment, Director status or Consultant
status, prior to expiration of the applicable Restriction Period. Such additional terms, conditions or restrictions shall,
to the extent inconsistent with the provisions of Sections 6.2, 6.3, 6.4 and 6.5, as applicable, be set forth in a Restricted
Stock Award Agreement made in conjunction with the Restricted Stock Award. Such Restricted Stock Award
Agreement may also include provisions relating to (i) subject to the provisions hereof, accelerated vesting of
Restricted Stock Awards, including but not limited to accelerated vesting upon the occurrence of a “change of control”
of the Company, (ii) tax matters (including provisions covering any applicable Employee wage withholding
requirements and requiring additional “gross-up” payments to Holders to meet any excise taxes or other additional
income tax liability imposed as a result of a payment made in connection with a “change of control” of the Company
resulting from the operation of the Plan or of such Restricted Stock Award Agreement) and (iii) any other matters not
inconsistent with the terms and provisions of the Plan that the Committee shall in its sole discretion determine. The
terms and conditions of the respective Restricted Stock Agreements need not be identical.

Section 8.3 Payment for Restricted Stock. The Committee shall determine the amount and form of any payment for
Common Stock received pursuant to a Restricted Stock Award, provided that in the absence of such a determination, a
Holder shall not be required to make any payment for Common Stock received pursuant to a Restricted Stock Award,
except to the extent otherwise required by law.

Section 8.4 Restricted Stock Award Agreements. At the time any Restricted Stock Award is made under this Article
VIII, the Company and the Holder shall enter into a Restricted Stock Award Agreement setting forth each of the
matters contemplated hereby and such other matters as the Committee may determine to be appropriate.

ARTICLE IX
UNRESTRICTED STOCK AWARDS

Pursuant to the terms of the applicable Unrestricted Stock Award Agreement, a Holder may be awarded (or sold)
shares of Common Stock which are not subject to Restrictions, in consideration for past services rendered thereby to
the Company or an Affiliate or for other valid consideration.
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ARTICLE X
PERFORMANCE UNIT AWARDS

Section 10.1 Terms and Conditions. The Committee shall set forth in the applicable Performance Unit Award
Agreement the performance goals and objectives (and the period of time to which such goals and objectives shall
apply) which the Holder and/or the Company would be required to satisfy before the Holder would become entitled to
payment pursuant to Section 10.2, the number of Units awarded to the Holder and the dollar value assigned to each
such Unit.

Section 10.2 Payments. The Holder of a Performance Unit shall be entitled to receive a cash payment, except as
otherwise provided in Section 10.3, equal to the dollar value assigned to such Unit under the applicable Performance
Unit Award Agreement if the Holder and/or the Company satisfy (or partially satisfy, if applicable under the
applicable Performance Unit Award Agreement) the performance goals and objectives set forth in such Performance
Unit Award Agreement.

Section 10.3 Special Committee Discretion. Notwithstanding anything to the contrary contained in this Article X, the
Committee shall have the authority and discretion to provide in the applicable Performance Unit Award Agreement
for the payment under a Performance Unit Award in the form of shares of Common Stock, cash or any combination
thereof.

ARTICLE XI
PERFORMANCE SHARE AWARDS

Section 11.1 Terms and Conditions. The Committee shall set forth in the applicable Performance Share Award
Agreement the performance goals and objectives (and the period of time to which such goals and objectives shall
apply) which the Holder and/or the Company would be required to satisfy before the Holder would become entitled to
the receipt of shares of Common Stock, except as otherwise provided in Section 11.3, pursuant to such Holder’s
Performance Share Award and the number of shares of Common Stock subject to such Performance Share Award.

Section 11.2 Shareholder Rights and Privileges. The Holder of a Performance Share Award shall have no rights as a
shareholder of the Company until such time, if any, as the Holder actually receives shares of Common Stock pursuant
to the Performance Share Award.

Section 11.3 Special Committee Discretion. Notwithstanding anything to the contrary contained in this Article XI, the
Committee shall have the authority and discretion to provide in the applicable Performance Share Award Agreement
for the payment under a Performance Share Award in the form of cash, shares of Common Stock or any combination
thereof.
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ARTICLE XII
DISTRIBUTION EQUIVALENT RIGHTS

Section 12.1 Terms and Conditions. The Committee shall set forth in the applicable Distribution Equivalent Rights
Award Agreement the terms and conditions, if any, including whether the Holder is to receive credits currently in
cash, is to have such credits reinvested (at Fair Market Value determined as of the date of reinvestment) in additional
shares of Common Stock or is to be entitled to choose among such alternatives. Distribution Equivalent Rights
Awards may be settled in cash or in shares of Common Stock, as set forth in the Applicable Distribution Equivalent
Rights Award Agreement. A Distribution Equivalent Rights Award may, but need not be, awarded as a component of
another Award, where, if so awarded, such Distribution Equivalent Rights Award shall expire or be forfeited by the
Holder under the same conditions as under such other Award.

Section 12.2 Interest Equivalents. The Distribution Equivalent Rights Award Agreement for a Distribution Equivalent
Rights Award may provide for the crediting of interest on a Distribution Rights Award to be settled in cash at a future
date, at a rate set forth in the applicable Distribution Equivalent Rights Award Agreement or on the amount of cash
payable thereunder.

ARTICLE XIII
STOCK APPRECIATION RIGHTS

Section 13.1 Terms and Conditions. The Committee shall set forth in the applicable Stock Appreciation Right Award
Agreement the terms and conditions of the Stock Appreciation Right, including (i) the base value (the “Base Value”) for
the Stock Appreciation Right, which for purposes of a Stock Appreciation Right which is not a Tandem Stock
Appreciation Right, shall be equal to the Fair Market Value of a share of the Common Stock on the date of grant of
the Stock Appreciation Right, (ii) the number of shares of Common Stock subject to the Stock Appreciation Right,
(iii) the period during which the Stock Appreciation Right may be exercised, and (iv) any other special rules and/or
requirements which the Committee imposes upon the Stock Appreciation Right. Upon the exercise of some or all of
the portion of a Stock Appreciation Right, the Holder shall receive a payment from the Company, in cash or in the
form of shares of Common Stock having an equivalent Fair Market Value, or in a combination of both, as determined
in the sole discretion of the Committee, equal to the product of:

(a) The excess of (i) the Fair Market Value of a share of the Common Stock on the date of exercise, over (ii) the Base
Value, multiplied by;

(b) The number of shares of Common Stock with respect to which the Stock Appreciation Right is exercised.

Section 13.2 Tandem Stock Appreciation Rights. If the Committee grants a Stock Appreciation Right which is
intended to be a Tandem Stock Appreciation Right, the Tandem Stock Appreciation Right must be granted at the same
time as the related Option, and the following special rules shall apply:

(a) The Base Value shall be equal to the Fair Market Value of a share of the Common Stock on the date of grant of the
Tandem Stock Appreciation Right;
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(b) The Tandem Stock Appreciation Right may be exercised for all or part of the shares of Common Stock which are
subject to the related Option, but solely upon the surrender by the Holder of the Holder’s right to exercise the
equivalent portion of the related Option (and when a share of Common Stock is purchased under the related Option,
an equivalent portion of the related Tandem Stock Appreciation Right shall be cancelled);

(c) The Tandem Stock Appreciation Right shall expire no later than the date of the expiration of the related Option;

(d) The value of the payment with respect to the Tandem Stock Appreciation Right may be no more than one hundred
percent (100%) of the difference between the Fair Market Value of a share of the Common Stock on the date of grant
of the Tandem Stock Appreciation Right and the Fair Market Value of the shares of Common Stock subject to the
related Option at the time the Tandem Stock Appreciation Right is exercised; and

(e) The Tandem Stock Appreciation Right may be exercised solely when the Fair Market Value of the shares of
Common Stock subject to the related Option exceeds the exercise price under the related Option.

ARTICLE XIV
RECAPITALIZATION OR REORGANIZATION

Section 14.1 Adjustments to Common Stock. The shares with respect to which Awards may be granted under the Plan
are shares of Common Stock as presently constituted; provided, however, that if, and whenever, prior to the expiration
or distribution to the Holder of an Award theretofore granted, the Company shall effect a subdivision or consolidation
of shares of Common Stock or the payment of a stock dividend on Common Stock without receipt of consideration by
the Company, the number of shares of Common Stock with respect to which such Award may thereafter be exercised
or satisfied, as applicable, (i) in the event of an increase in the number of outstanding shares, shall be proportionately
increased, and the purchase price per share shall be proportionately reduced, and (ii) in the event of a reduction in the
number of outstanding shares, shall be proportionately reduced, and the purchase price per share shall be
proportionately increased. Notwithstanding the foregoing, any such adjustment made with respect to an Award which
is an Incentive Stock Option shall comply with the requirements of Section 424(a) of the Code, and in no event shall
any such adjustment be made which would render any Incentive Stock Option granted under the Plan to be other than
an “incentive stock option” for purposes of Section 422 of the Code.

Section 14.2 Recapitalization. If the Company recapitalizes or otherwise changes its capital structure, thereafter upon
any exercise or satisfaction, as applicable, of a previously granted Award, the Holder shall be entitled to receive (or
entitled to purchase, if applicable) under such Award, in lieu of the number of shares of Common Stock then covered
by such Award, the number and class of shares of stock and securities to which the Holder would have been entitled
pursuant to the terms of the recapitalization if, immediately prior to such recapitalization, the Holder had been the
holder of record of the number of shares of Common Stock then covered by such Award.
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Section 14.3 Other Events. In the event of changes to the outstanding Common Stock by reason of recapitalization,
reorganization, merger, consolidation, combination, exchange or other relevant change in capitalization occurring after
the date of the grant of any Award and not otherwise provided for under this Article XIV, all outstanding Awards and
Award Agreements evidencing such Awards shall be adjusted by the Board in its discretion as to the number and price
of shares of Common Stock or other consideration subject to such Awards. In the event of any such change to the
outstanding Common Stock, the aggregate number of shares available under the Plan shall be appropriately adjusted
by the Board, the determination of which shall be conclusive.

Section 14.4 Powers Not Affected. The existence of the Plan and the Awards granted hereunder shall not affect in any
way the right or power of the Board or of the shareholders of the Company to make or authorize any adjustment,
recapitalization, reorganization or other change of the Company’s capital structure or business, any merger or
consolidation of the Company, any issue of debt or equity securities ahead of or affecting Common Stock or the rights
thereof, the dissolution or liquidation of the Company or any sale, lease, exchange or other disposition of all or any
part of its assets or business or any other corporate act or proceeding.

Section 14.5 No Adjustment for Certain Awards. Except as hereinabove expressly provided, the issuance by the
Company of shares of stock of any class or securities convertible into shares of stock of any class, for cash, property,
labor or services, upon direct sale, upon the exercise of rights or warrants to subscribe therefor or upon conversion of
shares or obligations of the Company convertible into such shares or other securities, and in any case whether or not
for fair value, shall not affect previously granted Awards, and no adjustment by reason thereof shall be made with
respect to the number of shares of Common Stock subject to Awards theretofore granted or the purchase price per
share, if applicable.

ARTICLE XV
AMENDMENT AND TERMINATION OF PLAN

The Board in its discretion may terminate the Plan at any time with respect to any shares for which Awards have not
theretofore been granted. The Board shall have the right to alter or amend the Plan or any part hereof from time to
time; provided, however, that no change in any Award theretofore granted may be made which would materially and
adversely impair the rights of the Holder without the consent of the Holder (unless such change is required in order to
cause the benefits under the Plan to qualify as “performance-based” compensation within the meaning of Section
162(m) of the Code).
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ARTICLE XVI
MISCELLANEOUS

Section 16.1 No Right to Award. Neither the adoption of the Plan by the Company nor any action of the Board or the
Committee shall be deemed to give an Employee, Director or Consultant any right to an Award except as may be
evidenced by an Award Agreement duly executed on behalf of the Company, and then solely to the extent and on the
terms and conditions expressly set forth therein.

Section 16.2 No Rights Conferred. Nothing contained in the Plan shall (i) confer upon any Employee any right with
respect to continuation of employment with the Company or any Affiliate, (ii) interfere in any way with the right of
the Company or any Affiliate to terminate the employment of an Employee at any time, (iii) confer upon any Director
any right with respect to continuation of such Director’s membership on the Board, (iv) interfere in any way with the
right of the Company or an Affiliate to terminate a Director’s membership on the Board at any time, (v) confer upon
any Consultant any right with respect to continuation of his or her consulting engagement with the Company or any
Affiliate, or (vi) interfere in any way with the right of the Company or an Affiliate to terminate a Consultant’s
consulting engagement with the Company or an Affiliate at any time.

Section 16.3 Other Laws; Withholding. The Company shall not be obligated to issue any Common Stock pursuant to
any Award granted under the Plan at any time when the shares covered by such Award have not been registered under
the Securities Act of 1933 and under such other state and federal laws, rules or regulations as the Company or the
Committee deems applicable and, in the opinion of legal counsel of the Company, if there is no exemption from the
registration requirements of such laws, rules or regulations available for the issuance and sale of such shares. No
fractional shares of Common Stock shall be delivered, nor shall any cash in lieu of fractional shares be paid. The
Company shall have the right to deduct in cash (whether under this Plan or otherwise) in connection with all Awards
any taxes required by law to be withheld and to require any payments required to enable it to satisfy its withholding
obligations. In the case of any Award satisfied in the form of shares of Common Stock, no shares shall be issued
unless and until arrangements satisfactory to the Company shall have been made to satisfy any tax withholding
obligations applicable with respect to such Award. Subject to such terms and conditions as the Committee may
impose, the Company shall have the right to retain, or the Committee may, subject to such terms and conditions as it
may establish from time to time, permit Holders to elect to tender, Common Stock (including Common Stock issuable
in respect of an Award) to satisfy, in whole or in part, the amount required to be withheld.

Section 16.4 No Restriction on Corporate Action. Nothing contained in the Plan shall be construed to prevent the
Company or any Affiliate from taking any corporate action which is deemed by the Company or such Affiliate to be
appropriate or in its best interest, whether or not such action would have an adverse effect on the Plan or any Award
made under the Plan. No Employee, Director, Consultant, beneficiary or other person shall have any claim against the
Company or any Affiliate as a result of any such action.
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Section 16.5 Restrictions on Transfer. No Award under the Plan or any Award Agreement and no rights or interests
herein or therein, shall or may be assigned, transferred, sold, exchanged, encumbered, pledged or otherwise
hypothecated or disposed of by a Holder except (i) by will or by the laws of descent and distribution, or (ii) except for
an Incentive Stock Option, by gift to any Family Member of the Holder. An Award may be exercisable during the
lifetime of the Holder only by such Holder or by the Holder’s guardian or legal representative unless it has been
transferred by gift to a Family Member of the Holder, in which case it shall be exercisable solely by such transferee.
Notwithstanding any such transfer, the Holder shall continue to be subject to the withholding requirements provided
for under Section 16.3 hereof.

Section 16.6 Beneficiary Designations. Each Holder may, from time to time, name a beneficiary or beneficiaries (who
may be contingent or successive beneficiaries) for purposes of receiving any amount which is payable in connection
with an Award under the Plan upon or subsequent to the Holder’s death. Each such beneficiary designation shall serve
to revoke all prior beneficiary designations, be in a form prescribed by the Company and be effective solely when
filed by the Holder in writing with the Company during the Holder’s lifetime. In the absence of any such written
beneficiary designation, for purposes of the Plan, a Holder’s beneficiary shall be the Holder’s estate.

Section 16.7 Rule 16b-3. It is intended that, at any time when the Common Stock is registered under Section 12 of the
Exchange Act, the Plan and any Award made to a person subject to Section 16 of the Exchange Act shall meet all of
the requirements of Rule 16b-3. If any provision of the Plan or of any such Award would disqualify the Plan or such
Award under, or would otherwise not comply with the requirements of, Rule 16b-3, such provision or Award shall be
construed or deemed to have been amended as necessary to conform to the requirements of Rule 16b-3.

Section 16.8 Section 162(m). It is intended that, at any time when the Common Stock is registered under Section 12 of
the Exchange Act, the Plan shall comply fully with and meet all the requirements of Section 162(m) of the Code to
permit Awards which are made hereunder to Holders who are “covered employees” (as defined in Section 162(m) of the
Code) to constitute “performance-based” compensation within the meaning of Section 162(m) of the Code. The
performance criteria to be utilized under the Plan for such purposes shall consist of objective tests based on one or
more of the following: earnings or earnings per share, cash flow, customer satisfaction, revenues, financial return
ratios (such as return on equity and/or return on assets), market performance, shareholder return and/or value,
operating profits, EBITDA, net profits, profit returns and margins, stock price, credit quality, sales growth, market
share, comparisons to peer companies (on a company-wide or divisional basis), working capital and/or individual or
aggregate employee performance. If any provision of the Plan would disqualify the Plan or would not otherwise
permit the Plan to comply with Section 162(m) as so intended, such provision shall be construed or deemed amended
to conform to the requirements or provisions of Section 162(m); provided, however, that no such construction or
amendment shall have an adverse effect on the economic value to a Holder of any Award previously granted
hereunder.
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Section 16.9 Other Plans. No Award, payment or amount received hereunder shall be taken into account in computing
an Employee’s salary or compensation for the purposes of determining any benefits under any pension, retirement, life
insurance or other benefit plan of the Company or any Affiliate, unless such other plan specifically provides for the
inclusion of such Award, payment or amount received.

Section 16.10 Limits of Liability. Any liability of the Company with respect to an Award shall be based solely upon
the contractual obligations created under the Plan and the applicable Award Agreement. Neither the Company nor any
member of the Committee shall have any liability to any party for any action taken or not taken, in good faith, in
connection with or under the Plan.

Section 16.11 Governing Law. Except as otherwise provided herein, the Plan shall be construed in accordance with
the laws of the State of Delaware.

Section 16.12 Severability of Provisions. If any provision of the Plan is held invalid or unenforceable, such invalidity
or unenforceability shall not affect any other provision of the Plan, and the Plan shall be construed and enforced as if
such invalid or unenforceable provision had not been included in the Plan.

Section 16.13 No Funding. The Plan shall be unfunded. The Company shall not be required to establish any special or
separate fund or to make any other segregation of funds or assets to ensure the payment of any Award.

Section 16.14 Headings. Headings used throughout the Plan are for convenience only and shall not be given legal
significance.
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Annex C

THIRD AMENDED AND RESTATED
CERTIFICATE OF INCORPORATION OF

ARGYLE SECURITY, INC.

FIRST: The name of the corporation is Argyle Security, Inc. (the “Corporation”).

SECOND: The registered office of the Corporation is to be located at 615 South DuPont Highway, Kent County,
Dover, Delaware. The name of its registered agent at that address is National Corporate Research, Ltd.

THIRD: The purposes for which the Corporation is formed are to engage in any lawful act or activity for which
corporations may be organized under the General Corporation Law of Delaware (the “GCL”).

FOURTH: The total number of shares of all classes of capital stock which the Corporation shall have authority to
issue is 90,000,000, of which 89,000,000 shares shall be Common Stock of the par value of $.0001 per share, and
1,000,000 shares shall be Preferred Stock of the par value of $.0001 per share.

(A) Preferred Stock. The Board of Directors is expressly granted authority to issue shares of the Preferred Stock, in
one or more series, and to fix for each such series such voting powers, full or limited, and such designations,
preferences and relative, participating, optional or other special rights and such qualifications, limitations or
restrictions thereof as shall be stated and expressed in the resolution or resolutions adopted by the Board of Directors
providing for the issue of such series (a “Preferred Stock Designation”) and as may be permitted by the GCL. The
number of authorized shares of Preferred Stock may be increased or decreased (but not below the number of shares
thereof then outstanding) by the affirmative vote of the holders of a majority of the voting power of all of the then
outstanding shares of the capital stock of the Corporation entitled to vote generally in the election of directors, voting
together as a single class, without a separate vote of the holders of the Preferred Stock, or any series thereof, unless a
vote of any such holders is required pursuant to any Preferred Stock Designation.

(B) Common Stock. Except as otherwise required by law or as otherwise provided in any Preferred Stock Designation,
the holders of the Common Stock shall exclusively possess all voting power and each share of Common Stock shall
have one vote.

FIFTH: The name and mailing address of the sole incorporator of the Corporation are as follows:

Name Address
Hope Wankel Loeb & Loeb LLP

345 Park Avenue, 19th Floor
New York, New York 10154

SIXTH: The Board of Directors shall be divided into three classes: Class A, Class B and Class C. The number of
directors in each class shall be as nearly equal as possible. At the first election of directors by the incorporator, the
incorporator shall elect a Class C director for a term expiring at the Corporation’s third Annual Meeting of
Stockholders. The Class C director shall then elect additional Class A, Class B and Class C directors. The directors in
Class A shall be elected for a term expiring at the first Annual Meeting of Stockholders, the directors in Class B shall
be elected for a term expiring at the second Annual Meeting of Stockholders and the directors in Class C shall be
elected for a term expiring at the third Annual Meeting of Stockholders. Commencing at the first Annual Meeting of
Stockholders, and at each annual meeting thereafter, directors elected to succeed those directors whose terms expire
shall be elected for a term of office to expire at the third succeeding annual meeting of stockholders after their
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election. Except as the GCL may otherwise require, in the interim between annual meetings of stockholders or special
meetings of stockholders called for the election of directors and/or the removal of one or more directors and the filling
of any vacancy in that connection, newly created directorships and any vacancies in the Board of Directors, including
unfilled vacancies resulting from the removal of directors for cause, may be filled by the vote of a majority of the
remaining directors then in office, although less than a quorum (as defined in the Corporation’s Bylaws), or by the sole
remaining director. All directors shall hold office until the expiration of their respective terms of office and until their
successors shall have been elected and qualified. A director elected to fill a vacancy resulting from the death,
resignation or removal of a director shall serve for the remainder of the full term of the director whose death,
resignation or removal shall have created such vacancy and until his successor shall have been elected and qualified.
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SEVENTH: The following provisions are inserted for the management of the business and for the conduct of the
affairs of the Corporation, and for further definition, limitation and regulation of the powers of the Corporation and of
its directors and stockholders:

(A) Election of directors need not be by ballot unless the by-laws of the Corporation so provide.

(B) The Board of Directors shall have the power, without the assent or vote of the stockholders, to make, alter, amend,
change, add to or repeal the by-laws of the Corporation as provided in the by-laws of the Corporation.

(C) The directors in their discretion may submit any contract or act for approval or ratification at any annual meeting
of the stockholders or at any meeting of the stockholders called for the purpose of considering any such act or
contract, and any contract or act that shall be approved or be ratified by the vote of the holders of a majority of the
stock of the Corporation which is represented in person or by proxy at such meeting and entitled to vote thereat
(provided that a lawful quorum of stockholders be there represented in person or by proxy) shall be as valid and
binding upon the Corporation and upon all the stockholders as though it had been approved or ratified by every
stockholder of the Corporation, whether or not the contract or act would otherwise be open to legal attack because of
directors’ interests, or for any other reason.

(D) In addition to the powers and authorities hereinbefore or by statute expressly conferred upon them, the directors
are hereby empowered to exercise all such powers and do all such acts and things as may be exercised or done by the
Corporation; subject, nevertheless, to the provisions of the statutes of Delaware, of this Certificate of Incorporation,
and to any by-laws from time to time made by the stockholders; provided, however, that no by-law so made shall
invalidate any prior act of the directors which would have been valid if such by-law had not been made.
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EIGHTH: 

(A) A director of the Corporation shall not be personally liable to the Corporation or its stockholders for monetary
damages for breach of fiduciary duty as a director, except for liability (i) for any breach of the director’s duty of loyalty
to the Corporation or its stockholders, (ii) for acts or omissions not in good faith or which involve intentional
misconduct or a knowing violation of law, (iii) under Section 174 of the GCL, or (iv) for any transaction from which
the director derived an improper personal benefit. If the GCL is amended to authorize corporate action further
eliminating or limiting the personal liability of directors, then the liability of a director of the Corporation shall be
eliminated or limited to the fullest extent permitted by the GCL, as so amended. Any repeal or modification of this
paragraph A by the stockholders of the Corporation shall not adversely affect any right or protection of a director of
the Corporation with respect to events occurring prior to the time of such repeal or modification.

(B) The Corporation, to the full extent permitted by Section 145 of the GCL, as amended from time to time, shall
indemnify all persons whom it may indemnify pursuant thereto. Expenses (including attorneys’ fees) incurred by an
officer or director in defending any civil, criminal, administrative, or investigative action, suit or proceeding for which
such officer or director may be entitled to indemnification hereunder shall be paid by the Corporation in advance of
the final disposition of such action, suit or proceeding upon receipt of an undertaking by or on behalf of such director
or officer to repay such amount if it shall ultimately be determined that he is not entitled to be indemnified by the
Corporation as authorized hereby.

NINTH: Whenever a compromise or arrangement is proposed between this Corporation and its creditors or any class
of them and/or between this Corporation and its stockholders or any class of them, any court of equitable jurisdiction
within the State of Delaware may, on the application in a summary way of this Corporation or of any creditor or
stockholder thereof or on the application of any receiver or receivers appointed for this Corporation under Section 291
of Title 8 of the Delaware Code or on the application of trustees in dissolution or of any receiver or receivers
appointed for this Corporation under Section 279 of Title 8 of the Delaware Code order a meeting of the creditors or
class of creditors, and/or of the stockholders or class of stockholders of this Corporation, as the case may be, to be
summoned in such manner as the said court directs. If a majority in number representing three fourths in value of the
creditors or class of creditors, and/or of the stockholders or class of stockholders of this Corporation, as the case may
be, agree to any compromise or arrangement and to any reorganization of this Corporation as a consequence of such
compromise or arrangement, the said compromise or arrangement and the said reorganization shall, if sanctioned by
the court to which the said application has been made, be binding on all the creditors or class of creditors, and/or on
all the stockholders or class of stockholders, of this Corporation, as the case may be, and also on this Corporation.
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ANNEX D

AMENDMENT TO

MERGER AGREEMENT

This Amendment to Merger Agreement (this “Amendment No. 2”), dated July 11, 2007, is made by and among Argyle
Security Acquisition Corp., a Delaware corporation (“Parent”), ISI Security Group, Inc., a Delaware corporation
(“Acquisition Corp.”), ISI Detention Contracting Group, Inc., a Delaware corporation, d/b/a “ISI Security Group” (the
“Company”). Any capitalized term not defined herein shall have the meaning for such term specified in the Merger
Agreement (as defined below).

WHEREAS, Parent, Acquisition Corp. and the Company entered into a Merger Agreement dated December 8, 2006
(the “Merger Agreement”);

WHEREAS, Parent, Acquisition Corp. and the Company entered into an amendment to the Merger Agreement dated
June 29, 2007 (“Amendment No. 1”) pursuant to which the parties changed the date after which the parties to the
Merger Agreement could, individually, terminate the Merger Agreement from July 1, 2007 to July 16, 2007 (the
“Outside Closing Date”); and

WHEREAS, the parties to Merger Agreement wish to further extend the Outside Closing Date;

NOW THEREFORE, in consideration of the foregoing and the representations, warranties, covenants and
agreements herein contained and other good and valuable consideration, the receipt and sufficiency of which is hereby
acknowledged, the parties hereto hereby agree as follows:

1.  Each instance of July 1, 2007 in the Merger Agreement, and each instance of July 16, 2007 in Amendment No. 1,
is hereby deleted in its entirety and replaced with the term July 31, 2007.

2.  Parent and Acquisition Corp. hereby knowingly, voluntarily, and irrevocably, release, give up and forever
discharge ISI and its officers, directors, agents, representatives, employees and attorneys, of and from any and all

rights, duties and obligations, and any and all claims, actions, suits, debts, causes of actions and demands of any and
every kind, both known and unknown, foreseen and unforeseen, which they may have against ISI or any of its

officers, directors, agents, representatives, employees and attorneys, arising from any cause whatsoever, from the
beginning of time to the date hereof, except for claims relating to intentional fraud or theft. Without limiting the

foregoing in any manner, and by way of illustration only, this Section 7 is intended by the Parent and Acquisition
Corp. to release and forever discharge ISI and all of its officers, directors, agents, representatives, employees and

attorneys from any and all claims, of any and every nature, relating in any way, whether directly or indirectly to the
closing, failure to close, or any delay in the closing, of the transactions contemplated by the Merger Agreement

through the date of this Amendment No. 2.

D-1

Edgar Filing: SHOE CARNIVAL INC - Form SC 13G/A

40



3.  This Amendment No. 2 shall be construed in accordance with and governed by the laws of the State of Texas,
without giving effect to the conflict of laws principles thereof.

4.  This Amendment No. 2 may be signed in any number of counterparts, each of which shall be an original and all of
which shall be deemed to be one and the same instrument, with the same effect as if the signatures thereto and hereto
were upon the same instrument. A facsimile signature shall be deemed to be an original signature for purposes of this

Amendment No. 2.

5.  This Amendment No. 2 is intended to be in full compliance with the requirements for an amendment to the Merger
Agreement as required by Section 14.2(a) of the Merger Agreement, and every defect in fulfilling such requirements
for an effective amendment to the Merger Agreement is hereby ratified, intentionally waived and relinquished by all

Parties hereto.

[Remainder of page intentionally left blank]
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IN WITNESS WHEREOF, the parties hereto have duly executed this Amendment No. 2 as of the day and year first
above written.

ARGYLE SECURITY ACQUISITION CORP.

By:  /s/ Bob Marbut

Name: Bob Marbut
Title: Co-Chief Executive Officer

ISI SECURITY GROUP, INC.

By:  

Name: Bob Marbut
Title: Chief Executive Officer

ISI DETENTION CONTRACTING GROUP, INC.

By:  /s/ Sam Youngblood

Name: Sam Youngblood
Title: President
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AMENDMENT TO

MERGER AGREEMENT

This Amendment to Merger Agreement (this “Amendment”), dated June 29, 2007, is made by and among Argyle
Security Acquisition Corp., a Delaware corporation (“Parent”), ISI Security Group, Inc., a Delaware corporation
(“Acquisition Corp.”), ISI Detention Contracting Group, Inc., a Delaware corporation, d/b/a “ISI Security Group” (the
“Company”). Any capitalized term not defined herein shall have the meaning for such term specified in the Merger
Agreement (as defined below).

WHEREAS, Parent, Acquisition Corp. and the Company entered into a Merger Agreement dated December 8, 2006
(the “Merger Agreement”);

WHEREAS, Section 13.1 of the Merger Agreement provides that the parties to the Merger Agreement may,
individually, terminate the Merger Agreement if the Closing has not occurred by July 1, 1007 (the “Outside Closing
Date”);

WHEREAS, the Company is willing to extend the Outside Closing Date on the terms and conditions contained in this
Amendment; and

WHEREAS, Parent, Acquisition Corp. and the Company wish to amend the terms of the Merger Agreement on the
terms contained herein.

NOW THEREFORE, in consideration of the foregoing and the representations, warranties, covenants and agreements
herein contained and other good and valuable consideration, the receipt and sufficiency of which is hereby
acknowledged, the parties hereto hereby agree as follows:

1. Section 1.1 of the Merger Agreement is hereby amended by adding the following after the definition of the term
“Proceeding”:

““Promissory Notes” means unsecured subordinated promissory notes issued to the holders of Company Common Stock
in partial consideration for the merger of the Company with Acquisition Corp. The Promissory Notes will (i) be in
form mutually acceptable to the Company and Parent, (ii) bear interest at the rate of 5% per annum, paid
semi-annually, (iii) mature five years from the date of issuance, (iv) be convertible (in whole or in part) into shares of
Parent Common Stock at the election of the holders of the Promissory Notes at any time after January 1, 2008 at a
price per share of $10.00, (v) be unsecured and subordinated to institutional debt other than trade debt (with which it
will be in pari passu) outstanding at and after the Closing and similar debt arrangements with any institution. In
addition, the Promissory will be redeemable at Parent’s election after January 1, 2009, at a price per share of $10.00.”

2. Section 2.6(b)(i) of the Merger Agreement is hereby amended by deleting the phrase “$18,200,000” and replacing it
with “$18,600,000”.
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3. Section 2.6(b) of the Merger Agreement is hereby amended by adding the following after subparagraph (ii):

“(iii) Promissory Notes in the aggregate principal amount of $1,925,000, convertible into 192,500 shares of Parent
Common Stock.”

4. Section 2.9(b) of the Merger Agreement is hereby amended by deleting the text of Section 2.9(b) (and all of the
subparagraphs of Section 2.9(b)) and replacing it with the following:

“If at the time of the Closing the Adjusted EBITDA of the Company is $4,500,000.00 or more, and the amount of the
2/28 Backlog is $80,000,000.00 or more, then the Enhanced Cash Consideration and the other consideration shall be
distributed pursuant to Schedule 2.9. The Parties hereby stipulate that for all purposes in this Agreement (including
but not limited to Section 2.6(b) hereof and this 2.9(b)), the Closing Adjusted EBITDA of the Company is $4,500,000
or more, and the amount of the 2/28 Backlog of the Company is more than $80,000,000.”

5. Section 13.1(a) of the Merger Agreement is hereby amended by deleting the phrase “by July 1, 2007” and replacing it
with “on or before July 16, 2007”.

6. Schedule 2.9 to the Merger Agreement is hereby deleted in its entirety and replaced by Schedule 2.9 attached
hereto.

7. Parent and Acquisition Corp. hereby knowingly, voluntarily, and irrevocably, release, give up and forever discharge
ISI and its officers, directors, agents, representatives, employees and attorneys, of and from any and all rights, duties
and obligations, and any and all claims, actions, suits, debts, causes of actions and demands of any and every kind,
both known and unknown, foreseen and unforeseen, which they may have against ISI or any of its officers, directors,
agents, representatives, employees and attorneys, arising from any cause whatsoever, from the beginning of time to
the date hereof, except for claims relating to intentional fraud or theft. Without limiting the foregoing in any manner,
and by way of illustration only, this Section 7 is intended by the Parent and Acquisition Corp. to release and forever
discharge ISI and all of its officers, directors, agents, representatives, employees and attorneys from any and all
claims, of any and every nature, relating in any way, whether directly or indirectly to the closing, failure to close, or
any delay in the closing, of the transactions contemplated by the Merger Agreement through the date of this
Amendment.

8. This Amendment shall be construed in accordance with and governed by the laws of the State of Texas, without
giving effect to the conflict of laws principles thereof.

9. From and after the date of this Amendment, Argyle will reimburse Sam Youngblood for any and all expenses
incurred by Mr. Youngblood after the date hereof in connection with the transactions contemplated by the Merger
Agreement.
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10. This Amendment may be signed in any number of counterparts, each of which shall be an original and all of which
shall be deemed to be one and the same instrument, with the same effect as if the signatures thereto and hereto were
upon the same instrument. A facsimile signature shall be deemed to be an original signature for purposes of this
Amendment.

11. This Amendment is intended to be in full compliance with the requirements for an Amendment to the Merger
Agreement as required by Section 14.2(a) of the Merger Agreement, and every defect in fulfilling such requirements
for an effective amendment to the Merger Agreement is hereby ratified, intentionally waived and relinquished by all
Parties hereto.

[Remainder of page intentionally left blank]
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IN WITNESS WHEREOF, the parties hereto have duly executed this Amendment as of the day and year first above
written.

ARGYLE SECURITY ACQUISITION CORP.

By:  /s/ Bob Marbut

Name: Bob Marbut
Title: Chairman and Co-Chief Executive Officer

ISI SECURITY GROUP, INC.

By:  /s/ Bob Marbut

Name: Bob Marbut
Title: Chairman and Co-Chief Executive Officer

ISI DETENTION CONTRACTING GROUP, INC.

By:  /s/ Samuel Youngblood

Name: Samuel Youngblood
Title: CEO
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MERGER AGREEMENT

MERGER AGREEMENT, dated December 8, 2006 (this “Agreement”), by and among Argyle Security Acquisition
Corp., a Delaware corporation (“Parent”), ISI Security Group, Inc., a Delaware corporation (“Acquisition Corp.”), ISI
Detention Contracting Group, Inc., a Delaware corporation, d/b/a “ISI Security Group” (the “Company”).

W I T N E S S E T H :

WHEREAS, the Company is in the business of providing security solutions for detention facilities and for
commercial, industrial and governmental customers (the “Business”);

WHEREAS, William Blair Mezzanine Capital Fund III, L.P. (“Blair”) is converting $10,000,000 in aggregate principal
amount of its outstanding $15,951,609 promissory note (the “Note”) into shares of the Company’s Class A preferred
stock, par value $.0001 per share (the “Company Preferred Stock”) pursuant to a Note Conversion Agreement, the form
of which is attached hereto as Exhibit A (the “Note Conversion Agreement”), with the balance of the Note being
represented by a new $5,951,609 promissory note (the “New Note”) and note purchase agreement, the terms of which
shall be agreed upon by Blair, Parent, Acquisition Corp. and the Company, prior to the Closing;

WHEREAS, Parent owns all of the issued and outstanding shares of equity securities of Acquisition Corp.;

WHEREAS, Parent and Acquisition Corp. desire that Acquisition Corp. merge with and into the Company and, to
realize the benefits thereof, the Company also desires that Acquisition Corp. merge with and into the Company upon
the terms and subject to the conditions set forth herein and in accordance with the General Corporation Law of the
State of Delaware, and that the Company Preferred Stock and the outstanding shares of common stock, par value
$.0001 per share, of the Company (“Company Common Stock”), and any securities of the Company convertible into
Company Common Stock or Company Preferred Stock, excluding any such shares held in the treasury of the
Company, be converted upon such merger (the “Merger”) into the right to receive the Merger Consideration as is
provided herein; and

NOW, THEREFORE, in consideration of the foregoing and the representations, warranties, covenants and agreements
herein contained and other good and valuable consideration, the receipt and sufficiency of which is hereby
acknowledged, the parties hereto hereby agree as follows:

ARTICLE I
DEFINITIONS

1.1. Definitions. The following terms, as used herein, have the following meanings:
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“2005 Financial Statements” are the Company’s Balance Sheet, Statement of Cash Flows and Statement of Operations
prepared as of and for the year ended December 31, 2005 in accordance with GAAP.

“2006 EBITDA” means the Company’s earnings before interest, taxes, depreciation and amortization as calculated from
the 2006 Financial Statements.

“2006 Financial Statements” are the Company’s Balance Sheet, Statement of Cash Flows and Statement of Operations
prepared as of and for the year ended December 31, 2006 in accordance with GAAP.

“2/28 Backlog” means the backlog of contracts and other work of the Company and all Subsidiaries, as calculated
consistent with the past practices of the Company and the Subsidiaries, pursuant to the Work in Process Report of
Company for the period ending February 28, 2007.

“Accounts Receivable” has the meaning set forth in Section 3.11.

“Acquisition Corp.” has the meaning set forth in the Preamble.

“Act” has the meaning set forth in Section 8.5.

“Action” means any action, suit, investigation, hearing or proceeding, including any audit for taxes or otherwise.

“Additional Agreements” means each of the Lock-up Agreements, the Life Insurance Agreements, the Amended and
Restated Lease Agreements, and the StarCo Termination Agreement.

“Adjusted EBITDA” means the Company’s earnings before interest, taxes, depreciation and amortization, for the year
ending December 31, 2006, as calculated in the 2006 Financial Statements, plus normalization adjustments of
$900,000 and such additional normalization adjustments as may be agreed upon by the parties.

“Affiliate” means, with respect to any Person, any Person directly or indirectly controlling, controlled by, or under
common control with such other Person. With respect to any natural person, the term Affiliate shall also include any
member of said person’s immediate family, any family limited partnership, limited liability company or other entity for
said person and any trust, voting or otherwise, of which said person is a trustee or of which said person or any of said
person’s immediate family is a beneficiary.

“Agreement” has the meaning set forth in the Preamble.

“Amended and Restated Lease Agreement” means the lease agreements between the Surviving Corporation and the
owner of the SA Offices (Green Wing Management, Ltd.),
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which will be negotiated and entered into immediately prior to the Effective Time. The terms of the Amended and
Restated Lease Agreements will include:

•  a term of twelve years beginning on the Effective Date

•  a recalculation of the rental rate every three years. At the end of each three-year term, there will be an independent
appraisal which will be used as the basis for determining the lease payments during the next three-year term, to be
calculated as follows: (a) if the new appraisal is more than the current appraisal, the lease will be at a discount of
10% to the market rate (b) if the new appraisal is less than the last appraisal by less than 10%, the lease will be at the
same rate as is applicable on the previous three year agreement or (c) if the new appraisal is lower than the
applicable appraisal by more than 10%, the lease will be at the market rate. In other words, if the new appraisal is
lower than the immediately prior appraisal, the new lease will be the lower of the current lease or market rate. For
example, assuming current market appraisal at $100 ( i.e. lease is $90 (at a 10% discount including the 10%
discount)):

o if the new appraisal were $115, the new lease rate would be 90% of $115 i.e. $103.5

o if the new appraisal were $105, the new lease rate would be 90% of $105 i.e. $94.50

oif the new appraisal were $95, the lease rate would remain at $90 because 90% of $95 ($85.5) is less than the current
lease

oif the new appraisal is $85, then the new lease rate would be $85 because the market rate is less than the current lease

•  Prior to the Effective Date, the lease will be adjusted by an independent appraiser to 10% below market value or the
current lease rate, whichever is greater.

•  The Parent will have the right, at the Parent’s sole discretion, to purchase from the leasehold owner(s) the underlying
real properties at market rates (to be agreed by an independent evaluation at that time); provided that such market
rates cannot be below the value determined in the last appraisal prior to the Effective Date. The Parent shall also
have a right of first refusal to purchase the real property, should such property ever be offered for sale.

“Arbitrator” has the meaning set forth in Section 12.1(b).
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“Authority” shall mean any governmental, regulatory or administrative body, agency or authority, any court or judicial
authority, any arbitrator, or any public, private or industry regulatory authority, whether international, national,
Federal, state or local.

“Benefits Arrangement” has the meaning set forth in Section 3.25.

“Blair” has the meaning set forth in the Recitals.

“Books and Records” means all books and records, ledgers, employee records, customer lists, files, correspondence, and
other records of every kind (whether written, electronic, or otherwise embodied) owned or used by the Company or in
which the Company’s assets, business, or transactions are otherwise reflected.

“Business” has the meaning set forth in the Recitals.

“Business Day” means any day other than a Saturday, Sunday or a legal holiday on which commercial banking
institutions in Texas are not open for business.

“Carr Note” means the promissory note owed by the Company and payable to Don Carr, dated November 1, 2005, in the
original principal amount of $32,469.00.

“Cash Consideration” has the meaning set forth in Section 2.6(c).

“Certificate of Merger” has the meaning set forth in Section 2.3.

“Charter Documents” has the meaning set forth in Section 3.3.

“Closing” has the meaning set forth in Section 2.9.

“Closing Date” has the meaning set forth in Section 2.9.

“Code” means the Internal Revenue Code of 1986, as amended.

“Company” has the meaning set forth in the Preamble. Unless the context otherwise requires, when used in this
Agreement, the term “Company” means the Company and all of its Subsidiaries.

“Company Common Stock” has the meaning set forth in the Recitals.

“Company Consent” has the meaning set forth in Section 3.9.

 “Company Indemnitees” has the meaning set forth in Section 11.3.

“Company Preferred Stock” has the meaning set forth in the Recitals.

“Company Plan” has the meaning set forth in Section 3.25.
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“Company Securities” means, collectively, the Company Common Stock, the Company Preferred Stock and the
Company Warrant.

“Company Warrant” means the Common Stock Purchase Warrant to purchase 52.4532 shares of Company Common
Stock issued to William Blair Mezzanine Capital Fund III, L.P. by the Company dated October 22, 2004.

“Completed Contracts” has the meaning set forth in the definition of StarCo Termination Agreement.

“Constituent Corporations” has the meaning set forth in Section 2.1(a).

“Contracts” has the meaning set forth in Section 3.19.

“Contracts in Progress” has the meaning set forth in the definition of StarCo Termination Agreement.

“Current Company Plans” has the meaning set forth in Section 3.25.

“Customer” has the meaning set forth in Section 7.2(b) “December Balance Sheet” has the meaning set forth in Section
3.10(a).

“Effective Time” has the meaning set forth in Section 2.4.

“Effectiveness Period” has the meaning set forth in Section 8.5.

“Employment Agreements” mean the agreements to be negotiated by the Surviving Corporation and the Parent and each
of the persons listed on Schedule 8.7. These Employment Agreements of Sam Youngblood, Don Carr and Tim Moxon
will provide for a term of not less than two years and the Employment Agreement of Mark McDonald will be for a
term of not less than five years. The Employment Agreements of Sam Youngblood and Don Carr will require the
Surviving Corporation and Parent to agree, as a part of the consideration to Sam Youngblood and Don Carr, that each
of them shall serve as a full voting member of the Board of Directors of Surviving Corporation, so long as they are
employees of Surviving Corporation.

“Enhanced Cash Consideration” has the meaning set forth in Section 2.6(b) “ERISA” means the Employment Retirement
Income Security Act of 1974.

“ERISA Affiliate” has the meaning set forth in Section 3.25.

“ERISA Affiliate Plan” has the meaning set forth in Section 3.25.

“Exchange Act” means the Securities Exchange Act of 1934.
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“Exchange Act Filings” means filings under the Exchange Act made by the Parent prior to the Closing Date.

“Financial Statements” has the meaning set forth in Section 3.10(a).

“GAAP” means U.S. generally accepted accounting principles, consistently applied and interpreted, and shall not mean
SEC GAAP.

“Indebtedness” includes with respect to any Person, (a) all obligations of such Person for borrowed money, or with
respect to deposits or advances of any kind (including amounts by reason of overdrafts and amounts owed by reason
of letter of credit reimbursement agreements) including with respect thereto, all interests, fees and costs, (b) all
obligations of such Person evidenced by bonds, debentures, notes, liens, mortgages or similar instruments, (c) all
obligations of such Person under conditional sale or other title retention agreements relating to property purchased by
such Person, (d) all obligations of such Person issued or assumed as the deferred purchase price of property or services
(other than accounts payable to creditors for goods and services incurred in the ordinary course of business), (e) all
Indebtedness of others secured by (or for which the holder of such Indebtedness has an existing right, contingent or
otherwise, to be secured by) any lien or security interest on property owned or acquired by such Person, whether or
not the obligations secured thereby have been assumed, (f) all obligations of such Person under leases required to be
accounted for as capital leases under GAAP, and (g) all guarantees by such Person.

“Indemnification Notice” has the meaning set forth in Section 11.5(a).

“Indemnified Parties” has the meaning set forth in Section 11.5.

“Indemnifying Party” has the meaning set forth in Section 11.5(a).

“Individual Indemnitees” has the meaning set forth in Section 11.4.

“Insurance Agreements” means the agreements to be negotiated and entered into immediately prior to the Effective
Time by Parent and each of Sam Youngblood and Don Carr relating to the respective obligation of Sam Youngblood
and Don Carr to maintain their existing key man life insurance policies in a form to be agreed upon prior to Closing. It
is understood that the key man life insurance policies will be maintained with benefits not less than those in place as
of the date of this Agreement until such time as the Lock-Up Agreements terminate. It is understood that the
Surviving Corporation will pay the premiums for Don Carr’s policy.

“Intellectual Property” means any and all of the following: (A) U.S., international and foreign patents, patent
applications and statutory invention registrations; (B) trademarks, licenses, inventions, service marks, trade names,
trade dress, slogans, logos and Internet domain names, including registrations and applications for registration thereof;
(C) copyrights, including registrations and applications for registration thereof, and copyrightable materials; (D) trade
secrets, know-how and similar confidential and proprietary information; (E) the additional names listed on Schedule
3.7 and all derivations thereof; (F) u.r.l.s, Internet domain names and

D-13

Edgar Filing: SHOE CARNIVAL INC - Form SC 13G/A

52



Websites; and (G) any other type of Intellectual Property right, and all embodiments and fixations thereof and related
documentation, registrations and franchises and all additions, improvements and accessions thereto, in each case
which is owned or licensed or filed by the Company or any Subsidiary or used or held for use in the Business, whether
registered or unregistered or domestic or foreign.

“Law” means any domestic or foreign Federal, state, municipality or local law, statute, ordinance, code, rule or
regulation or common law.

“Leases” has the meaning set forth in Section 3.14.

“Licensed Intellectual Property” has the meaning set forth in section 3.16(c).

“Lien” means, with respect to any asset, any mortgage, lien, pledge, charge, security interest or encumbrance of any kind
in respect of such asset, including any agreement to give any of the foregoing and any conditional sale and including
any voting agreement or proxy.

“Lock-Up Agreements” means each of the Lock-Up Agreements between (A) Parent and each of the Company’s
stockholders (other than Blair) in the form attached hereto as Exhibit B1 and (B) Parent and Blair in the form attached
hereto as Exhibit B2.

“Loss(es)” has the meaning set forth in Section 11.1.

“Material Adverse Change” means a material adverse change in the business, assets, condition (financial or otherwise),
liabilities, results of operations or prospects of the Business individually or as a whole; provided, however, without
prejudicing whether any other matter qualifies as a Material Adverse Change, any matter outside the ordinary course
of business individually or in the aggregate involving a loss or payment in excess of $100,000 shall constitute a
Material Adverse Change, per se.

“Material Adverse Effect” means a material adverse effect on the business, assets, condition (financial or otherwise),
liabilities, results of operations or prospects of the Business individually or as a whole; provided, however, without
prejudicing whether any other matter qualifies as a Material Adverse Effect, any matter outside the ordinary course of
business individually or in the aggregate involving a loss or payment in excess of $100,000 shall constitute a Material
Adverse Effect, per se.

“Merger” has the meaning set forth in the Recitals.

“Merger Consideration” has the meaning set forth in Section 2.6(a).

“Money Laundering Laws” has the meaning set forth in Section 3.33.

“Multiemployer Plans” has the meaning set forth in Section 3.25.

“New Note” has the meaning set forth in the Recitals.
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“Note” has the meaning set forth in the Recitals.

“Note Conversion Agreement” has the meaning set forth in the Recitals.

“Offices” has the meaning set forth in Section 3.1.

“Order” means any decree, order, judgment, writ, award, injunction, rule or consent of or by an Authority.

“Outside Closing Date” has the meaning set forth in Section 13.1.

“Owned Intellectual Property” has the meaning set forth in Section 3.16(a).

“Parent” has the meaning set forth in the Preamble.

“Parent’s Accountants” has the meaning set forth in Section 2.7.

“Parent Charter Documents” has the meaning set forth in Section 5.9.

“Parent Common Stock” means the Common Stock, $.0001 par value per share, of Parent.

“Parent Financial Statements” has the meaning set forth in Section 5.11(a).

“PBGC” has the meaning set forth in Section 3.25.

“Permits” has the meaning set forth in Section 3.20.

“Person” means an individual, a corporation, a partnership, a limited liability company, an association, a trust or other
entity or organization, including a government, domestic or foreign, or political subdivision thereof, the Company or
an agency or instrumentality thereof.

“Plan” has the meaning set forth in Section 3.25.

“Proceeding” has the meaning set forth in Section 3.27(b).

“Real Property” means, collectively, all real properties and interests therein (including the right to use), together with all
buildings, fixtures, trade fixtures, plant and other improvements located thereon or attached thereto; all rights arising
out of use thereof (including air, water, oil and mineral rights); and all subleases, franchises, licenses, permits,
easements and rights-of-way which are appurtenant thereto.

“Rebate Obligations” has the meaning set forth in Section 3.29(c).
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“Reg D” has the meaning set forth in Section 4.5(a).

“Registrable Securities” has the meaning set forth in Section 8.5.

“Restriction Period” has the meaning set forth in Section 7.2(a).

“Restrictive Covenants” has the meaning set forth in Section 7.4.

“SA Offices” means those offices and facilities of the Company included within the term “Offices” as defined in Section
3.1, that are located, or will be located in San Antonio, Texas and are leased by the Company or the Subsidiaries from
Green Wing Management, Ltd.

“SEC” means the Securities and Exchange Commission.

“September Balance Sheet” has the meaning set forth in Section 3.10(a).

“Standard Stock Consideration” has the meaning set forth in Section 2.6(a)(i).

“StarCo” has the meaning set forth in Section 9.2(j).

“StarCo Termination Agreement” means the agreement to be negotiated and entered into immediately prior to the
Effective Time by the Company and StarCo terminating StarCo’s relationship with the Company in a form to be
agreed upon by the Company and Blair prior to Closing. Pursuant to the StarCo Termination Agreement, (i) the
Company will agree to pay the account payable balance owed StarCo on the Closing Date (in an amount no greater
than $2 million), (ii) for claims alleged against the Surviving Corporation or StarCo arising from bonded contracts
where the contract has been paid in full as of the Closing Date (“Completed Contracts”), the Company will agree to
defend all of such claims, pay any proven claims, and perform any required work to satisfy any proven claims, (iii) the
Surviving Corporation will have the right of reimbursement for all costs and damages incurred in settling, resolving,
or paying any claims that exceed $250,000 per incident from StarCo and its Affiliates, (iv) StarCo will agree to remain
in existence until the end of the contractual warranty period for any Completed Contract, (v) for any claim against the
Surviving Corporation or StarCo on any contract of the Company that has not been paid in full as of the Closing Date
(“Contracts in Progress”), the Surviving Corporation will agree to be wholly responsible for the defense, resolution and
payment of such claims, and agree to indemnify and defend StarCo from such claims, (vi) the Company will agree to
indemnify Sam Youngblood and Don Carr from their personal guarantees (and those of their spouses) of any bonding
obligation on any Contract in Progress, and (vii) the Parent and Acquisition Corp. will agree to provide their own line
of bonding capacity for the Surviving Corporation after the Closing Date, without the guarantees of Sam Youngblood
or Don Carr.

“Software” has the meaning set forth in Section 3.16(b).

“Stock Consideration” has the meaning set forth in Section 2.6(a).
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“Stockholder’s Securities” means, with respect to a stockholder of the Company, the Company Common Stock and/or
the Company Preferred Stock owned by any such stockholder of the Company, including those set forth on Schedule I
hereto.

“Subsidiary” or “Subsidiaries” means one of the Company’s subsidiaries or all of the Company’s subsidiaries, as applicable.

“Surviving Corporation” has the meaning set forth in Section 2.1(a).

“Tangible Assets” means all tangible personal property and interests therein, including inventory, machinery, computers
and accessories, furniture, office equipment, communications equipment, vehicles, and other tangible property
(collectively, the “Tangible Assets”).

“Tax” has the meaning set forth in Section 3.27(c).

“Tax Liability” has the meaning set forth in Section 3.27(b).

“Tax Return” has the meaning set forth in Section 3.27(c).

“Third Party Accountant” has the meaning set forth in Section 2.7(b).

“Third Party Claim” has the meaning set forth in Section 11.5(a).

“UCC” shall mean the Uniform Commercial Code of the State of Texas, or any corresponding or succeeding provisions
of Laws of the State of Texas, or any corresponding or succeeding provisions of Laws, in each case as the same may
have been and hereafter may be adopted, supplemented, modified, amended, restated or replaced from time to time.

“Website(s)” shall mean all of the internet domain names for the Company set forth on Schedule 3.16(a).

“Youngblood Note” means the promissory note owed by the Company and payable to Sam Youngblood, dated
November 1, 2005, in the original principal amount of $65,922.00.

ARTICLE II
PURCHASE AND SALE

2.1.  The Merger.

(a) At the Effective Time, (i) the separate existence of Acquisition Corp.
will cease and Acquisition Corp. will be merged with and into the Company (Acquisition Corp. and the Company are
sometimes referred to herein as the “Constituent Corporations”; with respect to periods after the Effective Time, the
Company is sometimes referred to herein as the “Surviving Corporation”); (ii) the Certificate of Incorporation of
Acquisition Corp. in
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effect immediately prior to the Effective Time shall be the Certificate of Incorporation of the Surviving Corporation;
and (iii) the By-laws of Acquisition Corp. as in effect immediately prior to the Effective Time shall be the By-laws of
the Surviving Corporation.

(b) At and after the Effective Time, title to all property owned by each of the Constituent Corporations shall vest in
the Surviving Corporation without reversion or impairment, and the Surviving Corporation shall automatically assume
all of the liabilities of each Constituent Corporation.

(c) Immediately after the Effective Time, Parent shall elect no more than five persons to the Board of Directors of the
Surviving Corporation (which persons will constitute the entire Board of Directors of the Surviving Corporation).
Neither Parent nor the Surviving Corporation is under any obligation to maintain any person in any such position,
except that Sam Youngblood and Don Carr shall be elected to the Board of Directors of the Surviving Corporation.

(d) Immediately after the Effective Time, Parent shall cause the Board of Directors of the Surviving Corporation to
name the following persons as officers of the Surviving Corporation in the positions indicated, provided however,
neither Parent nor the Surviving Corporation is under any obligation to maintain any person in any such position,
except as may be required in the Employment Agreements of Sam Youngblood and Don Carr.

(i)  Sam Youngblood - Chief Executive Officer and Secretary

(ii)  Don Carr - President

(iii)  such other persons as the Board of Directors of the Surviving Corporation shall designate.

2.2.  (This section intentionally left blank)

2.3.  Certificate of Merger. As soon as practicable following fulfillment or waiver of the conditions specified in
Article IX hereof, and provided that this Agreement has not been terminated and abandoned pursuant to Article XIII
hereof, the Company and Acquisition Corp. will cause the Certificate of Merger (the “Certificate of Merger”) to be
executed and filed with the Delaware Secretary of State as provided in the Delaware General Corporation Law.

2.4. Effective Time of the Merger. The Merger shall become effective at 11:59 p.m. on the day of the filing of the
Certificate of Merger with the Delaware Secretary of State or at such other date or time thereafter as the parties may
agree. The date and time of such effectiveness is herein sometimes referred to as the “Effective Time”.

2.5. Effect on Capital Stock; Exchange Procedures.

D-18

Edgar Filing: SHOE CARNIVAL INC - Form SC 13G/A

57



(a) As of the Effective Time, by virtue of the Merger and without any action on the part of the holders of any
Company Securities or the holders of capital stock of Acquisition Corp.:

(i) Each issued share of the Company Common Stock and Company Preferred Stock outstanding prior to the Effective
Time shall be converted into the right to receive a portion of the Merger Consideration as defined in Section 2.6. The
Company Warrant shall be converted into the right to receive a portion of the Merger Consideration as defined in
Section 2.6. All of the Company Securities outstanding prior to the Effective Time shall be cancelled, and each holder
of a certificate or agreement representing any of the Company Securities shall thereafter cease to have any rights with
respect to the Company Securities except the right to receive the Merger Consideration pursuant to the terms hereof.
Any shares of the Company Securities held as treasury shares by the Company shall be canceled and not be converted
into the right to receive any consideration.

(ii) Each issued and outstanding share of the capital stock of Acquisition Corp. shall automatically, and without any
action on the part of the holder thereof, become a share of Company Common Stock.

(b) As soon as practicable after the Effective Time, each holder of Company Securities prior to the Effective Time will
surrender the certificates or agreements representing the Company Securities to the Parent. Upon the surrender of all
the Company Securities owned by a stockholder or the holder of the Company Warrant of the Company, such Person
shall promptly receive from Parent the portion of the Merger Consideration which such Person is entitled to receive
pursuant to Sections 2.6.

(c) If the Merger Consideration (or any portion thereof) to be paid to any stockholder of the Company or the holder of
the Company Warrant is to be delivered to any person other than the person in whose name the Company Securities
are registered, it shall be a condition to such exchange that the Company Securities so surrendered shall be properly
endorsed or otherwise in proper form for transfer and the person requesting such exchange shall (i) establish to the
satisfaction of the Parent the propriety of such transfer and (ii) (x) pay any transfer or other taxes required by reason of
the payment of such consideration to a person other than the registered holder of the Company Securities surrendered,
or (y) establish to the satisfaction of the Parent that such tax has been paid or is not applicable.

(d) If any certificate representing Company Securities outstanding prior to the Effective Time has been lost, stolen or
destroyed, Parent shall issue the applicable Merger Consideration deliverable in respect thereof upon (i) the making of
an affidavit of that fact by the person claiming such certificate to be lost, stolen or destroyed and (ii) if required by the
Parent, the posting by such person of a bond in such reasonable amount as the Parent may direct as indemnity against
any claim that may be made against it with respect to such certificate.
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(e) From and after the Effective Time, no transfer of any securities of Acquisition Corp. outstanding prior to the
Effective Time shall be made on the stock transfer books of Acquisition Corp.

2.6. Merger Consideration. The aggregate consideration that the Company’s stockholders and the holder of the
Company Warrant will be entitled to receive by virtue of the Merger shall be the sum of the cash and Parent Common
Stock set forth below (as applicable, the “Merger Consideration”).

(a) If, at the time of the Closing, (i) the 2/28 Backlog is less than $80,000,000, or (ii) the 2/28 Backlog is greater than
$80,000,000 but the Adjusted EBITDA of the Company is less than $4,500,000, then, subject to the right of the Parent
to terminate the Merger Agreement pursuant to Article 13, the Merger Consideration shall consist of:

(i) $16,300,000 in cash (the “Standard Cash Consideration”); and

(ii) 1,180,000 shares of Parent Common Stock (the “Stock Consideration”).

(b) If at the time of the Closing the Adjusted EBITDA of the Company is $4,500,000 or greater, and the amount of the
2/28 Backlog is $80,000,000 or greater, then the Merger Consideration shall consist of:

(i)  $18,200,000 in cash (the “Enhanced Cash Consideration”); and

(ii)  the Stock Consideration

(c) The terms Standard Cash Consideration and Enhanced Cash Consideration are collectively referred to herein as
“Cash Consideration”.

2.7. Procedure to Establish Adjusted EBITDA.

(a) By February 15, 2007, the Company will provide the Parent with the 2006 Financial Statements and a calculation
(with reasonably sufficient detail to allow the Parent to analyze the calculation) of the Company’s Adjusted EBITDA
for the calendar year ended December 31, 2006.

(b) If Parent seeks to propose any change or modification in the Company’s calculation of Adjusted EBITDA and/or
the 2006 Financial Statements, Parent must do so in a writing delivered to Company, setting forth in reasonable detail
(i) the changes or modifications proposed, (ii) the rationale and evidence justifying the proposed change or
modifications, and (iii) if applicable, the provisions of U.S. GAAP (not SEC. GAAP) that clearly and specifically
require the proposed change or modifications, within 10 days of receiving such calculation of Adjusted EBITDA and
the 2006 Financial Statements. If Company, within 10 days of receiving the proposed changes or modifications of
Parent, does not notify Parent in writing that Company has agreed to the changes or modifications in the Company’s
calculation of Adjusted EBITDA and/or the 2006 Financial Statements proposed
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by Parent, then, if within 10 days thereafter, the independent accountants regularly employed by the Parent (the
“Parent’s Accountants”) and the independent accountants for the Company (the “Company’s Accountants”) are unable to
agree upon the Adjusted EBITDA calculations or the 2006 Financial Statements, the Parent’s Accountants and the
Company’s Accountants shall provide their calculations of Adjusted EBITDA and the 2006 Financial Statements to a
third-party independent accountant (the “Third Party Accountant”) familiar with businesses similar to the Business and
mutually agreed upon by the Parent’s Accountants and the Company’s Accountants, who shall make a determination as
to the Company’s Adjusted EBITDA as of the Closing Date. If the Parent’s Accountants and the Company’s
Accountants cannot agree upon the Third Party Accountant, then the Third Party Accountant will be Pricewaterhouse
Coopers.

(c) The calculation of Adjusted EBITDA as of the Closing Date submitted to Parent by Company, shall be deemed to
be irrevocably incontestable and binding upon Parent and Acquisition Corp. unless, as to the issues raised by Parent
and submitted for resolution, the Third Party Accountant shall, prior to determination of any other substantive issue,
make a finding that, based on standards generally acceptable in the accounting industry, there was no reasonable basis
pursuant to U.S. GAAP (not S.E.C. GAAP) for the calculation of Adjusted EBITDA or the 2006 Financial Statements
by Company’s Accountant. If the Third Party Accountant does not make such a finding as required herein, the fees of
the Third Party Accountant shall be the sole responsibility of Parent. If the Third Party Accountant makes such a
finding, the expenses for the Third Party Accountant shall be paid for by the party whose calculation of Adjusted
EBITDA was most different from the calculation of such Third Party Accountant, as determined by such Third Party
Accountant as reasonable.

2.8. Procedure to Establish 2/28 Backlog

(a) By March 21, 2007, the Company will provide the Parent with a calculation of the Company’s 2/28 Backlog. If
Parent seeks to propose any change or modification in the Company’s calculation of 2/28 Backlog, Parent must do so
in a writing delivered to Company, setting forth in reasonable detail (i) the changes or modifications proposed, and (ii)
the rationale and evidence justifying the Parent’s assertion that the Company’s calculation of 2/28 Backlog does not
comply with the Company’s past practices. If Company, within 10 days of receiving the proposed changes or
modifications of Parent, does not notify Parent in writing that Company has agreed to the changes or modifications in
the Company’s calculation of 2/28 Backlog, the Parent and the Company shall negotiate in good faith the amount of
the 2/28 Backlog.

2.9. Payment of the Merger Consideration.

(a) If at the time of the Closing, (i) the 2/28 Backlog is less than $80,000,000, or (ii) the 2/28 Backlog is greater than
$80,000,000 but the Adjusted EBITDA of the Company is less than $4,500,000, then, subject to the right of the Parent
to terminate the Merger Agreement pursuant to Article 13, the Merger Consideration shall be payable by Acquisition
Corp. and Parent as follows, in the following priorities:
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(i) First, Blair, as the holder of all of the Company Preferred Stock, will be entitled to receive a portion of the Cash
Consideration in an aggregate amount equal to $10,000,000.00.

(ii) Second, but only if the Youngblood Note and the Carr Note are still outstanding as of the Closing Date, the
holders of the Youngblood Note and the Carr Note, constituting long term debt of the Company, will be paid in full
their respective principal balances due, in an aggregate amount equal to $98,391.00.

(iii) Third, the holders of Company Common Stock will be entitled to receive (i) $5,307,189 (or $5,405,580 if the
Youngblood Note and the Carr Note are not still outstanding as of immediately prior to the Closing Date), to be
distributed according to Schedule 2.9 attached hereto and (ii) 739,712 shares of Parent Common Stock , to be
distributed according to Schedule 2.9 attached hereto.

(iv) Fourth, the holder of the Company Warrant will be entitled to receive (i) 440,288 shares of Parent Common Stock and (ii)
$894,420

(b) If at the time of the Closing the Adjusted EBITDA of the Company is $4,500,000.00 or greater, and the amount of
the 2/28 Backlog is $80,000,000.00 or more, then the Enhanced Cash Consideration shall be distributed as follows, in
the following priorities:

(i) First, Blair, as the holder of all of the Company Preferred Stock, will be entitled to receive a portion of the Cash
Consideration in an aggregate amount equal to $10,000,000.

(ii) Second, but only if the Youngblood Note and the Carr Note are still outstanding as of the Closing Date, the
holders of the Youngblood Note and the Carr Note, constituting long term debt of the Company, will be paid in full
their respective principal balances due, in an aggregate amount equal to $98,391.00.

(iii) Third, the holders of Company Common Stock will be entitled to receive (i) $6,655,529 (or $6,753,920 if the
Youngblood Note and the Carr Note are not still outstanding as of immediately prior to the Closing Date), to be
distributed according to Schedule 2.9 attached hereto and (ii) 739,712 shares of Parent Common Stock , to be
distributed according to Schedule 2.9 attached hereto.

(iv) Fourth, the holder of the Company Warrant will be entitled to receive (i) 440,288 shares of Parent Common Stock
and (ii) $1,446,080.

2.10. Closing. Subject to the satisfaction or waiver of the conditions set forth in Article IX, the closing (the “Closing”)
of the Merger hereunder shall take place at the offices of Hughes & Luce LLP in Austin, Texas, or at such other date,
time or place as Parent,
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Acquisition Corp. and the Company may agree (the date and time at which the Closing is actually held being the
“Closing Date”). In addition to those obligations set forth in Article IX, at the Closing:

(a) Parent shall deliver the Merger Consideration in accordance with Section 2.6; and

(b) Each of the stockholders of the Company and the holder of the Company Warrant will deliver to Parent certificates
representing the stockholder’s Company Securities or the Company Warrant, as applicable, duly endorsed, together
with any other documents that are necessary to transfer to Parent good title to all of the Company Securities, free and
clear of any and all Liens.

2.11. No Further Transfers; Lost, Stolen or Destroyed Certificates. The Merger Consideration paid pursuant to the
Merger upon the surrender for exchange of shares of Company Securities in accordance with the terms hereof shall be
deemed to have been paid in full satisfaction of all rights pertaining to such shares of Company Securities, and upon
and after the Effective Time, no transfer of the shares of Company Securities outstanding prior to the Effective Time
shall be made on the stock transfer books of the Surviving Corporation. If, after the Effective Time, certificates are
presented to the Surviving Corporation for any reason, they shall be cancelled and exchanged as provided in this
Article II.

2.12. Effect of the Merger; Parent Name Change. Upon and after the Effective Time: (a) the shares of the Company
shall be converted as provided in this Agreement; (b) the former holders of such shares will be entitled only to the
rights provided in this Agreement, the Additional Agreements and to the rights provided under Delaware General
Corporation Law; and (c) the Merger shall otherwise have the effect provided under the applicable laws of the state of
Delaware. Subsequent to the Effective Time, the Parent shall change its name from “Argyle Security Acquisition Corp.”
to “Argyle Security, Inc.”, or such other name as is legally available.

ARTICLE III
REPRESENTATIONS AND WARRANTIES OF THE COMPANY

The Company hereby represents and warrants to Parent and Acquisition Corp. that the statements contained in this
Article III are true and correct, except as set forth in the disclosure schedule attached hereto (the “Company Disclosure
Schedule”). The Company Disclosure Schedule shall be arranged in paragraphs corresponding to the numbered and
lettered paragraphs contained in this Article III, and the disclosure in any paragraph shall qualify the corresponding
paragraph in this Article III; provided, however, that any item disclosed under any paragraph of the Company
Disclosure Schedule shall be deemed to be disclosed with respect to every other applicable paragraph if the disclosure
in respect to such paragraph of the Company Disclosure Schedule is sufficient to reasonably inform the reader of the
Company Disclosure
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Schedule of the information required to be disclosed in respect of other paragraphs of the Company Disclosure
Schedule. Any reference in this Article III to an agreement being “enforceable” shall be deemed to be qualified to the
extent such enforceability is subject to (i) laws of general application relating to bankruptcy, insolvency, moratorium
and the relief of debtors, and (ii) the availability of specific performance, injunctive relief and other equitable
remedies. The Company Disclosure Schedule refers to sources of data, documentation and information that are too
voluminous to attach to this Agreement, and all such data, documentation and information so referenced are
irrevocably deemed to be incorporated by reference herein for all purposes as if set forth verbatim herein.

3.1. Corporate Existence and Power. The Company (and not its Subsidiaries) is a corporation duly formed, validly
existing and in good standing under and by virtue of the Laws of the State of Delaware. The Company has all power
and authority, corporate and otherwise, and all governmental licenses, franchises, permits, authorizations, consents
and approvals required to own and operate its properties and assets and to carry on its business as now conducted and
as proposed to be conducted, except where failure would not have a Material Adverse Effect. Each Subsidiary is duly
formed, validly existing and in good standing under and by virtue of the laws of the State of its organization. Each
such Subsidiary has all power and authority, corporate and otherwise, and all governmental licenses, franchises,
permits, authorizations, consents and approvals required to own and operate its properties and assets and to carry on
its business as now conducted and as proposed to be conducted, except where failure would not have a Material
Adverse Effect. Schedule 3.1(a) sets forth each jurisdiction where the Company and each of its Subsidiaries is
qualified to do business as a foreign corporation. The only offices, warehouses or business locations of the Company
and each Subsidiary are listed on Schedule 3.1(b) (the “Offices”) Neither the Company nor any Subsidiary has taken any
action, adopted any plan, or made any agreement in respect of any merger, consolidation, sale of all or substantially all
of its respective assets, reorganization, recapitalization, dissolution or liquidation, except as explicitly set forth in this
Agreement.

3.2. Corporate Authorization. The execution, delivery and performance by the Company of this Agreement and each
of the other Additional Agreements to which the Company is named as a party and the consummation by the
Company of the transactions contemplated hereby and thereby are within the corporate powers of the Company and
have been duly authorized by all necessary action on the part of the Company. This Agreement constitutes, and, upon
their execution and delivery, each of the Additional Agreements to which the Company is named as a party will
constitute, a valid and legally binding agreement of the Company, enforceable against the Company in accordance
with their respective terms, subject to (i) laws of general application relating to bankruptcy, insolvency and the relief
of debtors, or (ii) rules of law governing specific performance, injunctive relief or other equitable remedies.

 3.3. Charter Documents; Legality. The Company has previously delivered to Parent true and complete copies of its Certificate of
Incorporation and By-Laws, minute books and stock books (the “Charter Documents”), as in effect or constituted on the
date hereof. The execution, delivery, and performance by the Company of this Agreement and any Additional
Agreement to which the Company is to be a party has not violated and will not
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violate, and the consummation by the Company of the transactions contemplated hereby or thereby will not violate,
any of the Charter Documents or any law.

3.4. Subsidiaries. Schedule 3.4 sets forth each of the Company’s Subsidiaries. The Company has previously delivered
to Parent true and complete copies of the Charter Documents for each Subsidiary, as in effect or constituted on the
date hereof. The Company is not a party to any agreement relating to the formation of any joint venture, association or
other Person.

3.5. Capitalization and Ownership. Schedule 3.5 sets forth, with respect to the Company and each Subsidiary, (i)
such company’s authorized capital, (ii) the number of such company’s securities that are outstanding, (iii) each
stockholder owning such company’s securities and the number of shares of such securities owned by such security
holder and (iv) each security convertible into or exercisable or exchangeable for such company’s securities, the number
and type of securities such security is convertible into, the exercise or conversion price of such security and the holder
of such security. Except as set forth on Schedule 3.5, no Person other than the stockholders or the Company owns any
securities of the Company or the Subsidiaries. Except as set forth on Schedule 3.5, there is no Contract that requires or
under any circumstance would require the Company or any Subsidiary to issue, or grant any right to acquire, any
securities of the Company or any Subsidiary, or any security or instrument exercisable or exchangeable for or
convertible into, the capital stock or membership interest of the Company or any Subsidiary or to merge, consolidate,
dissolve, liquidate, restructure or recapitalize the Company or any Subsidiary. The Company Securities and the
securities of each Subsidiary (i) have been duly authorized and validly issued and are fully paid and nonassessable,
and the shares of Company Preferred Stock issued to Blair in exchange for $10,000,000 of the Note will, upon such
exchange, be validly issued, fully paid and nonassessable, and (ii) were issued in compliance with all applicable
federal and state securities laws.

3.6. Affiliates. Other than the stockholders listed on Schedule 3.5, the Company is not controlled by any Person and
the Company is not in control of any other Person other than the Subsidiaries. Schedule 3.6 lists each Contract,
arrangement, or understanding to which the Company, on the one hand, and any of its stockholders or any Affiliate of
any of its stockholders, on the other hand, are parties. Except as disclosed in Schedule 3.6, none of the Company’s
stockholders or any Affiliate of any of the Company’s stockholders (i) own, directly or indirectly, in whole or in part,
any tangible or intangible property (including Intellectual Property rights) that the Company or any Subsidiary uses or
the use of which is necessary for the conduct of the Business, or (ii) have engaged in any transaction with the
Company or any Subsidiary.

3.7. Assumed Names. Schedule 3.7 is a complete and correct list of all assumed or “doing business as” names currently
or formerly used by the Company or any Subsidiary, including names on any Websites, except for immaterial names
no longer used. Neither the Company nor any Subsidiary has used any name other than the names listed on Schedule
3.7 to conduct its business, except for immaterial names no longer used. The Company and each Subsidiary have filed
appropriate “doing business as” certificates in all
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applicable jurisdictions. Except as indicated on Schedule 3.7, all Websites are in good working order.

3.8. Governmental Authorization. None of the execution, delivery or performance by the Company of this
Agreement or any Additional Agreement requires any consent, approval, license or other action by or in respect of, or
registration, declaration or filing with, any Authority.

3.9. Consents. The Contracts listed on Schedule 3.9 are the only material agreements, commitments, arrangements,
contracts or other instruments binding upon the Company, any Subsidiary or any of their respective properties
requiring a consent, approval, authorization, order or other action of or filing with any Person as a result of the
execution, delivery or performance of this Agreement or any of the Additional Agreements to which the Company is
named as a party or the consummation of the transactions contemplated hereby or thereby (each of the foregoing, a
“Company Consent”).

3.10. Financial Statements.

(a) Attached hereto as Schedule 3.10(a) are audited consolidated balance sheets of the Company as of December 31,
2004 and December 31, 2005, and the related consolidated statements of operations, stockholders’ deficit and cash
flows for each of the years in the three-year period ended December 31, 2005, and an unaudited balance sheet of the
Company as of September 30, 2006 and the related statements of operations, stockholders’ deficit and cash flows for
the period ending September 30, 2006 (collectively, the “Financial Statements”). The balance sheet contained in the
Financial Statements as of December 31, 2005 is referred to herein as the “December Balance Sheet”. The balance sheet
contained in the Financial Statements as of September 30, 2006 is referred to herein as the “September Balance Sheet”.
The Financial Statements (i) were prepared from the Books and Records; (ii) except a lack of footnotes with regard to
September 30, 2006 financials and except as set forth on Schedule 3.10(a), were prepared in accordance with GAAP;
(iii) fairly and accurately present the Company’s financial condition and the results of its operations as of their
respective dates and for the periods then ended; (iv) contain and reflect all necessary adjustments and accruals for a
fair presentation of the Company’s financial condition as of their dates; and (v) contain and reflect adequate provisions
for all reasonably anticipated liabilities for all material income, property, sales, payroll or other Taxes applicable to
the Company with respect to the periods then ended. The Company has heretofore delivered to Parent complete and
accurate copies of all “management letters” received by it from the Company’s accountants and all responses during the
last three years by lawyers engaged by the Company to inquiries from the Company’s accountant or any predecessor
accountants.

(b) Except as specifically disclosed, reflected or fully reserved against on the September Balance Sheet and for
liabilities and obligations of a similar nature and in similar amounts incurred in the ordinary course of business since
the date of the September Balance Sheet and except as set forth on Schedule 3.10(b), there are no liabilities, debts or
obligations of any nature (whether accrued, absolute, contingent, liquidated or unliquidated, unasserted or otherwise)
relating to the Company. All debts and liabilities, fixed or

D-26

Edgar Filing: SHOE CARNIVAL INC - Form SC 13G/A

65



contingent, which should be included under GAAP on an accrual basis on the September Balance Sheets are included
therein.

(c) The December Balance Sheet and September Balance Sheet accurately reflect the outstanding Indebtedness of the
Company as of the dates thereof. Except for liabilities and obligations of a similar nature and in similar amounts
incurred in the ordinary course of business since the date of the September Balance Sheet as set forth on the
September Balance Sheet and Schedule 3.10(b), the Company does not have any Indebtedness.

(d) All forecasts, presentations or projections relating to the future results of operations of the Company were based
upon reasonable assumptions and were prepared in good faith by the Company.

(e) (This Section intentionally left blank)

(f) All Books and Records of the Company have been properly and accurately kept and completed in all material
respects, and there are no material inaccuracies or discrepancies of any kind contained or reflected therein. The
Company has none of its records, systems controls, data or information recorded, stored, maintained, operated or
otherwise wholly or partly dependent on or held by any means (including any mechanical, electronic or photographic
process, whether computerized or not) which (including all means of access thereto and therefrom) is not under the
exclusive ownership (excluding licensed software programs) and direct control of the Company and which is not
located at the Offices or at locations set forth on Schedule 3.10(f).

3.11. Accounts Receivable. Schedule 3.11(a) sets forth as of a date within three days of the date hereof all accounts,
notes and other receivables, whether or not accrued, and whether or not billed, of the Company, in accordance with
GAAP (“Accounts Receivable”). Except as set forth in Schedule 3.11(b), all Accounts Receivable represent bona fide
revenues of the Company pursuant to the Business and are fully collectible, net of any reserves shown on the
September Balance Sheet. Except as set forth on Schedule 3.11(b), all accounts and notes receivable reflected on the
December Balance Sheet, or arising since December 31, 2005, have been collected, or are and to the knowledge of the
Company will be good and collectible, in each case at the aggregate recorded amounts thereof without right of
recourse, defense, deduction, return of goods, counterclaim, offset, or set off on the part of the obligor.

3.12. Books and Records.

(a) The Books and Records accurately and fairly, in reasonable detail, reflect the Company’s transactions and
dispositions of assets. The Company maintains a system of internal accounting controls sufficient to provide
reasonable assurance that:

(i) transactions are executed in accordance with management’s authorization;
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(ii) access to assets is permitted only in accordance with management’s authorization; and

(iii) recorded assets are compared with existing assets at reasonable intervals, and appropriate action is taken with
respect to any differences.

(b) The Company has heretofore made all of its Books and Records available to Parent for its inspection and has
heretofore delivered to Parent complete and accurate copies of documents referred to in the Schedules as Parent has
requested. All Contracts, documents, and other papers or copies thereof delivered to Parent by or on behalf of the
Company in connection with this Agreement and the transactions contemplated herein are accurate, complete, and
authentic.

(c) Schedule 3.12(c) is a complete and correct list of all savings, checking, brokerage or other accounts pursuant to
which the Company has cash or securities on deposit and such list indicates the signatories on each account.

3.13. Absence of Certain Changes.

(a) Except as set forth in Schedule 3.13(a), since December 31, 2005, the Company and each Subsidiary has
conducted its respective business in the ordinary course of business consistent with past practices, and with respect to
the conduct of business by Company and each Subsidiary outside the ordinary course of business, there has not been:

(i) any Material Adverse Change or any event, occurrence, development or state of circumstances or facts which could
reasonably be expected to result individually or in the aggregate in a Material Adverse Effect on the Company’s ability
to consummate the transactions contemplated herein or upon the value to Parent or Acquisition Corp. of the
transactions contemplated hereby;

(ii) any transaction, contract, agreement or other instrument entered into, or commitment made, by the Company or
any Subsidiary relating to the Business or any relinquishment by the Company or any Subsidiary of any Contract or
other right, in either case other than transactions and commitments in the ordinary course of business consistent in all
respects, including kind and amount, with past practices and those contemplated by this Agreement;

(iii) any increase of bonus, salary or other compensation paid of more than 20% for any employee making an annual
salary of greater than $80,000 or in excess of $16,000 in the aggregate on an annual basis for any single employee, or
change in the bonus or profit sharing policies of the Company;

(iv) any capital expenditure except in the ordinary course of business consistent with past practice;
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(v) any sale, lease, license or other disposition of any of its assets except (a) pursuant to existing Contracts or
commitments disclosed herein and (b) sales of products or inventory in the ordinary course of business consistent with
past practice;

(vi) acceptance of any returns except in the ordinary course of business, consistent with past practice;

(vii) any material default under any term or provision of any Contract;

(viii) a material increase in the amount of Indebtedness;

(ix)  the incurrence of Liens on any of its assets, other than in the ordinary course of business, consistent with past
practice;

(x) any material damage, destruction or loss of property related to any of its assets not covered by insurance;

(xi) any delay, acceleration or cancellation of any receivables or indebtedness owed to it or write-off or additional
reserves made with respect to the same, other than in the ordinary course of business, consistent with past practice;

(xii) any merger or consolidation with or acquisition of any other Person;

(xiii)  the lapse of any insurance policy protecting its assets;

(xiv)  any change in its accounting principles or methods or write down of the value of any inventory or assets;

(xv)  any change in location where it conducts business;

(xvi)  any extension of any loans other than travel or other expense advances to employees in the ordinary course of
business consistent with past practice exceeding $5,000 individually or $50,000 in the aggregate;

(xvii) any increase or reduction in the prices of products sold except in the ordinary course of business consistent with
past practice;

(xviii) any agreement to change any practices or terms, including payment terms, with respect to customers or
suppliers;

(xix) any change in hiring practices for employees, consultants or advisors;
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(xx)  any dividend or distribution to the Company’s stockholders; or

(xxi)  any agreement to do any of the foregoing.

(b) Except as set forth on Schedule 3.13(a) and actions taken in good faith to invest in the Company’s business, since
December 31, 2005, through and including the Closing Date, neither the Company nor any Subsidiary has taken any
action nor has any of them had any event occur which would have violated any covenants of the Company set forth in
Article VI hereof.

3.14. Real Property.

(a) Neither the Company nor any Subsidiary owns any Real Property. The Company has delivered to Parent true,
correct, and complete copies of the leases and all amendments thereto for the properties listed on Schedule 3.14(a) (the
“Leases”). The Leases, together with all amendments, are listed in Schedule 3.14(a) and are valid and enforceable by the
Company or the Subsidiary which is a party to such lease against the other parties thereto. Neither the Company nor
any Subsidiary has breached or violated and is not in default under any of the Leases or any local zoning ordinance,
the breach or violation of which could individually or in the aggregate have a Material Adverse Effect, and no notice
from any Person has been received by the Company or any Subsidiary or served upon the Company, any Subsidiary
claiming any violation of any Lease or any local zoning ordinance. Neither the Company nor any Subsidiary has other
leases for Real Property except as set forth on Schedule 3.14(a).

(b) Neither the Company nor any Subsidiary has experienced any material interruption in the delivery of adequate
quantities of any utilities (including electricity, natural gas, potable water, water for cooling or similar purposes and
fuel oil) or other public services (including sanitary and industrial sewer service) required by the Company or any
Subsidiary in the operation of the Business.

3.15. Tangible Personal Property.

(a) Each piece of Tangible Assets is in operating condition and repair and functions in accordance with its intended
use (ordinary wear and tear excepted), has been properly maintained, and is suitable for its present uses. Schedule
3.15(a) sets forth a complete and correct list of the Tangible Assets owned by the Company or any Subsidiary, setting
forth a description of such property and its location, as of a date within three days of the Closing Date.

(b) The Company or one of the Subsidiaries has, and upon consummation of the transactions contemplated hereby will
continue to have, good, valid and marketable title in and to each piece of Tangible Assets listed on Schedule 3.15(a)
hereto, free and clear of all Liens, except as set forth on Schedule 3.15(b).
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(c) The Company or one of the Subsidiaries has good title to, or a valid leasehold or license interest in, all its
respective properties and assets (whether tangible or intangible), free and clear of all Liens. The personal and other
properties and assets owned by the Company or any Subsidiary or leased or licensed by the Company or any
Subsidiary from a third party constitute all such properties and assets which are necessary to the Business as presently
conducted and as presently proposed to be conducted.

(d) The materials and supplies included in the inventory of the Company or any Subsidiary as of the Closing Date will
be (i) substantially equivalent in quality and quantity, subject to seasonality, to the materials and supplies, and
additions thereto, generally included in such inventory in the past; and (ii) valued in accordance with GAAP and
applied on a basis consistent with that used in the Financial Statements.

(e) Except as indicated on Schedule 3.15(a), all Tangible Assets except for vehicles that are being used in the Business
are located at the Offices.

3.16. Intellectual Property.

(a) Schedule 3.16(a) sets forth a true and complete list of all Intellectual Property owned by the Company or any
Subsidiary and used or held for use by or otherwise material to the Business (the “Owned Intellectual Property”).

(b) Schedule 3.16(b) sets forth a true and complete list of all material computer software developed in whole or in part
by or on behalf of the Company or any Subsidiary, including such developed computer software and databases that are
operated or used by the Company or any Subsidiary on its Websites and used or held for use by or otherwise material
to the business (collectively, “Software”). Except for the software (including prepackaged third party software) listed on
Schedule 3.16(c), the Software is the only computer software that is used or held for use by or otherwise material to
the Business.

(c) Schedule 3.16(c) sets forth a true and complete list of all licenses, sublicenses and other agreements pertaining to
Intellectual Property or Software to which the Company is a party in each case which are valid and used or held for
use by or otherwise material to the Business (collectively, “Licensed Intellectual Property”).

(d) Neither the Company’s nor any Subsidiary’s ownership and use in the ordinary course of the Owned Intellectual
Property and the use of the Software and Licensed Intellectual Property does not infringe upon or misappropriate the
valid Intellectual Property rights, privacy rights or other right of any third party.

(e) Except as set forth in Schedule 3.16(f), the Company or a Subsidiary is the owner of the entire and unencumbered
right, title and interest in and to each item of Owned Intellectual Property, and the Company or a Subsidiary is entitled
to use, and is using in the Business, the Owned Intellectual Property, Software and Licensed Intellectual Property in
the ordinary course.
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(f) Except for the Intellectual Property listed on Schedule 3.16(f) the Owned Intellectual Property, Software and the
Licensed Intellectual Property include all of the Intellectual Property used in the ordinary day-to-day conduct of the
Business, and there are no other items of Intellectual Property, Software or Licensed Intellectual Property that are
material to such ordinary day-to-day conduct of the Business. The Company’s rights in the Owned Intellectual
Property and, to the knowledge of the Company or any Subsidiary, the Company’s rights in the Licensed Intellectual
Property, are subsisting, valid and enforceable, and have not been adjudged invalid or unenforceable in whole or part.

(g) To the knowledge of the Company, no Person is engaged in any activity that infringes upon the Owned Intellectual
Property, the Licensed Intellectual Property or the Software. Neither the Company nor any Subsidiary has granted any
license or other right currently outstanding to any third party with respect to the Owned Intellectual Property,
Licensed Intellectual Property or Software, except for (i) licenses issued in the ordinary course, and (ii) those licenses
set forth in Schedule 3.16(g).  The consummation of the transactions contemplated by this Agreement will not result
in the termination or impairment of any of the Owned Intellectual Property, Licensed Intellectual Property or
Software.

(h) Neither the Company nor or any Subsidiary has exported the Software outside the U.S. or Canada. No rights in the
Software have been transferred by the Company to any third party except to the customers of the Company to whom
the Company has licensed such Software in the ordinary course.

(i) The Company or a Subsidiary has the right to use all software development tools, library functions, compilers and
other third party software that is material to the Business or that is required to operate or, where modification is
essential to the use of the Software, to modify the Software.

(j) The Company and each Subsidiary has taken reasonable steps to maintain the confidentiality of its trade secrets and
other confidential Intellectual Property and to the Company’s knowledge, (i) there has been no misappropriation of any
material trade secrets or other material confidential Intellectual Property of the Company or any Subsidiary by any
Person; (ii) no employee, independent contractor or agent of the Company or any Subsidiary has misappropriated any
trade secrets of any other Person in the course of his performance as an employee, independent contractor or agent;
and (iii) no employee, independent contractor or agent of the Company or any Subsidiary is in default or breach of any
term of any employment agreement, non-disclosure agreement, non-compete obligation, assignment of invention
agreement or similar agreement or contract relating in any way to the protection, ownership, development, use or
transfer of Intellectual Property, other than those which individually or in the aggregate would not have a Material
Adverse Effect.

3.17.  Relationships With Customers, Suppliers, Etc..

(a) Schedule 3.17(a) identifies during the nine months ended September 30, 2006 and the fiscal year ended December
31, 2005, respectively (i) the 10 largest
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customers of the Company and each Subsidiary in the aggregate and the amount of revenues accounted for by such
customer during each such period and (ii) the 5 largest suppliers (other than attorneys, accountants and office leases)
of the Company and each Subsidiary in the aggregate and the amount of expense accounted for by such supplier
during each such period.

(b) Schedule 3.17(b) sets forth (i) all prepayments, pre-billed invoices and deposits that have been received by the
Company or any Subsidiary as of the date hereof from customers for products to be shipped, or services to be
performed, after the Closing Date, and (ii) with respect to each such prepayment, pre-billed invoice or deposit, (A) the
party and contract credited, (B) the date received or invoiced, (C) the products and/or services to be delivered, and (D)
the conditions for the return of such prepayment, pre-billed invoice or deposit. All such prepayments, pre-billed
invoices and deposits are properly accrued for on the Financial Statements, in accordance with GAAP applied on a
consistent basis with the past practice of the Company.

(c) Schedule 3.17(c) sets forth all purchases (other than attorneys, accountants and office leases) since December 31,
2005, with a cost of in excess of $50,000 for any single item or series of related items.

(d) Except as set forth on Schedule 3.17(d), since December 31, 2005: (i) there has not been any termination of the
business relationship of the Company or any Subsidiary with any material licensee, customer or supplier, other than in
the ordinary course of business where a contract has been concluded with a customer with no subsequent follow-on
business or with a supplier due to the supplier’s products being either (A) no longer available or (B) no longer
applicable to the Company’s ongoing business; (ii) to the knowledge of the Company, there has not been any
threatened termination or withholding of payments by, or any material dispute with, any material licensee, customer or
supplier; and (iii) neither the Company nor any Subsidiary has received any notice or been informed that any such
event described in (a) or (b) above will occur in the future, either as a result of the consummation of the transactions
contemplated by this Agreement or otherwise. Except as set forth on Schedule 3.17(d), neither the Company nor any
Subsidiary is currently in any dispute over any terms of any contract or agreement to which the Company or any
Subsidiary and any material licensee, customer or supplier is a party.

3.18. Litigation. Except as set forth in Schedule 3.18, there is no Action pending against, or to the knowledge of the
Company, threatened against or affecting the Company or any Subsidiary, any of their respective officers or directors,
any stockholder of the Company, where such Action relates directly or indirectly to the business of the Company or
such stockholder’s ownership interest in the Company, the business of the Company or any Subsidiary, or any Contract
before any court or arbitrator or any governmental body, agency or official or which in any manner challenges or
seeks to prevent, enjoin, alter or delay the transactions contemplated hereby. There are no outstanding judgments
against the Company or any Subsidiary. Neither the Company nor any Subsidiary is now, nor have they been in the
past five years, subject to any proceeding with the Federal Trade Commission or the Equal Employment Opportunity
Commission or any comparable body of any state or political subdivision.
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3.19.  Contracts.

(a) Except as disclosed on Schedule 3.19(a), each contract to which the Company or any Subsidiary is a party
(“Contract”) is a valid and binding agreement, and is in full force and effect, except where a failure would not have a
Material Adverse Effect and neither the Company nor any Subsidiary, as applicable, nor, to the knowledge of the
Company, any other party thereto, is in breach or default (whether with or without the passage of time or the giving of
notice or both) under any material terms of any such Contract. Except as disclosed on Schedule 3.19(a), neither the
Company nor any Subsidiary has assigned, delegated, or otherwise transferred any of its rights or obligations with
respect to any material Contracts, or granted any power of attorney with respect thereto. The Company and each
Subsidiary has made available to Parent an original or a true and correct fully executed copy of each material
Contract.

(b) Schedule 3.19(b) lists each material Contract (other than the Charter Documents) of the Company and each
Subsidiary, including:

(i) any Contract pursuant to which the Company or any Subsidiary is required to pay, has paid or is entitled to receive
or has received an amount in excess of $100,000 during the current fiscal year or any one of the two preceding fiscal
years (other than purchase orders for Inventory entered into in the ordinary course of business (excluding however any
such purchase orders which are open for purchases in excess of $100,000. The Parties hereto have agreed that delivery
of Company’s “Work in Process Report”, in the format previously disclosed to Parent shall constitute full compliance
with this Section 3.19(b)(i).

(ii) all forms of standard employment contracts and sales representatives contracts, as well as any such contracts that
deviate materially from the standard form, together with a list of employees and sales representatives that are parties
to such contracts;

(iii) all material sales, agency, factoring, commission and distribution contracts;

(iv) all joint venture, strategic alliance, limited liability company and partnership agreements;

(v) all documents relating to any significant acquisitions or dispositions of assets (other than of dispositions of
Inventory in the ordinary course of business);

(vi) all material licensing agreements, including agreements licensing Intellectual Property rights, other than “shrink
wrap” licenses;
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(vii) all material secrecy, confidentiality and nondisclosure agreements restricting the conduct of the Company or any
Subsidiary;

(viii) all material Contracts relating to patents, trademarks, service marks, trade names, brands, copyrights, trade
secrets and other Intellectual Property rights;

(ix) all material guarantees, terms and conditions, privacy policies, indemnification arrangements and other hold
harmless arrangements made or provided by the Company or any Subsidiary;

(x)  all material Website hosting contracts or agreements;

(xi)  all Contracts or agreements with or pertaining to the Company or ny Subsidiary to which any of its stockholders
or any Affiliate of any of its stockholders is a party;

(xii) all agreements relating to real property, including any real property lease, sublease, or space sharing, license or
occupancy agreement, whether the Company is granted or granting rights thereunder to occupy or use any premises;

(xiii)  all material agreements relating to Tangible Assets; and

(xiv)  all material agreements relating to outstanding Indebtedness.

(c) Except as disclosed on Schedule 3.19(c), the Company is in compliance with all material covenants, including all
financial covenants, in all notes, indentures, bonds and other instruments or agreements evidencing any Indebtedness.

3.20. Licenses and Permits. Schedule 3.20 is a complete and correct list of each material license, franchise, permit,
order or approval or other similar authorization affecting, or relating in any way to, the Business, together with the
name of the government agency or entity issuing the same (the “Permits”). Such Permits are valid and in full force and
effect and, assuming the related Company Consents, if any, have been obtained prior to the Closing Date, none of the
Permits will, assuming the related Company Consents have been obtained or waived prior to the Closing Date, be
terminated or impaired or become terminable as a result of the transactions contemplated hereby. The Company or
any Subsidiary has all Permits necessary to operate the Business other than those Permits whose absence individually
or in the aggregate would not cause a Material Adverse Effect.

3.21. Compliance with Laws. Neither the Company nor any Subsidiary, to their knowledge, is in violation of, has not
violated, is not under investigation with respect to, nor have they been threatened to be charged with or given notice
of, any violation or alleged violation of, any Law or Order, nor does the Company or any Subsidiary have knowledge
of any reasonable basis for any such charge.
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3.22. Pre-payments. Except as set forth on Schedule 3.22, Neither the Company nor any Subsidiary has received any
material payments with respect to any services to be rendered or goods to be provided after the Closing.

3.23. Employees. Schedule 3.23 sets forth a true and complete list of the names, titles, annual salaries or wage rates
and other compensation, vacation and fringe benefits, medical costs incurred on employee clams for the last twelve
months that the Company has been made aware of, work permits, visas, and office location of all employees of the
Company and each Subsidiary, indicating for which entity the employee is employed, part-time and full-time
employment and all changes in salaries and wage rates per employee since January 1, 2006. Except as disclosed on
Schedule 3.23, neither the Company nor any Subsidiary has promised any employee, consultant or agent of the
Company that he or she will be employed by or receive any particular benefits from the Parent or Acquisition Corp.
on or after the Closing. Schedule 3.23 sets forth a true and complete list of the names, addresses and titles of the
directors and officers of the Company and each Subsidiary.

3.24. Compliance with Labor Laws and Agreements. To the best of its knowledge, the Company has substantially
complied with all applicable Laws and Orders relating to employment or labor other than those Laws and Orders with
which it could fail to comply, either individually or in the aggregate, without causing a Material Adverse Effect.
Except as set forth on Schedule 3.24, no present or former employee, officer or director of the Company or any
Subsidiary has, or will have at the Closing Date, any claim against the Surviving Corporation for any matter including
for wages, salary, vacation, severance, or sick pay except for the same incurred in the ordinary course of business for
the last payroll period prior to the Closing Date. Except as set forth on Schedule 3.24, to the knowledge of the
Company, there is no:

(a) unfair labor practice complaint against the Company or any Subsidiary pending before the National Labor
Relations Board or any state or local agency;

(b) pending labor strike or other material labor trouble affecting the Company or any Subsidiary;

(c) material labor grievance pending against the Company or any Subsidiary;

(d) pending representation question respecting the employees of the Company or any Subsidiary; or

(e) pending arbitration proceeding arising out of or under any collective bargaining agreement to which the Company
or any Subsidiary is a party.

In addition, to the Company’s knowledge: (i) none of the matters specified in clauses (a) through (e) above is
threatened against the Company or any subsidiary; (ii) no union organizing activities have taken place with respect to
the Company or any Subsidiary; and (iii)
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no basis exists for which a claim may be made under any collective bargaining agreement to which the Company or
any Subsidiary is a party.

3.25. Pension and Benefit Plans. Except as set forth on Schedule 3.25, neither the Company nor any Subsidiary is
individually or jointly and severally liable, and, to the knowledge of the Company, neither the Company’s nor
Subsidiary’s officers and employees are liable for any liability arising under ERISA, the Code or any other law or
regulation, relating to: (1) an employee benefit plan, within the meaning of Section 3(3) of ERISA (a “Plan”), covering
or formerly covering any present or former employee of the Company or any Subsidiary (a “Company Plan”); (2) a Plan
not described in clause (1) covering or formerly covering any present or former employee of a Person which, together
with the Company or any Subsidiary, are treated as a single employer under Code Section 414 (such Person
hereinafter being referred to as an “ERISA Affiliate” and such Plan hereinafter being referred to as an “ERISA Affiliate
Plan”); or (3) an employee benefit plan or arrangement, other than an ERISA Plan, maintained by the Company or any
Subsidiary providing benefits to some or all their employees or directors, including, but not limited to, stock option,
stock appreciation, equity incentive and deferred compensation plans and arrangements (a “Benefits Arrangement”),
which (in all cases) is not fully and accurately reflected in the Company’s most recent Financial Statements or on
Schedule 3.25. No Company Plan or ERISA Affiliate Plan has incurred any “accumulated funding deficiency” as that
term is defined in Section 412 of the Code (whether or not waived) and, with respect to each Company Plan and
ERISA Affiliate Plan, the accumulated benefit obligation of the Plan does not exceed the fair market value of the
assets of such Plan based upon actuarial assumptions which are reasonable in the aggregate. The Company Plans and
Benefits Arrangements have been maintained and administered in all respects in compliance with all applicable laws,
rules and regulations and the applicable plan documents except where any individual failure to comply would not have
a Material Adverse Effect. The Company Plans which are intended to be qualified under Code Section 401(a) have
received a determination, opinion, or notification letter from the IRS that the Plan satisfies the requirements of the
Code, has not been amended since receiving such letter (other than by the adoption of amendments required by the
IRS) and nothing has occurred with respect thereto which could reasonably be expected to result in the loss of such
qualification. Except as set forth on Schedule 3.25 hereto, (i) neither the Company nor any Subsidiary has received
written or oral notice of any Claims pending (other than routine benefit claims) or, to the knowledge of the Company,
threatened, relating to the Company Plans or Benefits Arrangement; (ii) neither the Company nor any Subsidiary has
received written or oral notice from any Governmental Entity, including the IRS, the Department of Labor and the
Pension Benefit Guaranty Corporation (“PBGC”), that such Governmental Entity has initiated an examination, audit or
investigation of a Company Plan or Benefits Arrangement which has not been completed; (iii) neither the Company
nor any Subsidiary has received written or oral notice of, no event has occurred and, to the Company’s knowledge,
there does not now exist any condition or set of circumstances, that could subject the Company or any Subsidiary to
any material liability arising under the Code, ERISA or any other applicable legal requirement or under any indemnity
Agreement to which the Company or any Subsidiary is a party, excluding liability for routine benefit claims and
funding obligations payable in the ordinary course; (iv) to the knowledge of the Company, the transactions
contemplated by the Transaction Documents will not result in a reportable event, within the meaning of ERISA
Section 4043, other than a

D-37

Edgar Filing: SHOE CARNIVAL INC - Form SC 13G/A

76



reportable event with respect to which the ERISA Section 4043 reportable event notice requirement has been waived
or the PBGC has announced that it will not apply a penalty for failure to satisfy the reportable event notice
requirement; (v) the transactions contemplated by the Additional Agreements to which the Company is named as a
party will not result in a liability for severance or termination pay or result in increased or accelerated employee
benefits becoming payable to any of the employees of the Company or any Subsidiary pursuant to the terms of any
Contract; (vi) all contributions to Company Plans and Benefit Arrangements (including both employee and employer
contributions) which are required to have been made, whether by virtue of the terms of the particular plan or
arrangement or by operation of law, have been made by the due date thereof (including all applicable extensions) and
all contributions which are not yet due but which relate to periods which began prior to the date hereof have either
been paid or have been reflected by the Company as an accrued liability on the Books and Records or are set forth on
Schedule 3.25 hereto; (vii) neither the Company nor any Subsidiary maintains any plan or arrangement which
provides for retiree health or other retiree welfare benefits, except as required by COBRA; (viii) neither the Company
nor any Subsidiary currently participates in or in the past participated in a multiemployer plan, within the meaning of
Section 3(37) or 4001(a)(3) of ERISA (a “Multiemployer Plan”); and (ix) neither the Company nor any Subsidiary is
under an obligation (express or implied) to modify the Company Plan or Benefit Arrangement. Schedule 3.25 contains
a complete list of all Company Plans currently maintained by the Company or any Subsidiary or in which the
Company or any Subsidiary currently participates (“Current Company Plans”) and all Benefit Arrangements in which
the Company or any Subsidiary participates. With respect to each Current Company Plan, the Company has delivered
to the Parent a correct and complete copy of (1) the Plan document, (2) if applicable, the summary plan description,
(3) if applicable, the most recent Annual Report (Form 5500 series) and accompanying Schedules, (4) if applicable,
the most recent certified financial statements, and (5) if applicable, the most recent actuarial valuation report. With
respect to each Benefit Arrangement, the Company has delivered to the Parent a correct and complete copy of each
applicable plan document, arrangement and/or summary description.

3.26. Employment Matters. Schedule 3.26 sets forth a true and complete list of every employment agreement,
commission agreement, employee group or executive medical, life, or disability insurance plan, and each incentive,
bonus, profit sharing, retirement, deferred compensation, equity, phantom equity, option, equity purchase, equity
appreciation right or severance plan of the Company or any Subsidiary now in effect or under which the Company or
any Subsidiary has or might have any obligation, or any understanding between the Company or any Subsidiary and
any employee concerning the terms of such employee’s employment that do not apply to such company’s employees
generally.

3.27. Tax Matters.

(a) Compliance Generally. Except as set forth on Schedule 3.27(a), the Company has (i) duly and timely filed all Tax
Returns required to be filed by the Company on or prior to the Effective Time, which Tax Returns are true, correct and
complete, and (ii) duly and timely paid all Taxes due and payable in respect of all periods up to and including the date
which includes the Effective Time or has made adequate provision on its books and
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records and Financial Statements in accordance with GAAP for any such Tax which is not due on or before such time.
The Company has compiled with all applicable law relating to the reporting, payment, collection and withholding of
Taxes and has duly and timely withheld or collected, paid over and reported all Taxes required to be withheld or
collected by the Company on or before the date hereof.

(b) No Audit. Except as set forth on Schedule 3.27(b), (i) no Taxing authority has asserted in writing any adjustment
that could result in an additional Tax for which the Company is or may be liable or that could result in a Lien on any
of its assets which has not been fully paid or adequately provided for on the in the Financial Statements (collectively,
“Tax Liability”), or which adjustment, if asserted in another period, would result in any Tax Liability, (ii) there is not
pending any audit, examination, investigation, dispute, proceeding or claim (collectively, “Proceeding”) relating to any
Tax Liability, (iii) no statute of limitations with respect to any Tax has been waived or extended (unless the period to
which it has been waived or extended has expired), (iv) there is no outstanding power of attorney authorizing anyone
to act on behalf of the Company in connection with any Tax Liability, Tax Return or Proceeding relating to any Tax,
(v) there is not outstanding any closing agreement, ruling request, request to consent to change a method of
accounting, subpoena or request for information with or by any Taxing authority with respect to the Company, its
income, assets or business, or any Tax Liability, (vi) the Company is not and has never been a party to any Tax
sharing or Tax allocation agreement, arrangement or understanding; and (vii) the Company is not and has never been
included in any consolidated, combined or unitary Tax Return.

(c) Taxes and Tax Return Defined. For purposes of this Agreement, “Tax” shall mean all federal, state, local and
foreign tax, charge, fee, levy, deficiency or other assessment of whatever kind or nature (including without limitation,
any net income, gross income, gross receipts, sales, use, ad valorem, transfer, franchise, profits, license, withholding,
payroll, employment, unemployment, excise, estimated, severance, stamp, occupation, real property, personal
property, intangible property, occupancy, recording, minimum, environmental and windfall profits tax), together with
any interest, penalty, addition to tax or additional amount imposed by any federal, state, local or foreign Taxing
authority. For purposes of this Agreement, “Tax Return” includes any return, declaration, report, claim for refund or
credit, information return or statement, and any amendment thereto, including without limitation any consolidated,
combined or unitary return or other document (including any related or supporting information or schedule), filed or
required to be filed with any federal, state, local or foreign governmental entity or agency in connection with the
determination, assessment, collection or payment of Taxes.

3.28. Fees. Except as set forth on Schedule 3.28, there is no investment banker, broker, finder, restructuring or other
intermediary that has been retained by or is authorized to act on behalf of the Company, any Subsidiary, any of the
Company’s stockholders or the holder of the Company Warrant or any of their respective Affiliates who might be
entitled to any fee or commission from either Acquisition Corp., the Surviving Corporation, Parent or any of its
Affiliates upon consummation of the transactions contemplated by this Agreement. The
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amount of any fee owed to any Person and the party obligated to pay such fee is listed on Schedule 3.28 opposite such
Person’s name.

3.29. Business Operations; Servers.

(a) The Company and each Subsidiary owns all of its servers and other computer equipment (other than webservers)
necessary to operate its Business as conducted as of the date hereof and as such Business will be conducted as of the
Closing.

(b) Parent has been furnished with complete and correct copies of the standard terms and conditions of sale, if any, of
each of the products of the Company and each Subsidiary. Except as set forth on Schedule 3.29(b) or as required by
law, no product manufactured, sold or delivered by the Company or any Subsidiary is subject to any guaranty,
warranty or other indemnity, express or implied, beyond such standard terms and conditions. Any warranty reserve
reflected in the Financial Statements is in accordance with GAAP.

(c) Except in the ordinary course of business or as set forth on Schedule 3.29(c), neither the Company nor any
Subsidiary has entered into, or offered to enter into, any written agreement, Contract or other arrangement with respect
to the Business pursuant to which the Company or any Subsidiary is or will be obligated to make any rebates,
discounts, promotional allowances or similar payments or arrangements to any customer (“Rebate Obligations”). All
Rebate Obligations listed on Schedule 3.29(c) and all ordinary course Rebate Obligations are reflected in the 2005
Financial Statements in accordance with GAAP.

(d) Except as set forth in Schedule 3.29(d), neither the Company nor any Subsidiary has experienced any returns of its
products since December 31, 2005 other than returns in the ordinary course of business. All product returns listed on
Schedule 3.29(d) are reflected on the 2005 Financial Statements in accordance with GAAP.

3.30. Powers of Attorney and Suretyships. Except as set forth on Schedule 3.30, neither the Company nor any
Subsidiary has any general or special powers of attorney outstanding (whether as grantor or grantee thereof) or any
obligation or liability (whether actual, accrued, accruing, contingent, or otherwise) as guarantor, surety, co-signer,
endorser, co-maker, indemnitor or otherwise in respect of the obligation of any Person, excluding ordinary course of
business indemnity obligations.

3.31. Other Information. Neither this Agreement, nor any of the documents or other information made available to
Parent or its Affiliates, attorneys, accountants, agents or representatives pursuant hereto or in connection with Parent’s
due diligence review of the Business or the transactions contemplated by this Agreement contains or will contain any
untrue statement of a material fact or omits or will omit to state a material fact necessary in order to make the
statements contained therein not misleading.
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3.32. Certain Business Practices. To the Company’s knowledge, neither the Company, nor any Subsidiary, nor any
director, officer, agent or employee of the Company or any Subsidiary (in their capacities as such) has (i) used any
funds for unlawful contributions, gifts, entertainment or other unlawful expenses relating to political activity, (ii)
made any unlawful payment to foreign or domestic government officials or employees, to foreign or domestic political
parties or campaigns or violated any provision of the Foreign Corrupt Practices Act of 1977 to the extent applicable to
the Company or any Subsidiary or (iii) made any other unlawful payment. Neither the Company, nor any Subsidiary,
nor any director, officer, agent or employee of the Company or any Subsidiary (nor any Person acting on behalf of any
of the foregoing, but solely in his or her capacity as a director, officer, employee or agent of the Company) has, since
January 1, 2000, directly or indirectly, given or agreed to give any gift or similar benefit in any material amount to any
customer, supplier, governmental employee or other Person who is or may be in a position to help or hinder the
Company or any Subsidiary or assist the Company or any Subsidiary in connection with any actual or proposed
transaction, which, if not given could reasonably be expected to have had an adverse effect on the Company or any
Subsidiary, or which, if not continued in the future, could reasonably be expected to adversely affect the business or
prospects of the Company or any Subsidiary or that could reasonably be expected to subject the Company to penalty
in any private or governmental litigation or proceeding.

3.33. Money Laundering Laws. To the knowledge of Company, there is no material violation of the laundering
statutes of the States in which the Company or the Subsidiaries do business, applicable to the Business, and the Laws
of the United States applicable to the Business, the rules and regulations thereunder and any related or similar rules,
regulations or guidelines, issued, administered or enforced by any governmental authority (collectively, the “Money
Laundering Laws”) that are applicable to the Business, and no criminal or material civil Action involving the Company
or any Subsidiary with respect to the Money Laundering Laws is pending or, to the knowledge of the Company,
threatened.

ARTICLE IV
REPRESENTATIONS AND WARRANTIES TO BE MADE BY THE COMPANY’S STOCKHOLDERS

The Company hereby agrees that, at the Closing, each of its stockholders and the holder of the Company Warrant
shall, severally and not jointly, represent to Acquisition Corp. and the Parent that the following statements are true and
correct. Any reference in this Article IV to an agreement being “enforceable” shall be deemed to be qualified to the
extent such enforceability is subject to (i) laws of general application relating to bankruptcy, insolvency, moratorium
and the relief of debtors, and (ii) the availability of specific performance, injunctive relief and other equitable
remedies.
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4.1.Ownership of Stock; Authority.

(a) The stockholder or holder of the Company Warrant has good and marketable title to the Stockholder’s Securities or
the Company Warrant, as applicable, free and clear of any and all Liens.

(b) The stockholder or the holder of the Company Warrant has full legal capacity, power and authority to execute and
deliver the agreements to which such Person is a party, to perform such Person’s obligations thereunder and to
consummate the transactions contemplated thereby. The agreements to which each such Person is named as a party
will be duly executed and delivered by each Person and, upon their execution and delivery will be, valid and legally
binding obligations of each Person, enforceable against each Person in accordance with their respective terms.

(c) Neither the execution and delivery by the stockholder or the holder of the Company Warrant of any or all of the
agreements to which such Person is a party, nor the consummation by such Person of the transaction contemplated
thereby, will (i) conflict with, result in a breach of, constitute (with or without due notice or lapse of time or both) a
default under, or require any notice, consent or waiver under, any instrument, contract, agreement or arrangement to
which such Person is a party or by which such Person is bound, or (ii) result in the imposition of any Lien upon such
Person’s Company Securities.

4.2. Approvals. Except as contemplated by this Agreement, including without limitation Section 3.2, no consent,
approval, waiver, authorization or novation will be required to be obtained by the stockholder or the holder of the
Company Warrant, as applicable, from, and no notice or filing is required to be given by such Person to or made by
any Person with, any Authority or other Person in connection with the execution, delivery and performance by such
Person of the agreements executed at Closing.

4.3. Non-Contravention. The execution, delivery and performance by the stockholder or the holder of the Company
Warrant, as applicable, of the agreements executed at Closing, and the consummation of the transaction will not (a)
violate any provision of the articles of incorporation, bylaws or other organizational documents of such Person if it is
not a natural person, or (b) violate or result in a breach of or constitute a default under any Law, judgment, injunction,
Order, decree or other restriction of any Authority to which such Person, or such Person’s Company Securities, is
subject.

4.4. Litigation and Claims. There is no civil, criminal or administrative action, suit, demand, claim, hearing,
proceeding or disclosed investigation pending or threatened against such stockholder or the holder of the Company
Warrant and such Person is not subject to any Order, writ, judgment, award, injunction or decree of any Authority of
competent jurisdiction or any arbitrator that would prevent consummation of the transaction or materially impair the
ability of such Person to perform its obligations under the agreements executed at Closing.

4.5. Investment Representations. The stockholder and the holder of the Company Warrant, as applicable, will make
the representations in either Section 4.5(a) or 4.5(b):

D-42

Edgar Filing: SHOE CARNIVAL INC - Form SC 13G/A

81



(a)  Accredited Investor

(i) Such Person is an “accredited investor” as such term is defined inRule 501 of Regulation D (“Reg. D”) promulgated
under the Act. Such Person acknowledges that Parent has the right to require evidence of such Person’s status as an
accredited investor, if necessary.

(ii) Such Person acknowledges that such Person has prior investment experience, including investments in non-listed
and non-registered securities, or has employed the services of an investment advisory, attorney or accountant to
evaluate the merits and risks of such an investment on its behalf, and such Person represents that such Person
understands the highly speculative nature of an investment in Parent Common Stock which may result in the loss of
the total amount of such investment.

(iii) Such Person has adequate means of providing for such Person’s current needs and possible personal contingencies,
and each Person has no need, and anticipates no need in the foreseeable future, for liquidity in such Person’s
investment in the Parent Common Stock. Such Person is able to bear the economic risks of this investment and,
consequently, without limiting the generality of the foregoing, each Person is able to hold the Parent Common Stock
for an indefinite period of time and has a sufficient net worth to sustain a loss of the entire investment in the event
such loss should occur.

(iv) Such Person has not made an overall commitment to investments which are not readily marketable that are
disproportionate to such Person’s net worth, and such Person’s investment in the Parent Common Stock will not cause
such overall commitment to become excessive.

(v) Such Person acknowledges that this offering of Parent Common Stock has not been reviewed by the SEC because
this is intended to be a non-public offering pursuant to Section 4(2) of the Act and Rule 506 under Regulation D of the
Act. Each Person acknowledges that it is not acquiring the Parent Common Stock as a result of any general
solicitation or advertising. The Parent Common Stock will be received by each Person for such Person’s own account,
for investment and not for distribution or resale to others.

(vi) Except as otherwise set forth in Article V, Parent has not and is not making any representations or warranties to
such Persons or providing any advice or information to such Persons.

(vii) Such Person understands and consents to the placement of a legend on any certificate or other document
evidencing Parent Common Stock stating that such Parent Common Stock has not been registered under the Act and
setting forth or referring to the restrictions on transferability and sale thereof. Each certificate evidencing the shares
shall bear the legends set forth below, or legends
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substantially equivalent thereto, together with any other legends that may be required by federal or state securities
laws at the time of the issuance of the Parent Common Stock:

THE SHARES REPRESENTED HEREBY HAVE NOT BEEN REGISTERED UNDER THE UNITED STATES
SECURITIES ACT OF 1933, AS AMENDED (THE “ACT”), AND MAY NOT BE OFFERED, SOLD OR
OTHERWISE TRANSFERRED, PLEDGED OR HYPOTHECATED UNLESS AND UNTIL (I) REGISTERED
UNDER THE ACT OR (II) THE ISSUER OF THE SHARES (THE “ISSUER”) HAS RECEIVED AN OPINION OF
COUNSEL IN FORM AND SUBSTANCE SATISFACTORY TO THE ISSUER THAT SUCH OFFER, SALE OR
TRANSFER, PLEDGE OR HYPOTHECATION IS IN COMPLIANCE WITH THE ACT.

(b) Non-accredited Investor

(i) Such Person acknowledges that such Person has prior investmentexperience, including investments in non-listed
and non-registered securities, or has employed the services of an investment advisor, attorney or accountant to
evaluate the merits and risks of such an investment on its behalf, and such Person represents that such Person
understands the highly speculative nature of an investment in Parent Common Stock which may result in the loss of
the total amount of such investment.

(ii) Such Person has adequate means of providing for such Person’s current needs and possible personal contingencies,
and each Person has no need, and anticipates no need in the foreseeable future, for liquidity in such Person’s
investment in the Parent Common Stock. Such Person is able to bear the economic risks of this investment and,
consequently, without limiting the generality of the foregoing, each Person is able to hold the Parent Common Stock
for an indefinite period of time and has a sufficient net worth to sustain a loss of the entire investment in the event
such loss should occur.

(iii) Such Person has not made an overall commitment to investments which are not readily marketable that are
disproportionate to such Person’s net worth, and such Person’s investment in the Parent Common Stock will not cause
such overall commitment to become excessive.

(iv) Parent has made available to such Person a copy of its (i) Annual Report on Form 10-K for the year ended
December 31, 2005, (ii) Quarterly Reports on Form 10-Q for the quarters ended March 31, 2006, June 30, 2006 and
September 30, 2006, and (iii) the proxy statement distributed to the Parent’s stockholders in connection with the
Special Meeting of Stockholders to be held in connection with the approval of the transactions contemplated by this
Agreement.
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(v) Such Person had the opportunity to (a) ask questions and receive answers from the management of the Parent
concerning the Parent and an investment in the Parent Common Stock, and (b) obtain additional information as
necessary to verify the accuracy of the information furnished to such Person by the Parent.

(vi) Except as otherwise set forth in Article V, Parent has not and is not making any representations or warranties to
such Persons or providing any advice or information to such Persons.

(vii) Such Person acknowledges that this offering of Parent Common Stock has not been reviewed by the SEC
because this is intended to be a non-public offering pursuant to Section 4(2) of the Act and Rule 506 under Regulation
D of the Act. Each Person acknowledges that it is not acquiring the Parent Common Stock as a result of any general
solicitation or advertising. The Parent Common Stock will be received by each Person for such Person’s own account,
for investment and not for distribution or resale to others.

(viii) Such Person understands and consents to the placement of a legend on any certificate or other document
evidencing Parent Common Stock stating that such Parent Common Stock has not been registered under the Act and
setting forth or referring to the restrictions on transferability and sale thereof. Each certificate evidencing the shares
shall bear the legends set forth below, or legends substantially equivalent thereto, together with any other legends that
may be required by federal or state securities laws at the time of the issuance of the Parent Common Stock:

THE SHARES REPRESENTED HEREBY HAVE NOT BEEN REGISTERED UNDER THE UNITED STATES
SECURITIES ACT OF 1933, AS AMENDED (THE “ACT”), AND MAY NOT BE OFFERED, SOLD OR
OTHERWISE TRANSFERRED, PLEDGED OR HYPOTHECATED UNLESS AND UNTIL (I) REGISTERED
UNDER THE ACT OR (II) THE ISSUER OF THE SHARES (THE “ISSUER”) HAS RECEIVED AN OPINION OF
COUNSEL IN FORM AND SUBSTANCE SATISFACTORY TO THE ISSUER THAT SUCH OFFER, SALE OR
TRANSFER, PLEDGE OR HYPOTHECATION IS IN COMPLIANCE WITH THE ACT.

4.6. Assumption of Risk of Price Changes in Parent Common Stock. Such Person acknowledges that from the date
of the Merger Agreement such Person assumed the risk related to any diminution in the market price of the Stock
Consideration.
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ARTICLE V
REPRESENTATIONS AND WARRANTIES OF PARENT

Parent represents and warrants to the Company that the statements contained in this Article V are true and correct,
except as set forth in the disclosure schedule attached hereto (the “Parent Disclosure Schedule”). The Parent Disclosure
Schedule shall be arranged in paragraphs corresponding to the numbered and lettered paragraphs contained in this
Article V, and the disclosure in any paragraph shall qualify the corresponding paragraph in this Article V; provided,
however, that any item disclosed under any paragraph of the Parent Disclosure Schedule shall be deemed to be
disclosed with respect to every other applicable paragraph if the disclosure in respect to such paragraph of the Parent
Disclosure Schedule is sufficient to reasonably inform the reader of the Parent Disclosure Schedule of the information
required to be disclosed in respect of other paragraphs of the Parent Disclosure Schedule. Any reference in this Article
V to an agreement being “enforceable” shall be deemed to be qualified to the extent such enforceability is subject to (i)
laws of general application relating to bankruptcy, insolvency, moratorium and the relief of debtors, and (ii) the
availability of specific performance, injunctive relief and other equitable remedies.

5.1. Due Incorporation. Parent is a corporation duly organized, validly existing and in good standing under the Laws
of the State of Delaware. Except as set forth on Schedule 5.1, the Parent is not qualified to do business as a foreign
corporation in any jurisdiction, and there is no jurisdiction in which the character of the property owned or leased by
the Parent or the nature of its activities make qualification of the Parent in any such jurisdiction necessary, except
where the failure to so qualify would have a Material Adverse Effect. Acquisition Corp. is a corporation duly
organized, validly existing and in good standing under the Laws of the State of Delaware. Parent has all requisite
power and authority, corporate and otherwise, and all governmental licenses, franchises, permits, authorizations,
consents and approvals required to own, lease, and operate its assets, properties and businesses and to carry on its
business as now conducted on the date hereof. Acquisition Corp. has not conducted any business to date and has only
engaged in certain activities relating to its organization. Parent has not adopted any plan, or made any agreement in
respect of any merger, consolidation, sale of all or substantially all of its assets, reorganization, recapitalization,
dissolution or liquidation.

5.2. Corporate Authorization. Except for a vote of the stockholders of the Parent to approve the transaction
contemplated by this Agreement, and provided that fewer than 20% of Parent’s public stockholders exercise their
conversion rights (as specified in the Parent’s Certificate of Incorporation), the execution, delivery and performance by
Parent and Acquisition Corp. of this Agreement and each of the other Additional Agreements to which either is a
party and the consummation by Parent and Acquisition Corp. of the transactions contemplated hereby and thereby are
within the corporate powers of Parent and Acquisition Corp. and have been duly authorized by all necessary corporate
action on the part of Parent and Acquisition Corp. This Agreement constitutes, and upon their execution and delivery,
each of the Additional Agreements to which Parent or Acquisition Corp. is named as a party will constitute, the valid
and legally binding agreement of Parent or Acquisition Corp., as applicable, enforceable against each in accordance
with their respective terms.

5.3. Governmental Authorization. None of the execution, delivery or performance by Parent or Acquisition Corp. of
this Agreement or any Additional Agreement requires any consent, approval, license or other action by or in respect
of, or registration,
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declaration or filing with, any Authority by Parent or Acquisition Corp., except for filing a Form D with the SEC and
applicable state authorities and a registration statement upon exercise of the Company’s stockholders of their
registration rights pursuant to the terms of this Agreement.

5.4. No Violation. Provided that Parent presents the transactions contemplated by this Agreement to its stockholders
for approval and such stockholders approve the transaction with fewer than 20% of the public stockholders exercising
their conversion rights with respect to such transaction (as specified in the Parent’s Certificate of Incorporation),
neither the execution and delivery of this Agreement nor any Additional Agreement to be executed by Parent or
Acquisition Corp. hereunder nor the consummation of the transactions contemplated herein and therein will (a) violate
any provision of Parent’s or Acquisition Corp.’s Certificate of Incorporation, By-laws or other charter documents; (b)
violate any Laws or Orders to which either Parent or Acquisition Corp. or their property is subject, or (c) violate the
provisions of any material agreement or other material instrument binding upon or benefiting Parent or Acquisition
Corp.

5.5. Consents. Except for a vote of the stockholders of the Parent to approve the transaction contemplated by this
Agreement, and provided that fewer than 20% of Parent’s public stockholders exercise their conversion rights (as
specified in the Parent’s Certificate of Incorporation), there are no agreements, commitments, arrangements, contracts
or other instruments binding upon Parent or Acquisition Corp. or any of their properties requiring a consent, approval,
authorization, order or other action of or filing with any Person as a result of the execution, delivery and performance
of this Agreement or any of the Additional Agreements to which Parent or Acquisition Corp. is named as a party or
the consummation of the transactions contemplated hereby or thereby. Parent’s and Acquisition Corp.’s Boards of
Directors have approved this Agreement and Parent’s Board has approved its submission to Parent’s stockholders for
approval. Each of the current officers and directors of the Parent has agreed to vote the shares of Parent Common
Stock owned by them in the following manner:: with respect to the shares of Parent Common Stock acquired by them
prior to the private placement described in the Parent’s prospectus from its initial public offering, each of the current
officers and directors of the Parent will vote such shares in accordance with the majority of the shares of common
stock voted by the public stockholders; with respect to the shares of Parent Common Stock acquired by them in the
private placement described in the Parent’s prospectus from its initial public offering, each of the current officers and
directors of the Parent will vote such shares in favor of the transactions contemplated by this Agreement.

5.6. Litigation. There is no action, suit, investigation, hearing or proceeding pending against, or to the best knowledge
of Parent, threatened against or affecting, Parent, any of its officers or directors, or the business of Parent, before any
court or arbitrator or any governmental body, agency or official which if adversely determined against Parent, has or
could reasonably be expected to have a material adverse effect on the business, assets, condition (financial or
otherwise), liabilities, results or operations or prospects of Parent, or which in any manner challenges or seeks to
prevent, enjoin, alter or delay the transactions contemplated hereby. There are no outstanding judgments against
Parent.
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5.7. Issuance of Parent Common Stock. Upon issuance and delivery of the Parent Common Stock pursuant to
Sections 2.5 through 2.8 of this Agreement, the Parent Common Stock will be duly authorized and validly issued,
fully paid and nonassessable, free and clear of all Liens, other than (i) restrictions arising from applicable securities
laws and the Lock-Up Agreements, and (ii) any Lien created by or through the Company’s stockholders. The issuance
and sale of the Parent Common Stock pursuant hereto will not be subject to or give rise to any preemptive rights or
rights of first refusal.

5.8. Fees. Except as set forth on Schedule 5.8, there is no investment banker, broker, finder, restructuring or other
intermediary that has been retained by or is authorized to act on behalf of the Parent or Acquisition Corp. or any of
their respective Affiliates who might be entitled to any fee or commission from either Acquisition Corp., the
Surviving Corporation, Parent or any of its Affiliates upon consummation of the transactions contemplated by this
Agreement. Parent agrees to reimburse Company at the Closing for the incremental fees that Company becomes
obligated to pay as a result of the transactions contemplated by this Agreement. The amount of any fee owed to any
Person listed on Schedule 5.8 is listed opposite such Person’s name. Each party acknowledges that Giuliani Capital
Advisors has been engaged by the Parent as an advisor.

5.9. Charter Documents; Legality. Parent has previously delivered to the Company true and complete copies of its
and Acquisitions Corp.’s Certificates of Incorporation and By-Laws (the “Parent Charter Documents”), as in effect or
constituted on the date hereof. Provided that Parent presents the transactions contemplated by this Agreement to its
stockholders for approval and such stockholders approve the transaction and fewer than 20% of such stockholders
exercise their conversion rights with respect to such transaction (as specified in the Parent’s Certificate of
Incorporation), the execution, delivery, and performance by Parent and Acquisition Corp. of this Agreement and any
Additional Agreement to which Parent or Acquisition Corp. is to be a party has not violated and will not violate, and
the consummation by Parent and Acquisition Corp. of the transactions contemplated hereby or thereby will not violate
any of the Parent Charter Documents or any Law.

5.10. Capitalization and Ownership of the Parent. Schedule 5.10 sets forth, with respect to the Parent and
Acquisition Corp., (i) their authorized capital, (ii) the number of their securities that are outstanding, and (iii) the
number of securities convertible into or exercisable or exchangeable for their securities. Except as set forth in
Schedule 5.10, there is no Contract that requires or under any circumstance would require Parent or Acquisition Corp.
to issue, or grant any right to acquire, any securities of the Parent or Acquisition Corp., or any security or instrument
exercisable or exchangeable for or convertible into, the capital stock or membership interest of Parent or Acquisition
Corp. or to merge, consolidate, dissolve, liquidate, restructure, or recapitalize the Parent or Acquisition Corp.

5.11. Financial Statements.

(a) Parent has filed with the SEC true and correct copies of the audited consolidated balance sheets of Parent and its
consolidated subsidiaries as of December 31, 2005, and the related consolidated statements of operations,
comprehensive loss and
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stockholders’ equity and cash flows for the year then ended, including footnotes thereto, audited by Goldstein Golub
Kessler LLP, registered independent public accountants and an interim balance sheet of Parent and its consolidated
subsidiaries as of September 30, 2006, and the related consolidated statements of operations, comprehensive loss and
stockholders’ equity and cash flows for the year then ended, including footnotes thereto, reviewed by Ernst& Young
LLP, registered independent public accountants (the “Parent Financial Statements”). The Parent Financial Statements (i)
were prepared in accordance with GAAP; (ii) fairly and accurately present the Parent’s financial condition and the
results of its operations as of their respective dates and for the periods then ended, in all material respects; (iii) contain
and reflect all necessary adjustments and accruals for a fair presentation of the Parent’s financial condition as of their
dates, in all material respects; and (iv) contain and reflect adequate provisions for all reasonably anticipated liabilities
for all material income, property, sales, payroll or other Taxes applicable to the Parent with respect to the periods then
ended. The Parent has heretofore delivered to the Company complete and accurate copies of all “management letters”
received by it from the Parent’s accountants and all responses during the last three years by lawyers engaged by the
Parent to inquiries from the Parent’s accountant or any predecessor accountants.

(b) Except as specifically disclosed or as reflected in the Exchange Act Filings, reflected or fully reserved against in
the Parent Financial Statements and for liabilities and obligations of a similar nature and in similar amounts incurred
in the ordinary course of business since the date of the Parent Financial Statements, there are no liabilities, debts or
obligations of any nature (whether accrued, absolute, contingent, liquidated or unliquidated, unasserted or otherwise)
relating to the Parent or Acquisition Corp. All debts and liabilities, fixed or contingent, which should be included
under GAAP on an accrual basis on the Parent Financial Statements are included therein.

(c) As of the Closing Date there will have been no Material Adverse Change to the assets of the Parent that are being
held in trust for the benefit of the Parent.

5.12. Other Information. Neither this Agreement nor any of the documents filed by the Parent with the SEC, nor any
other documents or other information made available to the Company, its stockholders or their Affiliates, attorneys,
accountants, agents or representatives pursuant hereto or in connection with the Company’s and the stockholders’ due
diligence review of the business of the Parent or the transactions contemplated by this Agreement contains or will
contain any untrue statement of a material fact or omits or will omit to state a material fact necessary in order to make
the statements contained therein not misleading. To the best knowledge of the Parent, the Parent has provided the
Company with all material information regarding its business.

5.13. Compliance with Laws. The Parent is not in violation of, has not violated, and to the knowledge of Parent, is
not under investigation with respect to nor has Parent been threatened to be charged with or given notice of, any
violation or alleged violation of, any Law or Order, nor is there any basis for any such charge.
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5.14. Money Laundering Laws. The operations of the Parent are and have been conducted at all times in compliance
with Money Laundering Laws and no Action involving the Parent with respect to the Money Laundering Laws is
pending or, to the knowledge of the Parent, threatened.

5.15. Acquisition Corp. Acquisition Corp. was incorporated in the State of Delaware on November 30, 2006.
Acquisition Corp. has no operations (and will have none through the Closing Date) and no liabilities, debts or
obligations of any nature (whether accrued, absolute, contingent, liquidated or unliquidated, unasserted or otherwise)
except those incurred in connection with this Agreement and all of the transactions contemplated hereby.

5.16.  Completion of Due Diligence.

(a) To the knowledge of Parent, prior to the execution of this Agreement, and for a period of time deemed by Parent to
be reasonably sufficient, Parent and, to the extent requested by Parent, all of its representatives, agents, attorneys and
advisors have: (i) had prompt, free and unfettered access to all of the Books and Records of the Company and all of
the Subsidiaries; (ii) had free and unfettered access to the executives of the Company for interviews and consultations;
(iii) conducted a complete and thorough due diligence investigation into the Business of the Company and the
financial and operational activities of the Company for a period of time deemed to be acceptable to Parent; (iv) upon
request to Company, been promptly provided with copies (digital and/or hard copy) of any and all documents relating
to the Company that have been requested; (v) received prompt responses to all questions and requests submitted to the
Company; (vi) conducted all interviews with the executives and other employees of Company and the Subsidiaries
that Parent deemed advisable; (vii) been promptly provided with reasonable access to the offices and properties of the
Company; (viii) been promptly furnished such information relating to the Business as they reasonably requested; (ix)
received prompt, and courteous cooperation in their investigation of the Business from the employees, (x) had
reasonable access to the counsel, accountants and representatives of the Company and each Subsidiary; and (xi) had
full and complete access to the data, information and documentation available in the ISI - Argyle Data Room (a copy
of which is included on the ISI - Argyle Data Room Due Diligence CD attached hereto as Exhibit C).

ARTICLE VI
COVENANTS OF THE COMPANY PENDING CLOSING

The Company covenants and agrees that:

6.1. Conduct of the Business. From the date hereof through the Closing Date, the Company and each Subsidiary shall
conduct the Business only in the ordinary course (including the payment of accounts payable and the collection of
accounts receivable), consistent with past practices, and shall not enter into any transactions outside the ordinary
course of business without the prior written consent of Parent, and use its commercially
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reasonable efforts to preserve intact the Company’s business relationships with employees, suppliers, customers and
other third parties with whom, or with which, management of the Company deems it advisable to maintain such
relationships. The parties hereto agree that, without limitation, it shall be within the meaning of “ordinary course of
business” as used in this ARTICLE VI, for the Company or any Subsidiary to enter into any contract that is reasonably
expected by the Company to generate “sales” for the Company or any Subsidiary, consistent with past practice, and to
issue purchase orders, and/or otherwise purchase goods, equipment, supplies, services and other things (of any and
every nature) that the Company will include within “cost of goods sold” of the Company or any Subsidiary, consistent
with past practice. The foregoing sentence shall not be deemed or construed to be a limitation upon the definition of
“usual course of business”. Without limiting the generality of the foregoing, neither the Company nor any Subsidiary
shall be obligated to seek the prior written consent of the Parent, from the date hereof until the Closing Date, unless,
outside the ordinary course of business, Company seeks to:

(a) amend, waive any provision of, terminate prior to its scheduled expiration date, or otherwise compromise in any
way, any Contract (including contracts described in clause (b) below), or any other right or asset;

(b) except as contemplated by this Agreement, enter into any contract, agreement, lease, license or commitment,
which:

(i)  is with respect to real property,

(ii)  extends for a term of one year or more;

(c) except as contemplated by this Agreement, enter into any contract, purchase or other obligation that is not within
the ordinary course of business;

(d) make any capital expenditures in excess of $250,000 (individually or in the aggregate);

(e) sell, lease, license or otherwise dispose of any assets or assets covered by any Contract except (i) pursuant to
existing contracts or commitments disclosed herein and (ii) sales of inventory in the ordinary course of business
consistent with past practice;

(f) except for payments to StarCo, pay, declare or promise to pay any dividends or other distributions with respect to
its capital stock, or pay, declare or promise to pay any other payments to any of the Company’s stockholders or any
Affiliate of the Company;

(g) authorize any salary increase of more than 20% for any employee making an annual salary of greater than $80,000
or in excess of $16,000 in the aggregate on an annual basis with respect to any single employee or change the bonus or
profit sharing policies of the Company;

D-51

Edgar Filing: SHOE CARNIVAL INC - Form SC 13G/A

90



(h) except for Indebtedness listed on Schedule 6.1(h) obtain or suffer to exist any Indebtedness in excess of $100,000
in the aggregate;

(i) suffer or incur any Lien on any asset except for Liens existing as of the date hereof as set forth on Schedule
3.15(b);

(j) allow insurance coverage in less than the amounts and types usual in the ordinary course of the Company’s business
with respect to any material damage, destruction or loss of property related to any material assets;

(k) delay, accelerate or cancel any receivables or Indebtedness or write-off or make further reserves against the same,
except in the ordinary course of business;

(l) merge or consolidate with or acquire any other Person or be acquired by any other Person;

(m) except as required in accordance with GAAP, make any change in its accounting principles or methods or write
down the value of any inventory or assets;

(n)  change the place of business of the Company or any Subsidiary;

(o)  extend any loans to any Person, other than travel or other expense advances to employees in the ordinary course of
business;

(p)  issue, redeem or repurchase any shares of its capital stock;

(q)  effect or agree to any changes in shipping practices, terms or rates;

(r)  reduce the prices of products sold from Inventory for customers except in the ordinary course of business;

(s) effect or agree to any change in any practices or terms, including payment terms, with respect to customers or
suppliers;

(t) make or rescind any election related to Taxes, file any amended income Tax Return or make any changes in its
methods of Tax accounting; or

(u) agree to do any of the foregoing.

The Company will not (i) take or agree to take any action that might make any representation or warranty of the
Company hereunder inaccurate in any respect at, or as of any time prior to, the Closing Date or (ii) omit to take, or
agree to omit to take, any action necessary to prevent any such representation or warranty from being inaccurate in
any respect at any such time.

Nothing herein shall be deemed to require the Company or any Subsidiary to request the approval or consent of Parent
for the interviewing, hiring, training, assignment, evaluation,
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control, management, compensation, promotion, or termination of employees in the ordinary course of business of
Company or its Subsidiaries.

6.2. Access to Information

(a) From the date hereof until and including the Closing Date, the Company and each Subsidiary shall (i) continue to
give Parent, its counsel and other representatives reasonable access to the offices, properties, Books and Records of
the Company; (ii) furnish to Parent, its counsel and other representatives such information relating to the Business as
such Persons may reasonably request; and (iii) cause the employees, counsel, accountants and representatives of the
Company and each Subsidiary to cooperate with Parent in its investigation of the Business; provided that no
investigation pursuant to this Section 6.2 (or any investigation prior to the date hereof) shall affect any representation
or warranty given by the Company.

(b) The Company shall arrange for representatives of Parent to meet with or speak to the representatives of the three
largest customers of the Company and each Subsidiary.

6.3. Notices of Certain Events. The Company shall promptly notify Parent of:

(a) any notice or other communication from any Person alleging or raising the possibility that the consent of such
Person is or may be required in connection with the transactions contemplated by this Agreement or that the
transactions contemplated by this Agreement might give rise to any claims or causes of action or other rights by or on
behalf of such Person or result in the loss of any rights or privileges of the Company or any Subsidiary to any such
Person;

(b) any notice or other communication from any Authority in connection with the transactions contemplated by this
Agreement;

(c) any actions, suits, claims, investigations or proceedings commenced or threatened against, relating to or involving
or otherwise affecting the Company, any Subsidiary or the Business or that relate to the consummation of the
transactions contemplated by this Agreement; and

(d) the occurrence of any fact or circumstance which might make any representation made hereunder by the Company
false in any respect or result in the omission or the failure to state a material fact necessary in order to make the
statements contained herein, in light of the circumstances under which made, not materially misleading.

6.4.  SEC Filings.

(a) The Company acknowledges that:
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(i) the Parent’s stockholders must approve the transactions contemplated by this Agreement prior to the transactions
contemplated hereby being consummated and that, in connection with such approval, the Parent must call a special
meeting of its stockholders requiring Parent to prepare and file with the SEC a proxy statement and proxy card;

(ii) the Parent will be required to file Quarterly and Annual reports that may be required to contain information about
the transactions contemplated by this Agreement; and

(iii) the Parent will be required to file Current Reports on Form 8-K to announce the transactions contemplated hereby
and other significant events that may occur in connection with such transaction.

(b) In connection with any filing the Parent makes with the SEC which requires information about the transactions
contemplated by this Agreement to be included, the Company will, and will use commercially reasonable efforts to
cause its stockholders to, in connection with the disclosure included in any such filing or the responses provided to the
SEC in connection with the SEC’s comments to a filing, use their commercially reasonable efforts to (i) cooperate with
the Parent, (ii) respond to questions about the Company or the stockholders required in any filing or requested by the
SEC, and (iii) provide any information requested by Parent or Parent’s representatives in connection with any filing
with the SEC.

6.5. Note Conversion. The Company will enter into and maintain in full force and effect the Note Conversion
Agreement and will issue the Company Preferred Stock and the New Note immediately prior to the Closing in
accordance therewith.

6.6. Opinion of Company Counsel. The Company shall cause its counsel to issue an opinion to Parent that, to such
counsel’s knowledge, subject to customary qualifications, the information relating to the Business and the risk factors
relating to the Business included in the Parent’s proxy/registration statement is true in all material respects and does
not fail to state a material fact required to be stated therein or necessary to make the statements therein, in light of the
circumstances under which they were made, accurate and not misleading. The opinion described in this Section 6.6
will be in a form reasonably acceptable to counsel for the Company and the Parent.

6.7. Pre-Approved Transactions. By executing this Agreement, Parent and Acquisition Corp. consent to each of the
following leases, contracts, obligations, transactions, indebtedness and other matters. At the Closing, Acquisition
Corp. agrees to assume and fully perform each and every duty or obligation imposed by the following matters, that
remain a duty or obligation of Company, as the date of Closing:

(a) All indebtedness owed to LaSalle Bank, currently in maximum aggregate principal amount of $9,000,000.00.

D-54

Edgar Filing: SHOE CARNIVAL INC - Form SC 13G/A

93



(b) All reasonable fees, disbursements, costs and expenses to become due and owing as a result of the Merger
Agreement, Additional Documents, and the Transactions reasonably anticipated therein.

(c) All inter-company accounts receivable and accounts payable by, among, and between Company and the
Subsidiaries.

(d) The obligation of Company to become due and owing to StarCo for financial, contracting and bonding advice and
consultation in an amount of up to $310,000.

(e) All the leases listed in the Schedules to this Agreement between the Company and the Subsidiaries (as Lessee) and
Green Wing Management, Ltd, (as Lessor) as amended from time to time.

(f) The new lease which Company or a Subsidiary will enter into with Green Wing Management, Ltd. for the long
term lease of a 2-story building in San Antonio, Texas, to be built specifically for Company, at Company’s request.
The building will be leased to Company upon terms substantially similar to the terms of the existing leases with Green
Wing Management, Ltd., including but not limited to a rental rate to be equal to 90% of the current market value of
the building to be re-calculated each 3 years.

(g) All Accounts Payable, and other obligations of the Company and the Subsidiaries incurred in the ordinary course
of business.

(h) All costs, indebtedness and expenses of the Company related to all leasehold improvements that Company will
make, at its sole cost and expense, in the facilities currently being leased from Green Wing Management, Ltd., as
identified in the Schedules to this Agreement.

6.8. Notice and Approval Procedure.

(a) Company shall provide Parent with a clear and concise summary of any contract, agreement or other obligation
that Company or any Subsidiary seeks to enter into (“Summary Contract”), for which prior written approval of the
Parent is required herein. The Summary Contract and the recommendation of the Company or the relevant Subsidiary
regarding said contract, agreement or obligation, shall be sent to the attention of Bob Marbut at
bmarbut@argylesecurity.com. A separate copy of such data shall be faxed to 210.828.7300. No other notice to the
Parent of a proposed contract, agreement or obligation is required for which prior written approval of the Parent is
required herein. In the event that Parent does not object in writing to the contract, agreement or obligation described in
the Summary Contract within five (5) days after the date and time of the fax transmission described above, as
reflected on the facsimile transaction confirmation to be retained by the Company, then the Parent shall be irrevocably
deemed to have approved, in writing, the proposed contract, agreement or obligation described in the Summary
Contract in all respects.
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(b) Parent shall be deemed to have not given its approval to a Summary Contract, when notice of such rejection of
approval is delivered by Parent to Sam Youngblood, by facsimile at 512.495.5613, or by such other notification
method as Parent and Company may agree in writing.

(c) Company shall provide Parent with a clear and concise summary of any material contract, agreement or other
obligation that Company or any Subsidiary seeks to enter into (“Summary Contract”), whose subject matter exceeds
$100,000 in value, for which no prior written approval of the Parent is required herein. The Summary Contract and the
recommendation of the Company or the relevant Subsidiary regarding said contract, agreement or obligation, shall be
sent to the attention of Bob Marbut at bmarbut@argylesecurity.com. A separate copy of such data shall be faxed to
210.828.7300. No other notice to the Parent of a proposed contract, agreement, or obligation is required for which
prior written approval of the Parent is required herein.

ARTICLE VII
COVENANTS OF THE PARTIES

The Parent and the Acquisition Corp., on the one hand, jointly and severally, and the Company, on the other hand,
covenant and agree with each other to the following terms. The Company hereby agrees that, at the Closing, each of
its stockholders shall, severally and not jointly, agree to each of the following with Acquisition Corp. and the Parent,
provided, however, that in the event that the subject matter of the following provisions is contemplated in the
Employment Agreements, the provisions in the applicable Employment Agreements shall prevail, and provided
further, however, that Blair will not enter into any agreement relating to Sections 7.2 or 7.3.

7.1. Confidentiality. Except as otherwise required by law, they shall not, without the prior written consent of the
other party, or a person authorized thereby, disclose to any other Person or use (whether for itself or any other party)
any confidential information or proprietary work product of Parent, Acquisition Corp., the Company or any
Subsidiary or any client of Parent, Acquisition Corp., the Company or any Subsidiary. In the event a party believes
that it is required to disclose any such confidential information pursuant to applicable Laws, such party shall give
timely written notice to the party whose confidential information is to be disclosed so such party has an opportunity to
obtain a protective order or other appropriate relief. Each of the parties hereto shall cooperate fully in any such action.

7.2.  Non-Solicitation.

(a) Each party and its Affiliates may not, during the period beginning on the Closing Date and ending two years after
the Closing Date (the “Restriction Period”), directly or indirectly through any other individual, person or entity, employ,
solicit or induce any individual who is, or was at any time during the period beginning on or after December 31, 2005
and through and after, the Closing Date, an employee or consultant of the other party to terminate or refrain from
renewing or extending his or her employment by or consulting relationship with such party or to become employed by
or enter into a consulting
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relationship with another party or any of its Affiliates or any other individual, person or entity.

(b) Each party and its Affiliates may not, during the Restriction Period, directly or indirectly through any other
individual, person or entity, solicit, persuade or induce any Customer or supplier to terminate, reduce or refrain from
renewing or extending his, her or its contractual or other relationship with the other party or to become a customer or
supplier of or enter into any contractual or other relationship with another party or any of its Affiliates or any other
individual, person or entity, directly or indirectly, in regard to the sale of products or services similar or identical to
those manufactured, marketed, purchased or sold by the Company or any Subsidiary as of the Closing Date. For
purposes hereof, “Customer” means any individual, person or entity which is or was at any point in time during the two
(2) year period prior to the Closing Date a customer of the Company or any Subsidiary.

7.3. Non-Competition. During the Restriction Period, no party shall (except on behalf of the Company or any of its
Affiliates) directly or indirectly, in his, her and its own capacity or through one or more Affiliates, whether as owner,
consultant, executive, partner, member, manager, officer, director, venturer, or agent, or through stock ownership,
investment of capital, lending of money or property, or rendering of services, or otherwise, engage in the Business.

7.4. Reporting and Compliance With Law. From the date hereof through the Closing Date, each party shall duly
and timely file all Tax Returns required to be filed with Authorities, pay any and all Taxes required by any Authority
and duly observe and conform, in all material respects, to all applicable Laws and Orders.

7.5. Injunctive Relief. If a party breaches, or threatens to commit a breach of, any of the covenants set forth in
Section 6.2, 7.1, or Section 14.4 (the “Restrictive Covenants”), the party against which such breach shall be committed
or threatened shall have the following rights and remedies, which shall be in addition to, and not in lieu of, any other
rights and remedies available to such party by agreement (including those set forth in Section 11.1 hereof), under law
or in equity:

(a) The right and remedy to have the Restrictive Covenants specifically enforced by any court having equity
jurisdiction, all without the need to post a bond or any other security or to prove any amount of actual damage or that
money damages would not provide an adequate remedy, it being acknowledged and agreed that any such breach or
threatened breach will cause irreparable injury and that monetary damages will not provide adequate remedy; and

(b) The right and remedy to require such breaching party (i) to account for and pay over all compensation, profits,
monies, accruals, increments or other benefits derived or received by them or any associated party as the result of any
such breach; and (ii) to indemnify the aggrieved party against any other losses, damages (including special and
consequential damages), costs and expenses, including actual attorneys fees and court costs,
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which may be incurred by it and which result from or arise out of any such breach or threatened breach.

ARTICLE VIII 
COVENANTS OF ALL PARTIES HERETO

The parties hereto, as applicable, covenant and agree that:

8.1. Best Efforts; Further Assurances. Subject to the terms and conditions of this Agreement, each party shall use its
commercially reasonable efforts to take, or cause to be taken, all actions and to do, or cause to be done, all things
necessary or desirable under applicable Laws to consummate and implement expeditiously the transactions
contemplated by this Agreement. The parties hereto shall execute and deliver such other documents, certificates,
agreements and other writings and take such other actions as may be necessary or desirable in order to consummate or
implement expeditiously the transactions contemplated by this Agreement.

8.2. Confidentiality of Transaction. Any information (except publicly available or freely usable material obtained
from another source) respecting any party or its Affiliates will be kept in strict confidence by all other parties to this
Agreement and their agents. Except as required by Law, neither the Company nor any of its Affiliates, directors,
officers, employees or agents will disclose the terms of the transactions contemplated hereunder at any time, currently,
or on or after the Closing, regardless of whether the Closing takes place, except as necessary to their attorneys,
accountants and professional advisors, in which instance such persons and any employees or agents of the Company
shall be advised of the confidential nature of the terms of the transaction and shall themselves be required by the
Company to keep such information confidential. Except as required by Law, each party shall retain all information
obtained from the other and their lawyers on a confidential basis except as necessary to their attorneys, accountants
and professional advisors, in which instance such persons and any employees or agents of such party shall be advised
of the confidential nature of the terms of the transaction and shall themselves be required by such party to keep such
information confidential.

8.3. Good Faith Efforts to Obtain Consents. Each party agrees to use its commercially reasonable good faith efforts
to obtain each party’s respective required consents as promptly as practicable hereafter.

8.4.  Tax Matters.

(a) The transactions contemplated by this Agreement will cause Acquisition Corp to terminate effective as of the
Effective Time. The Surviving Corporation shall prepare and file, or cause to be prepared and filed, any and all Tax
Returns required to be filed by the Acquisition Corp. (after giving effect to any valid extensions of the due date for
filing any such Tax Returns) on or prior to the Closing Date that have not been prepared or filed on or before the
Closing Date and all Tax Returns of Acquisition Corp. due on or
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after the Closing Date. The Surviving Corporation shall timely pay (or cause to be timely paid) all Taxes shown as due
and owing by Acquisition Corp. on all such Tax Returns.

(b) The Surviving Corporation will be liable for and will pay all applicable sales, transfer, recording, deed, stamp and
other similar Taxes resulting from the consummation of the transactions contemplated by this Agreement.

(c) At the Effective Time, all Tax sharing, indemnity or allocation agreements or arrangements (whether or not
written), if any, to which Company is a party will terminate, and, after the date hereof, no Taxes or other amounts will
be paid or reimbursed by Company under any such agreement or arrangement, regardless of the taxable year or period
for which such Taxes are imposed, and the provisions of this Section 5.14 will govern thereafter.

8.5. Registration. Within 30 days of the Closing Date, the Parent shall prepare and file with the SEC, at its sole
expense, a registration statement permitting the public offering and sale of the number of shares of Parent Common
Stock issued to the Company’s stockholders pursuant to this Agreement and any securities issued in exchange for or in
replacement of such shares of Parent Common Stock, and any securities issued by way of any stock split, reverse
stock split, recapitalization, or other similar transaction affecting such Parent Common Stock (collectively, the
“Registrable Securities”). The Parent will use commercially reasonable efforts to have the staff of the SEC declare such
registration statement effective as soon as practicable after the Effective Time, but in no event later than 150 days after
the Closing Date. The Parent will keep such registration effective until, subject to the terms and provisions of this
Agreement, the earlier of the date when (i) all the Registrable Securities covered by the registration statement have
been sold pursuant thereto or otherwise or (ii) the Registrable Securities may be publicly sold without volume
restrictions under Rule 144(k) (or any similar provisions then in force) of the Securities Act of 1933 as amended (the
“Act”), as determined by the counsel to the Parent (collectively, the “Effectiveness Period”). The registration statement
shall be on any form the Parent is eligible to use to register for resale the Registrable Securities. The Parent shall use
commercially reasonable efforts to cause such registration statement filed pursuant to this Section to become effective
as soon as possible following the Effective Time. Pursuant to the Lock-Up Agreements (a) between Blair and the
Parent, Blair may not, except as otherwise provided in the Lock-Up Agreements, sell any shares of Parent Common
Stock it receives pursuant to this Agreement for a period of six months from the Effective Time, and (b) between the
Parent and each stockholder of the Company other than Blair, each such stockholder may not, except as otherwise
provided in the Lock-Up Agreements, sell any shares of Parent Common Stock it receives pursuant to this Agreement
until such time as the original stockholders of the Parent are able to sell their Shares or January 30, 2009, whichever is
earlier.

8.6. Procedures on Registration. If and whenever the Parent is required by the provisions hereof or any Lock-Up
Agreements to effect the registration of any Registrable Securities under the Act, the Parent will, at its sole cost and
expense:
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(a) respond as promptly as commercially reasonable to any comments received from the SEC, and use its
commercially reasonable efforts to cause such registration statement to become effective as required herein or in the
Lock-Up Agreements, and promptly provide to the holders of Company Securities copies of all filings and SEC letters
of comment relating thereto provided that such letters do not contain material non-public information, in which case
such letters may be redacted by the Parent;

(b) furnish to each holder of Company Securities such number of copies of the registration statement and the
prospectus included therein as such holder reasonably may request to facilitate the public sale or disposition of the
Registrable Securities covered by such registration statement;

(c) use its commercially reasonable efforts to register or qualify the Registrable Securities of each of the holders of
Company Securities covered by such registration statement under the securities or “blue sky” laws of such jurisdictions
within the United States as such holder may reasonably request; provided, however, that the Parent shall not for any
such purpose be required to qualify generally to transact business as a foreign corporation in any jurisdiction where it
is not so qualified or to consent to general service of process in any such jurisdiction;

(d) list the Registrable Securities covered by such registration statement with any securities exchange on which the
Parent Common Stock is then listed; 

(e) immediately notify the holder of Company Securities at any time when a prospectus relating thereto is required to
be delivered under the Act of the happening of any event of which the Parent has knowledge as a result of which the
prospectus contained in such registration statement, as then in effect, includes an untrue statement of a material fact or
omits to state a material fact required to be stated therein or necessary to make the statements therein not misleading
in light of the circumstances then existing; and

(f) immediately notify the holder of Company Securities of the effectiveness of each registration statement filed.

8.7. Employment Agreements. Promptly after the Effective Time and the formation of a compensation committee by
Parent, Surviving Corporation and Parent will negotiate an Employment Agreement in good faith with each person
listed on Schedule 8.7. The Company acknowledges agrees that such Employment Agreements will be subject to the
final approval of the compensation committee of the Parent.

ARTICLE IX 
CONDITIONS TO CLOSING AND DELIVERIES ON CLOSING

9.1. Condition to the Obligations of Parent, Acquisition Corp., and the Company. The obligations of Parent,
Acquisition Corp. and the Company to consummate the Closing are subject to the satisfaction of all the following
conditions:
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(a) No provision of any applicable Law or Order shall prohibit or impose any condition on the consummation of the
Closing or limit in any material way Parent’s right to control or operate Acquisition Corp., the Surviving Corporation
or any material portion of the Business.

(b) There shall not be pending or threatened any proceeding by a third-party to enjoin or otherwise restrict the
consummation of the Closing.

(c) Parent’s stockholders shall have approved the transaction and fewer than 20% of the issued and outstanding shares
of Parent Common Stock owned by Parent’s public stockholders will have exercised their conversion rights (as
specified in the Parent’s Certificate of Incorporation).

(d) The Closing contemplated herein is completed in all respects on or before July 1, 2007.

9.2. Conditions to Obligations of Parent and Acquisition Corp. In addition to the terms and provisions of Section
9.1, the obligation of Parent and Acquisition Corp. to consummate the Closing is subject to the satisfaction, or the
waiver at Parent’s and Acquisition Corp.’s sole and absolute discretion, of all the following further conditions:

(a) (i) The Company shall have duly performed in all material respects all of its obligations hereunder required to be
performed by it at or prior to the Closing Date; (ii) the representations and warranties of the Company contained in
this Agreement, the Additional Agreements to which the Company is named as a party and in any certificate or other
writing delivered by the Company pursuant hereto, shall be true and correct at and as of the Closing Date, as if made
at and as of such date; (iii) there shall have been no event, change or occurrence which individually or together with
any other event, change or occurrence, could reasonably be expected to constitute a Material Adverse Change or to
have a Material Adverse Effect; and (iv) Parent and Acquisition Corp. shall have received a certificate signed by the
President and Secretary of the Company to the effect set forth in clauses (i), (ii) and (iii) of this Section 9.2(a).

(b) Parent shall have received (i) a certified copy of the certificate of incorporation of the Company and each
Subsidiary; (ii) copies of the By-Laws of the Company and each subsidiary as effective on the date hereof; (iii) copies
of resolutions duly adopted by (A) the Board of Directors of the Company and (B) by the vote or consent of the
Company’s stockholders, authorizing this Agreement and the Additional Agreements (if necessary) and the transaction
contemplated hereby and thereby; (iv) a certificate of the Secretary of the Company certifying each of the foregoing
and as to signatures of the officer(s) authorized to execute this Agreement and any certificate or document to be
delivered pursuant hereto, together with evidence of the incumbency of such Secretary; and (v) a recent good standing
certificate regarding the Company from the office of the Secretary of State of the State of Delaware, and each other
jurisdiction in which the Company is qualified to do business.
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(c) Parent or Acquisition Corp. shall have reasonably determined that, after Parent or Acquisition Corp. has had the
opportunity to meet or speak to representatives of the three largest customers of the Company and each Subsidiary
pursuant to Section 6.2, all such customers will continue the relationship such customer had with the Company.

(d) Parent shall have received a copy of all material Company Consents (including any required consents of the
landlords under the Leases), in form and substance reasonably satisfactory to Parent, and no such material Company
Consent shall have been revoked.

(e) Except as set forth in Schedule 9.2(e), the Company shall have delivered to Parent documents satisfactory to
Parent to evidence the release of all Liens on any portion of the assets of the Company and the filing of appropriate
UCC-3 Termination Statements.

(f) The Parent shall have received updated Schedules to this Agreement as of a date within three business days of the
Closing Date. Such updated Schedules shall include the 2006 Financial Statements and any subsequent interim period
that would be required under GAAP.

(g) Parent’s stockholders approve the transactions contemplated by this Agreement by July 1, 2007.

(h) Parent will have received an opinion of counsel to the Company in a form to be agreed upon prior to Closing.

(i) Certificates representing all of the issued and outstanding shares of the Company Securities as of the Effective
Time and the Company Warrant shall be presented at the Closing for cancellation, together with the original stock
ledgers and minute books of the Company.

(j) The Company will have agreed to pay no more than $2,000,000 to ISI*MCS, Ltd. (“StarCo”), which will be in full
satisfaction of the account payable of the Company in favor of StarCo.

(k) The Surviving Corporation’s Director and Officer insurance policy shall include the officers and directors of the
Parent.

(l) Adjusted EBITDA as calculated herein is equal to or greater than $4,500,000 and 2/28 Backlog is equal to or
greater than $70,000,000.

9.3. Conditions to Obligations of the Company. In addition to the terms and provisions of Section 9.1, the
obligation of the Company to consummate the Closing is subject to the satisfaction, or the waiver at the Company’s
discretion, of all the following further conditions:
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(a) (i) Parent and Acquisition Corp. shall have performed in all material respects all of their respective obligations
hereunder required to be performed by it at or prior to the Closing Date; (ii) the representations and warranties of
Parent contained in this Agreement, the Additional Agreements and in any certificate or other writing delivered by
Parent or Acquisition Corp. pursuant hereto, disregarding all qualifications and expectations contained therein relating
to materiality, shall be true and correct in all material respects at and as of the Closing Date, as if made at and as of
such date; (iii) there shall have been no event, change or occurrence which individually or together with any other
event, change or occurrence, could reasonably be expected to have a Material Adverse Effect, regardless of whether it
involved a known risk, on the business, assets, condition (financial or otherwise), liabilities, result of operations of
prospects of the Parent; and (iv) the Company shall have received a certificate signed by an authorized officer of
Parent and Acquisition Corp. to the foregoing effect.

(b) The Company shall have received (i) a copy of the certificate of incorporation of each of Parent and Acquisition
Corp.; (ii) copies of the bylaws of each of Parent and Acquisition Corp. as effective on the date hereof; (iii) copies of
resolutions duly adopted by the Board of Directors of the Company authorizing this Agreement and the Additional
Agreements (if necessary) and the transaction contemplated hereby and thereby; (iv) a certificate of the Secretary or
Assistant Secretary of Parent and Acquisition Corp. certifying each of the foregoing and as to signatures of the
officer(s) authorized to execute this Agreement and any certificate or document to be delivered pursuant hereto,
together with evidence of the incumbency of such Secretary or Assistant Secretary; and (v) a recent good standing
certificate regarding Parent and Acquisition Corp. from the office of the Secretary of State of its respective
jurisdiction of organization and each other jurisdiction in which each of Parent and Acquisition Corp. is qualified to
do business.

(c) The stockholders of the Parent shall have approved an equity incentive plan that will provide incentives to the
members of the Company’s management team (as well as members of the Parent’s management team) listed on
Schedule 9.3(d) based on the long term performance of the Surviving Corporation.

9.4. Closing Deliveries. .

(a) On the Closing Date, each party hereto will execute each of the Additional Agreements to which it is a party.

ARTICLE X 
RELIANCE ON REPRESENTATIONS AND WARRANTIES

10.1. Reliance on Representations and Warranties of the Company. Notwithstanding any right of Parent and
Acquisition Corp. to fully investigate the affairs of the Company and notwithstanding any knowledge of facts
determined or determinable by Parent
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and Acquisition Corp. pursuant to such investigation or right of investigation, Parent and Acquisition Corp. shall have
the right to rely fully upon the representations, warranties, covenants and agreements of the Company contained in
this Agreement.

10.2. Reliance on Representations and Warranties of Parent and Acquisition Corp. Notwithstanding any right of
the Company to fully investigate the affairs of Parent and Acquisition Corp. and notwithstanding any knowledge of
facts determined or determinable by the Company pursuant to such investigation or right of investigation, the
Company shall have the right to rely fully upon the representations, warranties, covenants and agreements of Parent
and Acquisition Corp. contained in this Agreement.

ARTICLE XI
INDEMNIFICATION

11.1. Definition. As used in this ARTICLE XI, the term “Loss” shall mean loss, payments, demand, penalty, liability,
judgment, damage, diminution in value, claim or out-of-pocket costs and expenses (including actual costs of
investigation and attorneys’ fees and other costs and expenses) (all of the foregoing collectively, “Losses”).

11.2.  This section intentionally left blank.

11.3.  Indemnification of Company and Stockholders.Parent and Acquisition Corp. hereby jointly and severally
agree to indemnify and hold harmless each of the Company and the holders of the Company Securities and their
respective Affiliates, and each of their respective directors, officers, employees, shareholders, attorneys, agents and
permitted assignees (the “Company Indemnitees”) against and in respect of any Losses incurred, sustained or to be
incurred or sustained by the Company Indemnitees arising from (i) any breach, inaccuracy or nonfulfillment or the
alleged breach, inaccuracy or nonfulfillment of any of the representations, warranties and covenants of Parent or
Acquisition Corp. contained herein or in the Additional Agreements to which Parent or Acquisition Corp. are named
as a party or any certificate or other writing delivered pursuant hereto, (ii) actions or inactions of the Surviving
Corporation with regard to the Business occurring after the Closing, provided that the activities of the Company’s
current stockholders have not caused or resulted in such action or inaction, (iii) the Proxy Statement to be filed by
Parent relating to this Agreement, or any other public disclosure relating to this Agreement or the transactions
contemplated thereby, unless the Loss indemnified pursuant to this subsection arises from a material misstatement
made to the Parent by the Company or any Company Indemnitee to the Parent; and (iv) any contract or agreement that
the Company or a Subsidiary is a party, or is obligated to perform, where: (y) said contract is the subject of a
performance or payment bond provided by StarCo and (z) said contract has not been fully paid as of the Closing Date.

11.4. Indemnification of Individual Indemnitees. Parent and Acquisition Corp. hereby jointly and severally agree to
indemnify and hold harmless Sam Youngblood, individually, and Don Carr, individually, their spouses, attorneys,
agents and permitted
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assignees (the “Individual Indemnitees”) against and in respect of any Losses incurred, sustained or to be incurred or
sustained by the Individual Indemnitees arising from:

(i) any contract or agreement which the Company or a Subsidiary is obligated to perform in whole or in part, where

(w) said contract or agreement is the subject of a performance or payment bond provided by StarCo and

(x) said contract has not been fully paid as of the date of Closing.

(ii) guarantees by the Individual Indemnitees relating to any of the performance or payment bonds provided by StarCo
on any contract or agreement which the Company or a Subsidiary is obligated to perform in whole or in part, where

(y) such contract or agreement is the subject of a performance or payment bond provided by StarCo and

(z) said contract has not been fully paid as of the date of Closing.

11.5. Procedure. The following shall apply with respect to all claims by a Company Indemnitee or an Individual
Indemnitee (collectively, “Indemnified Party”) for indemnification:

(a) An Indemnified Party shall give the Parent or Acquisition Corp., or the Indemnification Agent, as applicable
(either, “Indemnifying Parties”), prompt notice (an “Indemnification Notice”) of any third-party claim, investigation,
action, suit, hearing or proceeding with respect to which such Indemnified Party seeks indemnification pursuant to
Section 11.3 or 11.4 (a “Third Party Claim”), which shall describe in reasonable detail the loss, liability or damage that
has been or may be suffered by the Indemnified Party. The failure to give the Indemnification Notice shall not impair
any of the rights or benefits of such Indemnified Party under Section 11.3 or 11.4, except to the extent such failure
materially and adversely affects the ability of the Indemnifying Parties to defend such claim or to the limited extent
the failure to give such notice increases the amount of such liability.

(b) In the case of any Third Party Claims as to which indemnification is sought by any Indemnified Party, such
Indemnified Party shall be entitled, at the sole expense and liability of the Indemnifying Parties, to exercise full
control of the defense, compromise or settlement of any Third Party Claim unless the Indemnifying Parties, within a
reasonable time after the giving of an Indemnification Notice by the Indemnified Party (but in any event within 10
days thereafter), shall (i) deliver a written confirmation to such Indemnified Party that the indemnification provisions
of Section 11.3 or 11.4 are applicable to such claim, investigation, action, suit, hearing or proceeding and the
Indemnifying Parties will indemnify such Indemnified Party in respect of such claim, investigation, action or
proceeding pursuant to the terms of Section 11.3 or 11.4 and, notwithstanding anything to the
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contrary, shall do so without asserting any challenge, defense, or limitation on the Indemnifying Parties liability for
Losses, counterclaims or offsets, (ii) notify such Indemnified Party in writing that the Indemnifying Parties is
assuming the defense thereof, and (iii) retain legal counsel reasonably satisfactory to such Indemnified Party to
conduct the defense of such Third Party Claim.

(c) If the Indemnifying Parties assume the defense of any such Third Party Claim then the Indemnified Party shall
cooperate with the Indemnifying Parties in any manner reasonably requested in connection with the defense,
compromise or settlement thereof. If the Indemnifying Parties so assume the defense of any such Third Party Claim
the Indemnified Party shall have the right to employ separate counsel and to participate in (but not control) the
defense, compromise, or settlement thereof, but the fees and expenses of such counsel employed by the Indemnified
Party shall be at the expense of such Indemnified Party unless (i) the Indemnifying Parties have agreed to pay such
fees and expenses, or (ii) the named parties to any such Third Party Claim (including any impleaded parties) include
an Indemnified Party and an Indemnifying Party and such Indemnified Party shall have been advised by its counsel
that there may be a conflict of interest between such Indemnified Party and the Indemnifying Parties in the conduct of
the defense thereof, and in any such case the reasonable fees and expenses of such separate counsel shall be borne by
the Indemnifying Parties.

(d) If the Indemnifying Parties assume the defense of any Third Party Claim, the Indemnified Party shall not pay, or
permit to be paid, any part of any claim or demand arising from such asserted liability unless the Indemnifying Parties
withdraw from or fail to vigorously prosecute the defense of such asserted liability, or unless a judgment is entered
against the Indemnified Party for such liability. If the Indemnifying Parties do not elect to defend, or if, after
commencing or undertaking any such defense, the Indemnifying Parties fail to prosecute or withdraw such defense,
the Indemnified Party shall have the right to undertake the defense or settlement thereof, solely at the Indemnifying
Parties’ expense. Notwithstanding anything to the contrary, the Indemnifying Parties shall not be entitled to control,
but may participate in, and the Indemnified Party (at the expense of the Indemnifying Parties) shall be entitled to have
sole control over, the defense or settlement of (x) that part of any Third Party Claim (i) that seeks a temporary
restraining order, a preliminary or permanent injunction or specific performance against the Indemnified Party, or (ii)
to the extent such Third Party Claim involves criminal allegations against the Indemnified Party or (y) the entire Third
Party Claim if such Third Party Claim could impose liability upon the Indemnified Party in an amount which is
greater than the amount as to which the Indemnified Party is entitled to indemnification under this Agreement. In the
event the Indemnified Party retains control of the Third Party Claim, the Indemnified Party may, in its sole discretion,
settle the subject claim without the prior written consent of the Indemnifying Party.

(e) If the Indemnified Party assumes the defense of any such Third Party Claim pursuant to this Section 11.5 and
proposes to settle the same prior to a final judgment thereon or to forgo appeal with respect thereto, then the
Indemnifying Parties shall have no right to participate in the settlement, assume or reassume the defense thereof or
prosecute such appeal. Any such settlement by the Indemnified Party shall, in each case, shall be at the
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Indemnifying Parties’ expense. The Indemnifying Parties shall not, without the prior written consent of such
Indemnified Party, settle or compromise or consent to entry of any judgment with respect to any such Third Party
Claim (i) in which any relief other than the payment of money damages is or may be sought against such Indemnified
Party or (ii) which does not include as an unconditional term thereof, the giving by the claimant, person conducting
such investigation or initiating such hearing, plaintiff or petitioner to such Indemnified Party a release from all
liability with respect to such Third Party Claim and all other claims or causes of action (known or unknown) arising or
which might arise out of the same facts.

11.6. Periodic Payments. Any indemnification required by Section 11.3 or 11.4 for costs, fees, disbursements or
expenses of any and every kind, by an Indemnified Party in connection with investigating, preparing to defend or
defending any claim, action, suit, hearing, proceeding or investigation, shall be made by periodic payments by the
Indemnifying Parties to each Indemnified Party during the course of the investigation or defense, as and when bills are
received or costs, disbursements or expenses are incurred, and no later than ten (10) business days after demand for
such payments by the Indemnified Party.

11.7. Insurance. Any indemnification payments hereunder shall only be reduced by any insurance proceeds or other
third party reimbursement actually received by the Indemnified Party.

11.8. Survival of Indemnification Rights. The representations and warranties of the Company, the Parent and
Acquisition Corp. shall survive until the third anniversary of the Closing Date. The indemnification to which any
Indemnified Party is entitled from the Indemnifying Parties pursuant to Section 11.3 or 11.4 for Losses shall be
effective so long as it is asserted prior to the fourth anniversary of the Closing Date in the case of all representations
and warranties of the Company and Parent hereunder.

ARTICLE XII 
DISPUTE RESOLUTION

12.1. Arbitration.

(a) In the event a dispute arises relating to this Agreement, the parties agree to meet to resolve their disputes in good
faith. Any party may seek injunctive relief, without the need to post a bond, pending the completion of arbitration
under this Agreement for any material breach or threatened material breach of any covenant contained herein.

(b) If after good faith negotiations the dispute is not resolved, the parties shall promptly submit any dispute, claim, or
controversy arising out of or relating to this Agreement, or any Additional Agreement (including with respect to the
meaning, effect, validity, termination, interpretation, performance, or enforcement of this Agreement or any
Additional Agreement) or any alleged breach thereof (including any action in tort, contract, equity, or otherwise), to
binding arbitration before one arbitrator that is familiar with the Business and not an Affiliate of any party to this
Agreement (“Arbitrator”). The parties
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agree that binding arbitration shall be the sole means of resolving any dispute, claim, or controversy arising out of or
relating to this Agreement or any Additional Agreement (including with respect to the meaning, effect, validity,
termination, interpretation, performance or enforcement of this Agreement or any Additional Agreement) or any
alleged breach thereof (including any claim in tort, contract, equity, or otherwise).

(c) If the parties cannot agree upon the Arbitrator, the Arbitrator shall be selected by the Chief Administrative District
Judge for the State Courts sitting in San Antonio, Texas, upon the request of either side. The Arbitrator shall be
selected within 30 days of request.

(d) The laws of the State of Texas shall apply to any arbitration hereunder. In any arbitration hereunder, this
Agreement and any agreement contemplated hereby shall be governed by the laws of the State of Texas applicable to
a contract negotiated, signed, and wholly to be performed in the State of Texas, which laws the Arbitrator shall apply
in rendering its decision. The Arbitrator shall issue a written decision, setting forth findings of fact and conclusions of
law, within sixty (60) days after the Arbitrator shall have been selected. The Arbitrator shall have no authority to
award punitive or other exemplary damages.

(e) The arbitration shall be held in the City of San Antonio, Texas in accordance with and under the then-current
provisions of the rules of the American Arbitration Association, except as otherwise provided herein.

(f) On application to the Arbitrator, any party shall have rights to discovery to the same extent as would be provided
under the Federal Rules of Civil Procedure, and the Federal Rules of Evidence shall apply to any arbitration under this
Agreement; provided, however, that the Arbitrator shall limit any discovery or evidence such that the Arbitrator’s
decision shall be rendered within the period referred to in Section 12.1(d).

(g) The Arbitrator may, at the Arbitrator’s discretion and at the expense of the party who will bear the cost of the
arbitration, employ experts to assist him in the Arbitrator’s determinations.

(h) The costs of the arbitration proceeding and any proceeding in court to confirm any arbitration award or to obtain
relief as provided in Section 12.1, as applicable (including actual attorneys’ fees and costs), shall be borne by the
unsuccessful party and shall be awarded as part of the Arbitrator’s decision, unless the Arbitrator shall otherwise
allocate such costs for the reasons set forth in such decision. The determination of the Arbitrator shall be final and
binding upon the parties and not subject to appeal.

(i) Any judgment upon any award rendered by the Arbitrator may be entered in and enforced by any court of
competent jurisdiction. The parties expressly consent to the exclusive jurisdiction of the courts (Federal and state) in
the City of San Antonio, County of Bexar, State of Texas to enforce any award of the Arbitrator or to render
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any provisional, temporary, or injunctive relief in connection with or in aid of the Arbitration. The parties expressly
consent to the personal and subject matter jurisdiction of the Arbitrator to arbitrate any and all matters to be submitted
to arbitration hereunder. None of the parties hereto shall challenge any arbitration hereunder on the grounds that any
party necessary to such arbitration (including the parties hereto) shall have been absent from such arbitration for any
reason, including that such party shall have been the subject of any bankruptcy, reorganization, or insolvency
proceeding.

(j) The parties shall indemnify the Arbitrator and any experts employed by the Arbitrator and hold them harmless
from and against any claim or demand arising out of any arbitration under this Agreement or any agreement
contemplated hereby, unless resulting from the willful misconduct of the person indemnified.

(k) This arbitration clause shall survive the termination of this Agreement and any agreement contemplated hereby.

12.2. Waiver of Jury Trial; Exemplary Damages. ALL PARTIES HEREBY WAIVE THEIR RIGHTS TO TRIAL
BY JURY WITH RESPECT TO ANY DISPUTE ARISING UNDER THIS AGREEMENT OR ANY ADDITIONAL
AGREEMENT. No party shall be awarded punitive or other exemplary damages respecting any dispute arising under
this Agreement or any Additional Agreement.

12.3. Attorneys’ Fees. The unsuccessful party to any court or other proceeding (including any arbitration proceeding
pursuant to this Article XII) arising out of this Agreement that is not resolved by arbitration under Section 12.1 shall
pay to the prevailing party all actual attorneys’ fees and costs actually incurred by the prevailing party, in addition to
any other relief to which it may be entitled. As used in this Section 12.3 and elsewhere in this Agreement, “actual
attorneys’ fees” means the full and actual cost of any legal services actually performed in connection with the matter for
which such fees are sought (including all reasonable expenses, costs, and disbursements of such attorneys), calculated
on the basis of the usual fees charged by the attorneys performing such services.

ARTICLE XIII
TERMINATION

13.1. Termination Without Default.

(a) In the event that the Closing of the transactions contemplated hereunder has not occurred by July 1, 2007 (the
“Outside Closing Date”), then Parent and Acquisition Corp. on the one hand, and the Company on the other hand, shall
all have the right, at its or their sole option, to terminate this Agreement without liability or prejudice to any party.
Such right may be exercised by Parent and Acquisition Corp., on the one hand, or the Company on the other, as the
case may be, giving written notice to the other at any time prior to the Outside Closing Date.
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(b) In the event that Adjusted EBITDA as calculated herein is determined to be less than $4,500,000 or the 2/28
Backlog is determined to be less than $70,000,000, then Parent shall have the right, at its sole option, to terminate this
Agreement without liability or prejudice to any party. Such right may be exercised by Parent giving written notice to
the Company at any time prior to the Outside Closing Date.

13.2. Termination Upon Default.

(a) Parent and Acquisition Corp. may terminate this Agreement by givingnotice to the Company on or prior Closing,
without prejudice to any rights or obligations Parent and Acquisition Corp. may have, if the Company shall have
materially breached any representation or warranty or breached any agreement or covenant contained herein or in any
Additional Agreement to be performed prior to Closing and such breach shall not be cured within the earlier of the
Outside Closing Date and ten (10) business days following receipt by the Company of a notice describing in
reasonable detail the nature of such breach.

(b) The Company may terminate this Agreement by giving prior written notice to Parent on or prior to the Closing,
without prejudice to any rights or obligations the Company may have, if Parent or Acquisition Corp. shall have
materially breached any of its covenants, agreements, representations, and warranties contained herein to be
performed prior to Closing and such breach shall not be cured within the earlier of the Outside Closing Date or ten
(10) business days following receipt by Parent of a notice describing in reasonable detail the nature of such breach.

13.3. Survival. The provisions of Article XI and Article XII and Sections 8.2 and 14.4 shall survive any termination
hereof pursuant to this Article XIII.

ARTICLE XIV
MISCELLANEOUS

14.1. Notices. All notices, requests, demands and other communications to any party hereunder shall be in writing and
shall be given to such party at its address or telecopier number set forth below, or such other address or telecopier
number as such party may hereinafter specify by notice to each other party hereto:

if to Parent and Acquisition Corp., to:

Argyle Security Acquisition Corporation
200 Concord Plaza, Suite 700
San Antonio, TX 78216
Attn: Bob Marbut
Telecopy: (210) 828-7300
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with a copy to:

Loeb & Loeb LLP
345 Park Avenue
New York, New York 10154
Attention: Mitchell S. Nussbaum
Telecopy: 212-407-4990
if to the Company:

ISI Detention Contracting Group, Inc.
12903 Delivery Drive
San Antonio, Texas 78247
Attention: Sam Youngblood
Telecopy: 210.495.5613

with a copy to:

Hughes & Luce, LLP
111 Congress Ave; Ste. 900
Austin, TX 78701
Attention: Hull Youngblood
Telecopy : 512.482.6859

with an additional copy to:

William Blair Mezzanine Capital Fund III, L.P.
c/o Merit Capital Partners
Attention: David Jones
303 West Madison Street
Suite 2100
Chicago, Illinois 60606

and an additional copy to:

Vedder, Price, Kaufman and Kammholz, P.C.
222 North LaSalle Street, Suite 2600

Chicago, IL 60601
Attention: Dana Armagno
Telecopy: (312) 609-5005

Each such notice, request or other communication shall be effective (i) if given by telecopy, when such telecopy is
transmitted to the telecopy number specified herein and the appropriate answer back is received or, (ii) if given by
certified mail, 72 hours after such communication is deposited in the mails with first class and certified postage
prepaid, properly addressed or, (iii) if given by any other means, when delivered at the address specified herein.
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14.2.  Amendments; No Waivers.

(a) Any provision of this Agreement may be amended or waived if, and only if, such amendment or waiver is in
writing and signed, in the case of an amendment, by each party hereto, or in the case of a waiver, by the party against
whom the waiver is to be effective.

(b) No failure or delay by any party hereto in exercising any right, power or privilege hereunder shall operate as a
waiver thereof nor shall any single or partial exercise thereof preclude any other or further exercise thereof or the
exercise of any other right, power or privilege. Except as specifically provided otherwise herein, the rights and
remedies herein provided shall be cumulative and not exclusive of any rights or remedies provided by law.

14.3. Ambiguities. The parties acknowledge that each party and its counsel has materially participated in the drafting
of this Agreement and consequently the rule of contract interpretation that, and ambiguities if any in, the writing be
construed against the drafter, shall not apply.

14.4. Publicity. Except as required by law, the parties agree that neither they nor their agents shall issue any press
release or make any other public disclosure concerning the transactions contemplated hereunder without the prior
approval of the other party hereto.

14.5. Successors and Assigns. The provisions of this Agreement shall be binding upon and inure to the benefit of the
parties hereto and their respective successors and assigns; provided, that (i) the Company may not assign, delegate or
otherwise transfer any of its rights or obligations under this Agreement without the prior written consent of Parent; (ii)
in the event Parent assigns its rights and obligations under this Agreement to an Affiliate, Parent shall continue to
remain liable for its obligations hereunder; and (iii) Parent, the Surviving Corporation or Acquisition Corp. may
assign any of its rights and benefits under this Agreement to secured lenders of Parent, the Surviving Corporation or
Acquisition Corp. Except as specifically set forth in clauses (ii) and (iii) above, neither Parent nor Acquisition Corp.
may assign, delegate or otherwise transfer any of its rights or obligations under this Agreement without the prior
written consent of the Company.

14.6. Governing Law; Jurisdiction. This Agreement has been entered into in the State of Texas. This Agreement
shall be construed in accordance with and governed by the laws of the State of Texas, without giving effect to the
conflict of laws principles thereof. Solely to the extent that the Parties hereto are permitted by the terms of this
Agreement to pursue litigation or other legal processes, the parties hereto hereby irrevocably consent to the exclusive
jurisdiction of the state, county and federal courts sitting in the City of San Antonio, County of Bexar, State of Texas
in connection with any controversy or claim arising out of or relating to this Agreement, or the negotiation or breach
thereof, and hereby waive any claim or defense that such forum is inconvenient or otherwise improper. Each party
hereby agrees that any such court shall have in personam jurisdiction over it and consents to service of process in any
manner authorized by Texas law.
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14.7. Counterparts; Effectiveness. This Agreement may be signed by facsimile signatures and in any number of
counterparts, each of which shall be an original and all of which shall be deemed to be one and the same instrument,
with the same effect as if the signatures thereto and hereto were upon the same instrument.

14.8. Entire Agreement. This Agreement, together with the Schedules and the Exhibits attached hereto, constitutes
the entire agreement among the parties with respect to the subject matter hereof and supersedes all prior agreements,
understandings and negotiations, both written and oral, among the parties with respect to the subject matter of this
Agreement. No representation, inducement, promise, understanding, condition or warranty not set forth herein has
been made or relied upon by any party hereto. Neither this Agreement nor any provision hereof is intended to confer
upon any Person other than the parties hereto any rights or remedies hereunder other than Indemnified Parties as set
forth in ARTICLE XI hereof, which shall be third party beneficiaries hereof.

14.9. Severability. If any one or more provisions of this Agreement shall, for any reasons, be held to be invalid,
illegal or unenforceable in any respect, such invalidity, illegality or unenforceability shall not affect any other
provision of this Agreement, but this Agreement shall be construed as if such invalid, illegal or unenforceable
provision had never been contained herein.

14.10. Captions. The captions herein are included for convenience of reference only and shall be ignored in the
construction or interpretation hereof.

14.11. Construction. References in this Agreement to “Articles,” “Sections,” “Schedules” and “Exhibits”shall be to the
Articles, Sections, Schedules and Exhibits of this Agreement, unless otherwise specifically provided herein. All
Schedules to this Agreement are incorporated herein by reference. Any use in this Agreement of the singular or plural,
or the masculine, feminine or neuter gender, shall be deemed to include the others, unless the context otherwise
requires. The words “herein”, “hereof” and “hereunder” and words of similar import, when used in this Agreement, shall
refer to this Agreement as a whole and not to any particular provision of this Agreement. The word “including” when
used in this Agreement shall mean “including without limitation”. Except as otherwise specified in this Agreement, all
references in this Agreement (a) to any agreement, document, certificate or other written instrument shall be a
reference to such agreement, document, certificate or instrument, in each case together with all exhibits, schedules,
attachments and appendices thereto, and as amended, restated, supplemented or otherwise modified from time to time
in accordance with the terms thereof; and (b) to any law, statute or regulation shall be deemed references to such law,
statute or regulation as the same may be supplemented, amended, consolidated, superseded or modified from time to
time.

[The balance of this page is intentionally left blank]
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IN WITNESS WHEREOF, Parent, Acquisition Corp. and the Company have caused this Agreement to be duly
executed by their respective authorized officers as of the day and year first above written.

ARGYLE SECURITY ACQUISITION CORP

By:  /s/ Bob Marbut

Name: Bob Marbut
Title: Co-Chief Executive Officer

ISI SECURITY GROUP, INC.

By:  /s/ Bob Marbut

Name: Bob Marbut
Title: President

ISI DETENTION CONTRACTING GROUP, INC.

By:  /s/ Sam Youngblood

Name: Sam Youngblood
Title: Chief Executive Officer
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List of Schedules

Schedule I - Security Holders of ISI

Schedule 2.9 - Distribution of merger consideration to ISI stockholders

Schedule 3.1(a) - Corporate Existence and Power - Jurisdiction

Schedule 3.1(b) - Corporate Existence and Power - Offices

Schedule 3.4 - Subsidiaries

Schedule 3.5 - Capitalization and Ownership

Schedule 3.6 - Affiliates

Schedule 3.7 - Assumed Names

Schedule 3.9 - Consents

Schedule 3.10(a) - Financial Statements

Schedule 3.10(b) - Liabilities Not Reflected on September 30, 2006 Balance Sheet

Schedule 3.10(f) - Location of Books and Records

Schedule 3.11(a) - Accounts Receivable

Schedule 3.11(b) - Bad Debts

Schedule 3.12(c) - Bank Accounts

Schedule 3.13(a) - Absence of Certain Changes

Schedule 3.14(a) - Real Estate

Schedule 3.15(a) - Tangible Assets

Schedule 3.15(b) - Liens existing on Company Tangible Assets after Closing

Schedule 3.16(a) - Intellectual Property

Schedule 3.16(b) - Intellectual Property

Schedule 3.16(c) - Intellectual Property

Schedule 3.16(f) - Intellectual Property

Schedule 3.16(g) - Intellectual Property
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Schedule 3.17(a) - Relationships with Customers, Suppliers, Etc.

Schedule 3.17(b) - Relationships with Customers, Suppliers, Etc.

Schedule 3.17(c) - Relationships with Customers, Suppliers, Etc.

Schedule 3.17(d) - Relationships with Customers, Suppliers, Etc.

Schedule 3.18 - Litigation

Schedule 3.19(a) - Contracts

Schedule 3.19(b) - Contracts

Schedule 3.19(c) - Compliance

Schedule 3.20 - Licenses and Permits

Schedule 3.22 - Pre-Payments

Schedule 3.23 - Employees

Schedule 3.24 - Compliance with Labor Laws and Agreements

Schedule 3.25 - Pension and Benefit Plans

Schedule 3.26 - Employment Matters

Schedule 3.27(a) - Compliance

Schedule 3.27(b) - No Audit

Schedule 3.28 - Fees

Schedule 3.29(b) - Business Operations; Servers

Schedule 3.29(c) - Business Operations; Servers

Schedule 3.29(d) - Business Operations; Servers

Schedule 3.30 - Powers of Attorney and Suretyships

Schedule 5.1 - Foreign Jurisdictions

Schedule 5.8 - Fees

Schedule 5.10 - Capitalization and Ownership

Schedule 6.1(h) - Indebtedness
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Schedule 8.7 - Persons with Whom Employment Agreements will be Negotiated after the Effective Time

Schedule 9.3(c) - List of Employees to be eligible to Participate in Plan
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Schedule 8.7

(The Parent shall have delivered to each of the persons listed on Schedule 8.7 a duly executed copy of their respective
Employment Agreements.)

Sam Youngblood
Don Carr
Mark McDonald
Tim Moxon
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FOLD AND DETACH HERE AND READ THE REVERSE SIDE

PROXY

ARGYLE SECURITY ACQUISITION CORPORATION
200 CONCORD PLAZA, SUITE 700

SAN ANTONIO, TX 78216

SPECIAL MEETING OF STOCKHOLDERS

THIS PROXY IS SOLICITED ON BEHALF OF THE BOARD OF DIRECTORS

OF ARGYLE SECURITY ACQUISITION CORPORATION

The undersigned appoints Bob Marbut and Ron Chaimovski, and each of them with full power to act without the
other, as proxies, each with the power to appoint a substitute, and thereby authorizes either of them to represent and to
vote, as designated on the reverse side, all shares of common stock of Argyle held of record by the undersigned on
July 6, 2007 at the Special Meeting of Stockholders to be held on July __, 2007, and any postponement or
adjournment thereof.

THIS PROXY REVOKES ALL PRIOR PROXIES GIVEN BY THE UNDERSIGNED.

THIS PROXY WILL BE VOTED AS DIRECTED. IF NO DIRECTIONS ARE GIVEN WITH RESPECT TO
A PROPOSAL, THIS PROXY WILL BE VOTED “FOR” THE PROPOSAL. ARGYLE’S BOARD OF
DIRECTORS RECOMMENDS A VOTE “FOR” THE PROPOSALS SHOWN ON THE REVERSE SIDE.

(Continued and to be signed on reverse side)
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FOLD AND DETACH HERE AND READ THE REVERSE SIDE

PROXY

THIS PROXY WILL BE VOTED AS DIRECTED. IF NO DIRECTIONS ARE GIVEN WITH RESPECT TO
A PROPOSAL, THIS PROXY WILL BE VOTED “FOR” THE PROPOSAL. ARGYLE’S BOARD OF
DIRECTORS RECOMMENDS A VOTE “FOR” EACH OF THE PROPOSALS.

1. To approve the merger of a wholly-owned
subsidiary of Argyle into ISI, resulting in ISI
becoming a wholly-owned subsidiary of
Argyle and the transactions contemplated by
the merger agreement dated December 8, 2006
among Argyle, the wholly-owned subsidiary of
Argyle, and ISI.

FOR
¨

AGAINST
¨

ABSTAIN
¨

Only if you voted “AGAINST” Proposal Number
1 and you hold shares of Argyle common stock
issued in its initial public offering, you may
exercise your redemption rights and demand
that Argyle redeem your shares of common
stock into a pro rata portion of the trust
account by marking the “Exercise Redemption
Rights” box below. If you exercise your
redemption rights, then you will be exchanging
your shares of Argyle common stock for cash
and will no longer own these shares. You will
only be entitled to receive cash for these shares
if the merger is completed and you continue to
hold these shares through the effective time of
the merger and tender your stock certificate to
the combined company after consummation of
the merger. If the merger is consummated, you
will receive instructions on how to tender your
shares.

EXERCISE REDEMPTION RIGHTS ¨

2. To approve the adoption of Argyle’s 2007
Omnibus Securities and Incentive Plan, which
provides for the grant of up to 1,000,000 shares
of Argyle’s common stock or cash equivalents
to directors, officers, employees and/or
consultants of Argyle and its subsidiaries.

FOR
¨

AGAINST
¨

ABSTAIN
¨

3. To approve an amendment to Argyle’s
Second Amended and Restated Certificate of
Incorporation changing its corporate name to
“Argyle Security, Inc.”

FOR
¨

AGAINST
¨

ABSTAIN
¨

FOR AGAINST ABSTAIN
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4. To approve an amendment to Argyle’s
Second Amended and Restated Certificate of
Incorporation to remove those provisions of
Article Sixth regarding certain procedural and
approval requirements applicable to Argyle
prior to the combination of a business
combination that will no longer be operative
upon consummation of the merger.

¨ ¨ ¨

5. To approve any adjournment or
postponement of the special meeting for the
purpose of soliciting additional proxies.

FOR
¨

AGAINST
¨

ABSTAIN
¨

MARK HERE FOR ADDRESS CHANGE
AND NOTE AT LEFT ¨
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PLEASE MARK, DATE AND RETURN THIS PROXY PROMPTLY.

Signature
_____________________

Signature
_____________________

Date
_____________________

Sign exactly as name appears on this proxy card. If shares are held jointly, each holder should sign. Executors,
administrators, trustees, guardians, attorneys and agents should give their full titles. If stockholder is a corporation,
sign in full name by an authorized officer.
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