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SECURITY AGREEMENT

Security agreement dated October 1, 2007 made by Tercon Investments I td.
to and in favour of WF Fund Il Limited Partnership, carrying on business as
Wellington Financial LP and Wellington Financial Fund I,

RECITALS:

(@)  The Obligor is or will become indebted or lable to the Secured
Creditor pursuant to its Series A Secured Debentures in the aggregate
principal amount of $5,000,000.00 (Cdn.) dated October 1, 2007 (as the
same may be amended, restated, supplemented or replaced from time
to time, the “Secured Debenture’ ") and pursuant to an Operating Loan
Agreement between the Obligor and the Secured Party dated October
1, 2007 (as the same may be amended, restated, supplemented or
replaced from time to time, the "Operating Loan Agreement”);

(b) Pursuant to Section 4.1 of the Secured Debenture, the Obligor is
. required to execute and deliver this Agreement in favour of the
Secured Creditor. . : : ‘

In consideration of the foregoing and other good and valuable consideration,
the receipt and adequacy of which are acknowledged, the Obligor agrees as follows.
ARTICLE 1
 INTERPRETATION

Section11  Defined Terms.
As used in this Agreement, the following terms have the following meanings:

“Agreement” means this security agreement,
“Collateral” has the meaning specified in Section 21

“Credit Documents” means the Secured Debenture, the Operating Loan Agreement,
this Agreement and each other Security Document (as such term is defined in the
Secured Debenture). :

“Event of Default” means an Event of Default as that term is defined under either
the Debenture or the Operating Loan Agreement;

7 “Expenses” has the meaning specified in Section 2.2(b).

“Governmental Entity” means any international tribunal, agency, body commission
or other authorify, any government, executive, patliament, legislature or local
authority, or any governmental entity, ministry, department or agency or regulatory -

I:\DBH\‘IER(_JO?\WBL‘JOl\DOCS\RepImmm GSA - Terson_v] Reothberg Oct 2 07.D0¢ .



-2..

authority, Cc')urt, tribunal, commission or board of or within Canada, or any other
foreign jurisdiction, or any political ‘subdivision of any thereof or any authority
having jurisdiction therein or any quasi governmental or private body exercising
any regulatory, expropriation or taxing authority under or for the account of any of

the above.

. “Instruments” means (©) a bill, note or cheque within the meaning of ‘the Bills of
Exchange Act (Canada) or any other writing that evidences a right to the payment of
‘money and is of a type that in the ordinary course of business is transferred by
delivery with any necessary endorsement or assignment, or (if) a letter of credit and

are identified or fungible portions of an identified mass, and that in the ordinary
course of business is treated as establishing that the Person in possession of it is
entitled to receive, hold and dispose of the document and the goods it covers, or (v)
- any document or writing commonly known as an Instrument. '

“Intellectual Property” means doinestic and foreign: (i) patents, applications for
patents and reissues, divisions, continuations, renewals, extensions and -
continuations-in-part of Patents or patent applications; (i) proprietary and non-
public business information, including inventions (whether patentable or not),
invention disclosures, Improvements, discoveries, trade secrets, confidental
information; know-how, methods, processes, designs,- technology, technical data,
schematics, formulae and customer lists, and documentation relating to any of the
foregoing; (ii) copyrights, copyright registrations and applications for copyright
registration; (iv) mask works, mask work registrations and applications for mask
wotk registrations; (v) designs, design registrations, design registration applications

and integrated circuit topographies; (vi) trade names, business names, corporate
'names, domain names, website names and world wide web addresses, common law
trade-marks, trade-mark registrations, trade-mark applications, trade dress and
logos, and the goodwill associated with any of the foregoing; (vii) computer

“Lien” means (i) any mortgage, charge, pledge, hypothecation, security interest,
assignment by way of security, encumbrance, lien (statutory or otherwise), hire
purchase agreement, conditional sale agreement, deposit arrangement, title
retention agreement or arrangement, or any 'other assignment, arrangement or
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condition that in substance secures payment or performance of an obligation, (ii) any
trust arrangement, (iii) any arrangement which creates a right of set-off out of the

~ ordinary course of business, or (iv) any agreement to grant any such rights or

Interests.

“Obligor” means Tercon Investments Ltd,, a corporation Incorporated and existing
under the laws of British Columbia, and its successors and permitted assigns.

“Registrable Intellectual Property” means any Intellectual Property in respect of
which ownership, title, security interests, charges or encumbrances are capable of
registration, recording or notation ‘with any Governmental Entity pursuant to
applicable laws. '

“Restricted Asset” has the meaning specified in Section 2.4(1).

- “Secured Creditor” means WF Fund III Limited Pérmership, carrying on business

as Wellington Financial LP and Wellington Financial Fund ITT and its successors and

“Secured Obligations” has the meaning specified in Section 2.2(a).

“Security” means an obligation of an issuer or a share, participation or other interest
in an issuer or in Property or an enterprise of an issuer, -

(a)  thatis represented by a security certificate in bearer form or registered
form, or the transfer of which may be registered on books maintained
for that purpose by or on behalf of the issuer, :

(b)  thatis one of a class or series, or by its terms is divisible into a class or
series, of shares, participations, interests or obligations, and

() that,

() is orisofa type, dealt in or traded on securities exchanges or
securities markets, or

- (i)  is a medium for investment and by its terms expressly provides
thatitisa security for the purposes of the Securities Transfer Act
(Ontario); : :

but excludes
(d)  any ULC Shares.

“Security Interest” has the meaning specified in Section 2.2,
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“ULC Shares” means shares in any unlimited company or unlimited liability
corporation at any time ownied or otherwise held by the Obligor.

Section 1.2 Interpretation.

(1)

2

3)

(4)

©)

(6)

)

G

Terms defined in the Personal Property Security Act (Ontario) or the Securities
Transfer Act (Ontario) and used but not otherwise defined in this Agreement
have the same meanings. - : '

Capitalized terms used in this Agreement but not defined have the meanings

given to them in the Secured Debenture.

Any reference in any Credit Document to Liens permitted by the Secured
Debenture and any right of the Obligor to create or suffer to exist Liens
permitted by the Secured Debenture are not intended to and do not and will
not subordinate the Security Interest to ahy such Lien or give priority to any
Person over the Secured Creditor. | '

In this Agreei’nent the words “including?’, “includes” and “include” mean

”including (or includes or include) without limitation”. The expressions °
“Article”, “Section” and other subdivision followed by .a number mean and
refer to the specified Article, Section or other subdivision of this Agreement.

Any reference in this Agreement to gender includes all genders. Words

importing the singular number only include the plural and vice versa.

The division of this Agreement into Articles, Sections and other subdivisions
and the insertion of headings are for convenient reference only and do not -
affect its interpretation. :

The schedules attached to this Agreement form an integral part of it for all
purposes of it.

.l-:\DB\H\TEROW\WELTO] \DOCEReplacement GSA - Tercon_v| Rothberg Oct 2 07.000




Section 2.1
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ARTICLE 2
SECURITY

Grant of Security.

Subject to Section 2.4, the Obligor grants to the Secured Creditor, a security -
interest in, and assigns, mortgages, charges, hypothecates and pledges to the
Secured Creditor, all of the property and undertaking of the Obligor now owned or
hereafter acquired and all of the property and undertaking in which the Obligor
now has or hereafter acquires any interest (collectively, the “Collateral”) including
all of the Obligor’s: .

@)
(b)

()

(©)
®
(8)

()

0

present and after-acquired personal property; 7
inventory including goods held for sale, lease or- resale, goods

furnished or to be furnished to third parties under contracts of lease,

consignment or service, goods which are raw materials or work in
process, goods used in or procured for packing and materials used or
consumed in the business of the Obligor; '

eqlﬁpment, machinery, furrﬁtui:e,ﬁxhnes, plant, vehicles and- other
goods of every kind and description and all licences and other rights -
and all related records, files, charts, plans, drawings, specifications,

. manuals and documents; -

- accounts due or accruing and all related agreements, books, accounts,

invoices, letters, documents and papers recording, evidencing or

relating to them;

money, décuments of title and chattel paper;

Instruments and Securities, including the Instruments and Securities
listed in Schedule A; ’ .

intangibles includihg all security interests, goodwill, choses in action,
contracts, contract rights, licenses and other contractual benefits;

Intellectual Property including the Registrable Intellectual Property
listed in Schedule B;

all substitutions and replacements of and increases, additions and,
where applicable, accessions to the property described in Section 2.1(a) 7
through Section 2.1(h) inclusive; an '
all proceeds in any form derived directly or indirectly from any
dealing with all or any part of the property described in Section 2.1(a)
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through Section2.1(i) inclusive, including the proceeds of such
proceeds. '

Section2.2  Secured Obligations. _ '

- The security interest, assignment, Imortgage, charge, hypothecation and
' pledge granted by this Agreement (collectively, the “Security Interest”) secures the
payment and performance of:

(a)  all debts, liabilities and obligations, present or future, direct or indirect,
absolute or contingent, matured or unmatured, at any time or from
time to time due or accruing due and owing by or otherwise payable
by the Obligor to the Secured Creditor in any cwrency, however or

~wherever incurred, and whether incurred by the Obligor aloné or
jointly with another or others and whether as principal, guarantor or -
surety and in whatever name or style (collectively, and together with

. the Expenses, the “Secured Obligations”); and

(b) all expenses, costs and charges incurred by or on behalf of the Secured
Creditor in connection with this Agreement, the Security Interest or the
Collateral, including all legal fees, court costs, receiver's or agent's

- remuneration and other-expenses of taking possession of, repairing,
protecting, insuring, preparing for disposition, realizing, collecting,
selling, transferring, delivering or obtaining payment for the
Collateral, and of taking, defending or participating in any action or
proceeding in connection with any of the foregoing matters or
otherwise in connection with the Secured Creditor's interest in any
Collateral, Whether or not directly relating to the enforcement of this
Agreement or any other Credit Document (collectively, the
“Expenses”), : ' ._

Section 2.3 Attachment. , ‘

(1)  The Obligor acknowledges that (i) value has been given, (ii) it has rights in
the Collateral (other than after-acquired Collateral), (iii) it has not agreed to
postpone the time of attachment of the Security Interest, and (iv) it has
received a copy of this Agreement, :

- (2)  The Obligor shall not permit any of the Securities at any time to be or to
: become uncertificated securities. .

(3  The Obligor delivers to and deposits with the Secured Creditor any and all
' certificates evidencing the Securities listed in Schedule A, together with, in
each case, a stock power duly endorsed in blank for transfer and an
irrevocable directors or other applicable resolution of entity in from which the
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Securities are issued, consenting to the transfer by the Obligor and the
Obligor hereby grants control over such Securities to the Secured Creditor in
accordance with the provisions of the Securities Transfer Act (Ontario). The

~ Obligor also delivers to and deposits with the Secured Creditor any
promissory note or other Instruments evidencing any amount payable in
excess of $100,000 or evidencing any rights to goods having a value in excess
of $100,000. o

(4)  If the Obligor acquires any Securities or any Instruments (other than
- Instraments evidencing amounts payable of less than $100,000 or evidencing
any rights to goods having a value less than $100,000), the Obligor will notify
the Secured Creditor in writing and provide the Secured Creditor with a
revised Schedule A recording the acquisition and . particulars of such
Instruments or Securities within 5 days after such acquisition. Upon request
by the Secured Creditor, the Obligor will promptly deliver to and deposit
with the Secured Creditor, or cause the Secuted Creditor to have control over,
such Securities or Instruments (other than Instruments evidencing amounts
payable of less than $100,000 or evidencing any rights to goods having a.
value less than $100,000) as security for the Secured Obligations. The Obligor
will also promptly inform the Secured Creditor in writing of the acquisition
by the Obligot of any ULC Shares.

(3)  Attherequest of the Secured Creditor the Obligor will (i) cause the transfer of
any Securities or Instruments to the Secured Creditor to be registered
- wherever such registration may be required or advisable in the reasonable
opinion of the Secured Creditor, (i) duly endorse any such Securities or
Instruments for transfer in blank or regjster thern in the name of the Secured
Creditor or its nominee or otherwise as the Secured Creditor may reasonably
direct, (iii) immediately deliver to the Secured Creditor any and all consents
or other documents which may be necessary to effect the transfer of any such
Securities or Instruments to the Secured Creditor or any third party and (iv)
deliver to or otherwise cause the Secured Creditor to have control over such
Securities or Instruments in accordance with the provisions of the Securities
Transfer Act (Ontario). Upon the discharge of the Security Interest in
accordance with Section 5.2 hereof, the Secured Creditor shall promptly cause
all Securities or Instruments transferred to it or to any third party pursuant to
this Section 2.3(5) to be transferred back to the Obligor including duly
endorsing any such Securities or Instruments for transfer back to the Obligor
and delivering to the Obligor any and all consents or other documents which
may be necessary to effect the transfer of any such Securities or Instruments
to the Obligor. . '
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(6)  The Obligor will promptly notify the Secured Creditor in writing of the
acquisition by the Obligor of any Registrable Intellectual Property. The
Obligor will provide the Secured Creditor with a revised Schedule B
recording the acquisition and particulars of such additional Intellectual

Property.

Section24  Scope of Security Interest,

(1)) To the extent that an assignment of amounts payable and other proceeds -
arising under or in connection with, or the grant of a security interest in any
agreement, licence, permit or quota of the Obligor would result in the
termination of such agreement, licence, permit or quota (each, a “Restricted
Asset”), the Security Interest with respect to each Restricted Asset will
constitute a trust created in favour of the Secured Creditor pursuant to which

. the Obligor holds as trustee all proceeds arising under or in connection with
the Restricted Asset in trust for the Secured Creditor on the following basis:

(a)  until the Security Interest is enforceable and subject to the Secured
. Debenture, the Obligor is-entitled to receive all such proceeds; and

(b)  whenever the Security Interest is enforceable, (i) all rights of the
Obligor to receive such proceeds cease and all such proceeds will be
immediately paid over to the Secured Creditor and (if) the Obligor will
take all actions requested by the Secured Creditor to collect and

. enforce payment and other rights arising under the Restricted Asset.

The Obligor will use all commercially reasonable efforts to obtain the consent.
of each other party to any and all Restricted Assets to the assignment of such
Restricted Asset to the Secured Creditor in accordance with this Agreement.
The Obligor will also use all commercially reasonable efforts to ensure that all
agreements entered into on and after the date of this Agreement expressly
permit assignments of the benefits of such agreements as collateral security to
the Secured Creditor in accordance with the terms of this Agreement.

(2)  The Security Interest with respect to trade-marks constitutes a security
interest in, and a charge, hypothecation and pledge of, such Collateral in
favour of the Secured Creditor, but does ot constitute an assignment or
mortgage of such Collateral to the Secured Creditor.

(3)  Until the Security Interest is enforceable, the grant of the Security Interest in
the Intellectual Property does not affect in any way the Obligor's rights to
commercially exploit the Intellectual Property, defend it, enforce the Obligor's

~ rights in it or with respect to it against third parties in any court or claim and
be entitled to receive any damages with respect to any infringement of it.
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(4)  The Security Interest does not extend to consumer goods or ULC Shares.

(5) - The Security Interest does not extend or apply to the last day of the term of

- any lease or sublease of real property or any agreement for a lease or sublease

of real property, now held or hereafter acquired by the Obligor, but the

Obligor will stand possessed of any such last day upon trust to assign and
dispose of it as the Secured Creditor may reasonably direct. :

Section2.5  Grant of Licence to Use Intellectual Property.

At such time as the Secured Creditor is lawfully entitled to exercise its rights
and remedies under Article3, the Obligor grants to the Secured Creditor an
irrevocable, nonexclusive licence (exercisable without payment of royalty or other
compensation to the Obligor) to use, assign or sublicense any Intellectual Property in
which the Obligor has rights wherever the same may be located, including in such
licence access to (i) all media in which any of the licensed items may be recorded or

~stored, and (ii) all software and computer programs used for compilation or print-
out. The license granted under this Section is to enable the Secured Creditor to
exercise its rights and remedies under Article 3 and for no other purpose. -

Section2.6  Care and Custody of Collateral.

(1)  The Secured Creditor has no obligation to keep Collateral in its possession
identifiable. .

(2 The Secured Creditor may, after the Security Interest is enforceable, (i) notify
any Person obligated on an Instrument, Security or account to make
payments to the Secured Creditor, whether or not the Obligor was previously
making collections on such accounts, chattel paper, instruments, and (ii)
assume control of any proceeds arising from the Collateral.

(3)  The Secured Creditor has no obligation to collect dividends, distributions or
interest payable on, or exercise any option or right in connection with, any
Securities or Instruments. The Secured Creditor has no obligation to protect
Or preserve any Securities or Instruments from depreciating in value or
becoming worthless and is released from all responsibility for any loss of
value. In the physical keeping of any Securitfes, the Secured Creditor is only
obliged to exercise the same degree of care as it would exercise with respect
to its own Securities kept at the same place.

‘Section2.7  Rights of the Obligor.

(1) © Until the Security Interest is enforceable, the Obligor is entitled to vote the
* Securities that are part of the Collateral and -to receive all dividends and
distributions on such Securities. In order to allow the Obligor to vote any
Securities registered in the Secured Creditor's name or the name of its
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nominee, at the request and the expense of the Obligor, the Secured Creditor
will, prior to the Security Interest being enforceable, and may, after the
Security Interest is enforceable, execute valid proxies appointing
proxyholders to attend and act at meetings of shareholders, and execute
resolutions in writing, all pursuant to the relevant provisions of the issuer's
- governing legislation. Whenever the Security Interest is enforceable, all rights
of the Obligor to vote (under any proxy given by the Secured Creditor (or its
nominee) or otherwise) or to receive distributions.or dividends cease and all
+ such rights become vested solely and absolutely in the Secured Creditor.

(2) Any distributions or dividends received by the Obligor contrary to
Section 2.7(1) or any other moneys or property received by the Obligor after
the Security Interest is enforceable will be received as trustee for the Secured .
Creditor and shall be immediately paid over to the Secured Creditor.

Section2.8 Expenses. . -
The Obligor is liable for and will pay on demand by the Secured Creditor any
and all Expenses. :

ARTICLE 3
ENFORCEMENT

Section3.1  Enforcement.

The Security Interest becomes and is enforceable against the Obli gor.upon the
occurrere and during the continuance of an Event of Default. -

Section 3.2 Remedies.

Whenever the Security Interest is enforceable, the Secured Creditor may
realize upon the Collateral and enforce the rights of the Secured Creditor by:

(a) entry onto any premises where Collateral consisting of tangible
personal property may be located; |

(b)  entry into possession of the Collateral by any method permitted by
law; '

(c)  sale, grant of options to purchase, or lease of all or any part of the
Collateral;

(d)  holding, storing and keeping idle or operating all or any part of the -
Collateral; ‘ ' I '
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(e)  exercising and enforcing all rights and remedies of a holder of the
Securities and Instruments as if the Secured Creditor were the absolute
owner thereof (including, if necessary, causing the Collateral to be
registered in the name of the Secured Creditor or its nominee if not
already done); ‘

{f)  collection of any proceeds arising in respect of the Collateral;
() collection, realization or sale of, or other dealing with, accounts;

(h)  license or sublicense, whether on an exclusive or nonexclusive basis, of
any Intellectual Property for such term and on such conditions and in
such manner as the Secured Creditor in its sole judgment determines
(taking into account such provisions as may be necessary to protect
and preserve such Intellectual Property);

() instruction to any bank which has entered into a control agreement

: with the Secured Creditor to. transfer all moneys, Securities and
Instruments held by such depositary bank to an account maintained
with or by the Secured Creditor; : '

G) application of any moneys constituting Collateral or procéedsthereof
in accorda;lce with Section 5.11; o

(k) appointment by instrument in writing of a receiver (which term as
used in this Agreement includes a receiver and manager) or agent of

all or any part of the Collateral and removal or replacement from time
to time of any receiver or agent;

@)  institution of pro_ceedings in any court of competent jurisdiction for the
appointment of a receiver of all or any part of the Collateral;

(m) institution of proceedings in any court of competent jurisdiction for
sale or foreclosure of all or any part of the Collateral; -

(n)  filing of proofs of claim and other documents to establish claims to the
Collateral in any proceeding relating to the Obligor; and

(0)  any other remedy or proceeding authorized or permitted under the
Personal Property Security Act (Ontario) or otherwise by law or equity.

Section 3.3  Additional Rights.

In addition to the remedies set forth in Section 3.2 and elsewhere in this
Agreement, whenever the Security Interest is enforceable, the Sécured Creditor may:
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require the Obligor, at the Obligor's expense, to assemble the Collateral

at a place or places designated by notice in writing and the Obligor

‘agrees to so assemble the Collateral immediately upon receipt of such

notice;

require the Obligor, by notice in writing, to ‘disclose to the Secured

" Creditor the location or locations of the Collateral and the Obligor

agrees to promptly make such disclosure when so required;

repair, process, modify, complete or otherwise deal with the Collateral
and prepare for the disposition of the Collateral, whether on the

* premises of the Obligor or otherwise;

redeem any prior security interest against any Collateral, procure the
transfer of such security interest to itself, or settle and pass the
accounts of the prior mortgagee, chargee or encumbrancer (any
accounts to be conclusive and binding on Obligor);

pay any liability secured by any Lien against any Collateral (the
Obligor will immediately on demand reimburse the Secured Creditor
for all such payments);

carry on all or any part of the business of the Obligor and, to the
exclusion of all others including the Obligor, enter upon, occupy and
use all or any of the premises, buildings,' and other property of or used
by the Obligor for such time as the Secured Creditor sees fit, free of

 charge, and the Secured Creditor is not liable to the Obligor for any

act, omission or negligence in so doing or for any rent, charges,

. depreciation or damages incurred in connection with or resulting from

such action;

borrow for the purpose of carrying.on the business of the Obligor or
for the maintenarnice, preservation or protection of the Collateral and
grant a security interest in the Collateral, whether or not in priority to

- the Security Interest, to secure repayment; .

commence; continue or  defend any judicial or administrative
proceedings for the purpose of protecting, seizing, collecting, realizing
or obtaining possession or payment of the Collateral, and give good
and valid receipts and discharges in respect of the Collateral and
compromise or give time for the payment or performance of all or any
part of the accounts or any other obligation of any third party to the
Obligor; and _ S
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(i)  at any public sale, and to the extent permitted by law on any private
sale, bid for and purchase any or all of the Collateral offered for sale
and upon compliance with the terms of such sale, hold, retain and
dispose of such Collateral without any further accountability to the
Obligor or any other Person with respect to such holding, retention or
disposition, except as required by law. In any such sale to the Secured
Creditor, the Secured Creditor may, for the purpose of making
payment for all or any part of. the Collateral so purchased, use any
claim for Secured Obligations then due and payable to it as a credit
against the purchase price.

Section 34 . Exercise of Remedies,

_ The remedies under Section 3.2 and Section 3.3 may be exercised from time to
time separately or in combination and are in addition to, and not in substitution for,
any other rights of the Secured Creditor however arising or created. The Secured
Creditor is not bound to exercise any right or remedy, and the exercise of rights and
remedies is without prejudice to the rights of the Sectired Creditor in respect of the
Secured Obligations including the right to claim for any deficiency.

~Section 3.5  Receiver's Powers. : .

(1)  Any receiver appointed by the Secured Creditor is vested with the rights and
remedies which could have been exercised by the Secured Creditor in respect
of the Obligor or the Collateral and such other powers and discretions as are
granted in the instrument of appointment and any supplemental instruments,
The identity of the receiver, its replacement and its remuneration are within
the sole and unfettered discretion of the Secured Creditor.

(2)  Any receiver appointed by the Secured Creditor will ‘act as agent for the -
Secured Creditor for the purposes of taking possession of the Collateral, but
otherwise and for all other purposes (except as provided below), as agent for
the Obligor. The receiver may sell, lease, or otherwise dispose of Collateral as
agent for the Obligor or as agent for the Secured Creditor as the Secured -

 Creditor may determine in its discretion. The Obligor agrees to ratify and
confirm all actions of the receiver acting as agent for the Obligor, and to
release and indemnify the receiver in respect of all such actions,

| (3)  The Secured Creditor, in appointing or refraining from appointing any
receiver, does not incur liability to the receiver, the Obligor or otherwise and
is not responsible for any misconduct or negligence of such receiver.

Section 3.6 Appoinﬁnent of Attorney.

The Obligor hereby irrevocably constitutes and appoints the Secured Creditor
(and any officer of the Secured Creditor) the true and lawful attorney of the Obligor.
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As the attorney of the Obligor, the Secured Creditor has the power to exercise for
and in the name of the Obligor with full power of substitution, upon the occurrence
and during the continuance of an Event of Default, any of the Obligor's right
(including the right of disposal), title and interest in and to the Collateral including
the execution, endorsement, delivery and transfer of the Collateral to the Secured
Creditor, its nominees or transferees, and the Secured Creditor and its nominees or
transferees are hereby empowered to exercise all rights and powers and to perform

- all acts of ownership with respect to the Collateral to the same extent as the Obligor

might do. This power of attorney is irrevocable, is coupled with an interest, has
been given for valuable consideration (the receipt and adequacy of which is
acknowledged) and survives, and does not terminate upon, the bankruptcy,
dissolution, winding up or insolvency of the Obligor. This power of attorney
extends to and is binding upon the Obligor’s successors and permitted assigns. The
Obligor authorizes the Secured Creditor to delegate in writing to another Person any
power and authority of the Secured Creditor under this power of attorney as may be
necessary or desirable in the opinion of the Secured Creditor, and to revoke or
suspend such delegation. The power of attorney granted by the Obligor hereby
shall automatically terminate and be of no further force or effect upon the discharge
of the Security Interest in accordance with Section 5.2 hereof. ' '

| Section37  Dealing with the Collateral,

()  The Secured Creditor is not obliged to exhaust its recourse against the
Obligor or any other Person or against any other security it may hold in
respect of the Secured Obligations before realizing upon or otherwise dealing -
with the Collateral in such manner as the Secured Creditor may consider
desirable. :

- (2)  The Secured Creditor may ‘grant extensions or other indulgences, take and

give up securities, accept compositions, grant releases and discharges and

otherwise deal with the Obligor and with other Persons, sureties or securities

as it may see fit without prejudice to the Secured Obligations, the liability of
~ the Obligor or the rights of the Secured Creditor in respect of the Collateral.

(3)  Except as otherwise provided by law or this Agreement, the Secured Creditor
is not (i) liable or accountable for any failure to collect, realize or obtain
payment in respect of the Collateral, (i) bound to institute proceedings for
the purpose of collecting, enforcing, realizing or obtaining payment of the -
Collateral or for the purpose of preserving any rights of any Persons in
respect of the Collateral, (iii) responsible for any loss occasioned by any sale

- or other dealing with the Collateral or by the retention of or failure to sell or
otherwise deal with the Collateral, or (iv) bound to protect the Collateral from

depreciating in value or becoming worthless.
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Section 3.8 Standards of Sale.

Without prejudice to the ability of the Secured Creditor to dispose of the

- Collateral in any manner which is commercially reasonable, the Obligor
acknowledges that: '

(@)  the Collateral may be disposed of in whole or in part;

(b)  the Collateral may be disposed of by public 'auction, public tender or
private contract, with or without advertising and without any other.
formality; :

()  any assignee of such Collateral may be the Secured Creditor or a
customer of any such Person; '

() any sale conducted by the Secured Creditor will be at such time and

place, on such notice and in accordance with such procedures as the
~ Secured Creditor, in its sole discretion, may deem advantageous;

(¢)  the Collateral may be disposed of in any manner and on any terms
necessary to-avoid violation of applicable law (including compliance
with such procedures as may restrict the number of prospective
bidders and purchasers, require that the prospective bidders and
purchasers have certain qualifications, and' restrict the prospective
bidders and purchasers to Persons who will represent and agree that
they are purchasing for their own account for investrment and not with-
a view to the distribution or resale of the Collateral} or in order to
obtain any required approval of the disposition (or of the resulting
purchase) by any governmental or regulatory authority or official;

(§  adisposition of the Collateral may be on such terms and conditions as
to credit or otherwise as the Secured Creditor, in its sole discretion,
may deem advantageous; and ' i

(8)  the Secured Creditor may establish an upset or reserve bid or price in
respect of the Collateral.

Section3.9  Dealings by Third Parties.

ey

No Person dealing with the Secured Creditor or an agent or receiver is
required to determine (i) whether the Security Interest has become
enforceable, (ii) whether the powers which such Person is purporting to
exercise have become exercisable, (iii) whether any money remains due to the
Secured Creditor by the Obligor, (iv) the necessity or expediency of the
stipulations and conditions subject to which any sale or lease is made, (v) the
propriety or regularity of any sale or other dealing by the Secured Creditor
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with the Collateral, or (vi) how any money paid to Secured Creditor has been
applied. '

(2} Any bona fide purchaser of all or any part of the Collateral from the Secured
Creditor or any receiver or agent will hold the Collateral absolutely, free from
any claim or right of whatever kind, including any equity of redemption, of
the Obligor, which it specifically waives (to the fullest extent permitted by
law) as against any such purchaser together with all rights of redemption,
stay or appraisal which the Obligor has or may have under any rule of law or
statute now existing or hereafter adopted. - :

ARTICLE 4

REPRESENTATIONS, WARRANTIES AND COVENANTS

‘Section4.1  General Representations, Warranties and Covenants.

The Obligor represents and wartants and covenants and agrees,
acknowledging and confirming that the Secured Creditor is relying on such
representations, warranties, covenants and agreements, that: '

(2)

“Continuous Perfection. Schedule C sets out the Obligbr's place of

business or, if more than one, the Obligor’s chief executive office. Such
place of business or chief executive office, as the case may be, has been
located at such address for the 60 days immediately preceding the date

of this Agreement. Schedule C also sets out the address at which the

books and records of the Obligor are located, the address at which
senior management of the Obligor are located and conduct their
deliberations and make their decisions with respect to the business of

‘the Obligor and the address from which the invoices and accounts of

the Obligor are issued. The Obligor will not change the location of any
of these items, people or addresses without providing at least 30 days
prior written notice to the Secured Creditor. Except for sales of
inventory made in the ordinary course of business, the Collateral, to -
the extent not delivered to the Collateral Agent pursuant to
Section 2.3(3), has been kept for the 60 days immediately preceding the
date of this Agreement and will be kept at those locations listed on
Schedule C, and the Obligor will not remove the Collateral from such
locations, without providing at least 30 days prior written notice to the
Secured Creditor. The Obligor will not change its name in any manner
without providing at least 30 days prior written notice to the Secured
Creditor.
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(b)  Restriction on Disposition. The Obligor will not sell, assign, convey, .
exchange, lease, reléase or abandon, or otherwise dispose of, any
Collateral except as expressly permitted in the Secured Debenture.

(¢} Negative Pledge. The Obligor will not create or suffer to exist, any
Lien on the Collateral, except for Liens permitted by the Secured
Debenture. .

(d) = Account Debtors. None of the account debtors in respect of any
accounts, chattel paper or intangibles and none of the obligors in
respect of any Instruments included in the Collateral as of the date
hereof is (i) a Governmental Entity, or (if) in the case of any account in’
excess of $100,000, is located outside of Canada or the United States of
America. :

(e} Securities and Instruments.

@ Schedule A lLists all Securities and Instruments owned or held
by the Obligor on the date of this. Agreement and all such
Securities are represented by certificated securities.

()  Securities that are Collateral have been, where applicable, duly
and validly issued and acquired and are fully paid and non-
assessable. Schedule A sets out, for each class of Securities
listed in the schedule, the percentage amount that such
Securities represent of all issued and outstanding Securities of
that class.

(iify  Except as described in Schedule A, no transfer restrictions apply
to the Securities and Instruments listed in Schedule A. The.
Obligor has delivered to the Secured Creditor ‘copies of all
shareholder, partnership or trust agreements applicable to each
issuer of such Securities and Instruments which are in the
Obligor’s possession or control.

(tv)  No Person has or will have any written or oral option, warrant,
right, call, commitment, conversion right, right of exchange or
other agreement or any right or privilege (whether by law, pre-
emptive or contractual) capable of becoming an option, warrant,
right, call, commitment, conversion right, right of exchange or
other agreement to acquire any right or interest in any of the
Securities and Instriiments that are Collateral.
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(v)  The Securities that are Collateral constitute, where applicable,
: the legal, valid and binding obligation of the obligor of such
Securities, enforceable in accordance with their terms, subject
only to any limitation under applicable laws relating to (i)
bankruptcy, insolvency, fraudulent conveyance, arrangement,
reorganization or creditors’ rights generally, and (i) the
discretion that a court may exercise in the granting of equitable
remedies. '

(vi)  The pledge, assignment and delivery to the Secured Creditor of

- the Collateral consisting of certificated Securities pursuant to

this Agreement creates a valid and perfected first ranking

security interest in such certificated Securities, and the proceeds

of them. Such Securities and the proceeds from them are not

subject to-any prior Lien or any agreement purporting to grant

to any third party a Lien on the property or assets of the Obligor

which would include the Securities except for Permitted

- Encumbrances. The Secured Creditor is entitled to all the rights,

priorities and benefits afforded by the Personal Property Security

Act (Ontario) or other relevant personal property security

legislation as enacted in any relevant jurisdiction to perfect
security interests in respect of such Collateral. o :

(f)  Status of Accounts Collateral. The Obligor will maintain books and
records pertaining to the Collateral in such detail, form and scope as
the Secured Creditor reasonably requires, and keep all originals of the -

. chattel paper which evidence accounts at locations specified on
Schedule B. The Obligor will immediately notify the Secured Creditor
if any account in excess of $500,000 arises out of contracts with any
Governmental Entity, and execute any instruments and take any steps
required by the Secured Creditor in order that all moneys due or to
become due under the contract are assigned to the Secured Creditor
and motice of such assignment is given to the Governmental Entity. =
The Obligor will also immediately notify the Secured Creditor if any
account in excess of $500,000 is with an account debtor located outside
of Canada or the United States of America. _ '

(g) Additional Security Perfection and Protection of Security Interest.
The Obligor will grant to the Secured Creditor, security interests,
assignments, mortgages, charges, hypothecations and pledges in such
property and undertaking of the Obligor that is not subject to a valid
and perfected first ranking security interest (subject only to Permitted

‘Liens) constituted by the Security Documents, in each relevant
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jurisdiction as determined by the Secured Creditor. The Obligor will
perform all acts, execute and deliver all agreements, documents and
instruments and take such other steps as are requested by the Secured
Creditor at any time to register, file, signify, publish, perfect, maintain,
protect, and enforce the Security Interest including: (i) executing,
recording and filing of financing or other statements, and paying all
taxes, fees and other charges payable, (ii) placing notations on its
books of account to disclose the Security Interest, (jii) delivering
acknowledgements, confirmations and subordinations that may be
necessary to ensure that the Security Documents constitute a valid and
perfected first ranking security interest (subject only to Permitted
Liens), (iv) executing and delivering any agreements, documents and
instruments that may be needed under or in connection with the
Securities Transfer Act (Ontario) and (v) delivering opinions of counsel
in respect of matters contemplated by this paragraph. The documents
and opinions contemplated by this paragraph must be in form and
. substance satisfactory to the Secured Creditor.

Section 4.2 Representations, Warranties and Covenants Concerning
Intellectual Property.
The Obligor represents and warrants and covenants and agrees,
acknowledging and confirming that the Secured Creditor is relying on such
representaﬁons, warranties, covenants_and agreements, that:

(@) Schedule B Iists all Registrable Intellectual Property that is owned by
the Obligor on the date of this Agreement.” ' '

(b)  All Registrable Intellectual Property of the Obligor is valid, subsisting,
unexpired and enforceable, has not been abandoned and, to the

~ knowledge of the Obligor, does not infringe the Intellectual Property
rights of any other Person. | :

(¢)  No decision or judgmeht has been rendered by any Governmental
Entity which would limit, cancel or question the validity of, or the
Obligor’s rights in, any Intellectual Property in any respect. '

(d) No action or proceeding is pending, or, to the knowledge of the
Obligor, threatened, on the date hereof seeking to limit, cancel or
question the validity of any Intellectual Property or the Obligor's
ownership interest therein, or which, if adversely determined, would
have a Material adverse effect on the value of any Intellectual
Property. ' o - '

EDBH\TERGONWEL 701 \DOCS\Replacement GSA « Tercon_v1 Rothberg, Oct 2 07.D0C



-20-

(¢)  The Obligor will take-all reasonable and necessary steps, including in.
any proceeding before the Canadian Intellectual Property Office or any
similar Governmental Entity of any jurisdiction, to maintain and
pursue each application (and to obtain the relevant registration) and to
maintain each registration of the material Registrable Intellectual
Property, including, without limitation, filing of applications for
renewal, affidavits of use and affidavits of incontestability. '

() In the event that any material Intellectual Property of the Obligor is
infringed, misappropriated or diluted by a third party, the Obligor will
(i) take such actions as the Obligor reasonably deems appropriate
under the circumstances to protect such Intellectual Property and (ii) if
such Intellectual Property is of material economic value, promiptly
notify the Secured Creditor after it learns thereof and sue for
infringement, miisappropriation or dilution, to seek infunctive relief
where appropriate and to recover any and all damages for such
infringement, misappropriation or dilution.

(8)  Immediately upon the request of the Secured Creditor, the Obligor will
- fumnish the Secured Creditor in writing the description of all
Registrable Intellectual Property or applications for Registrable
Intellectual Property of the Obligor. In addition, the Obligor will
deliver to the Secured Creditor a copy of the certificate of registration
of, or application for, such Registrable Intellectual Property with a
Confirmation of Security Interest in the form of Schedule D in respect
of such Registrable Intellectual Property confirming the assignment for
security of such Registrable Intellectual Property to the Secured
Creditor and immediately make all such filings, registrations and
recordings as are necessary or appropriate to perfect the Security
Interest granted to the Secured Creditor in the Registrable Intellectual -

Property. ‘ -

ARTICLE 5
GENERAL

Section 5.1  Notices. _

Any notice, direction or other communication (each a “Notice”) given
regarding the matters contemplated by this Agreement must be in writing, sent by
personal delivery, courier or facsimile (but not by electronic mail) and addressed:
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(@)  tothe Secured Creditor at:

WEF Fund III Limited Partnership
161 Bay Street

Suite 2520

Toronto, ON M5] 251

Attention: Mark McQueen
Facsimile:  416-682-1160 '

with a copy to:

Minden Gross LIP

145 King Street West
Suite 2200

Toronto, ON M5H 4G?2

Attention:  Daniel Rothberg
Facsimile: - 416-864-9223

(b)  tothe Obligor at:

Tercon Investments Ltd.
#100 - 2079 Falcon Road
Kamloops, BC V2C 4j2

Attention:  Mr. Milan Soucek
Facsimile:  (250) 372-1555

A Notice is deemed to be delivered and received (i) if sent by personal delivery, on -
the date of delivery if it is a Business Day and the delivery was made prior to 4:00
p-m. (local time in place of receipt) and otherwise on the next Business Day, (ii) if
“sent by same-day service courier, on the date of delivery if sent on a Business Day
and delivery was made prior to 4:00 pan. (local time in place of receipt) and
otherwise on the next Business Day, (iii) if sent by overnight courier, on the next
Business Day, or (iv) if sent by facsimile, on the Business Day following the date of
confirmation of transmission by the originating facsimile. A party may change its
address for service from time to time by providing a Notice in accordance with the
foregoing. Any subsequent Notice must be sent to the party at its changed address.
Any element of a party’s address that is not specifically changed in a Notice will be
assumed not to be changed. ' S
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Section5.2  Discharge.

The Security Interest will not be discharged except by a written release or
discharge signed by the Secured Creditor. The Obligor will be entitled to require a
discharge by notice to the Secured Creditor upon, but only wpon, (i) full and
indefeasible payment and performance of the Secured Obligations and (ii) the
Secured Creditor having no obligations under any Credit Document. Upon
discharge of the Security Interest and at the request and expense of the Obligor, the
-Secured Creditor will execute and deliver to the Obligor such financing statements
and other documents or instruments as the Obligor may reasonably require and the
Secured Creditor will redeliver to the Obligor, or as the Obligor may otherwise
direct the Secured Creditor, any Collateral in its possession. |

Section5.3  No Merger, Survival of Representations and Warranties.

. 'This Agreement does not operate by way of merger of any of the Secured
Obligations and no judgment recovered by the Secured Creditor wiil operate by way
of merger of, or in any way affect, the Security Interest, which is in addition to, and
not in substitution for, any other security now or hereafter held by the Secured
Creditor in respect of the Secured Obligations. The representations, warranties and
covenants of the Obligor in this Agreement survive the execution and delivery of
- this Agreement and any advances under the Secured Debenture. Notwithstanding
any investigation made by or on behalf of the Secured Creditor these covenants,
representations and warranties continue in full force and effect. :

Section 54 Further Assurances.

The Obligor will do all acts and things and execute and deliver, or cause to be
executed and delivered, all agreements, documents and instruments that the
Secured. Creditor may require and take all further steps relating to the Collateral or
any other property or assets of the Obligor that the Secured Creditor may require, .
including any -agreements, documents or instruments required under or in
connection with the Securities Transfer Act (Ontario) for (i) protecting the Collateral,
(ii) perfecting the Security Interest, and (iii) exercising all powers, authorities and
discretions conferred upon the Secured Creditor. After the Security Interest
becomes enforceable, the Obligor will do all acts and things and execute and deliver
all documents and instruments that the Secured Creditor may require for facilitating
the sale or other disposition of the Collateral in connection with its realization.

Section5.5  Supplemental Security.

This Agreement is in addition to, without prejudice to and supplemental to
all other security now held or which may hereafter be held by the Secured Creditor.
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Section 5.6  Successors and Assigns.

This Agreement is binding on the Obligor and its successors and assigns, and
enures to the benefit of the Secured Creditor and its successors and assigns. This
Agreement may be assigned by the Secured Creditor without the consent of, or "
notice to, the Obligor, to such Person as the Secured Creditor may determine and, in
such event, such Person will be entitled to all of the rights and remedies of the
Secured Creditor as set forth in this Agreement or otherwise. In any action brought
by an assignee to enforce any such right or remedy, the Obligor will not assert .
against the assignee any claim or defence which the Obligor now has or may have
against the Secured Creditor. The Obligor may not assign, transfer or delegate any
of its rights or obligations under this Agreement without the prior written consent of -
the Secured Creditor which may be unreasonably withheld.

Section 5.7  Amalgamation. - _ :

The Obligor acknowledges and agrees that in the event it amalgamates with
any other corporation or corporations, it is the intention of the parties that the -
Security Interest (i) subject to Section 24, extends to: (A) all of the property and
undertaking that any of the amalgamating corporations then owns, (B) all of the
property and undertaking that the amalgamated corporation thereafter acquires, (C)
all of the property and undertaking in which any of the amalgamating corporations
. then has any interest and (D) all of the property and undertaking in which the
amalgamated - corporation thereafter acquires any interest; and (ii) secures the
payment and performance of all debts, liabilities and obligations, present or future,
direct or indirect, absolute or contingent, matured or unmatured, at any time or
from time to time due or accruing due and owing by or otherwise payable by each
 of the amalgamating corporations and the amalgamated corporation to the Secured .
Creditor in any currency, however or wherever incurred, and whether incurred
- alone or jointly with another or others and whether as principal, guarantor or surety

and whether incurred prior to, at the time of or subsequent to the amalgamation.
The Security Interest attaches to the additional collateral at the time of

amalgamation and to any collateral thereafter owned or acquired by the

amalgamated corporation when such becomes owned or is acquired. Upon any .
such amalgamation, the defined term “Obligor” means, collectively, each of the
amalgamating corporations and the amalgamated corporation, the defined term
- “Collateral” means all of the property and undertaking and interests described in (i)
above, and the defined term “Secured Obligations” means the obligations described
In (ii} above.

Section 5.8  Severability.

If any court of competent jurisdiction from which no appeal exists or is taken,
determines any provision of this Agreement to be illegal, invalid or unenforceable,
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that provision will be severed from this Agreement and the remaining provisions
will remain in full force and effect.

'Section5.9 Amendment.

This Ag-réement may only be amended, supplemented or otherwise modified
by written agreement executed by the Secured Creditor and the Obligor. :

Section 5.10 Waivers, eic,

(1) . No consent or waiver by the Secured Creditor in respect of this Agreement is
binding unless made in writing and signed by an authorized officer of the
Secured Creditor. Any consent or waiver given under this Agreement is
effective only in the specific instance and for the specific purpose for which
given. No waiver of any of the provisions of this Agreement constitutes a
waiver of any other provision. = -

(2) A failure or delay on the part of the Secured Creditor in exercising a right

~ under this Agreement does not operate as a waiver of, or impair, any right of

the Secured Creditor however arising. A single or partial exercise of a right

on the part of the Secured Creditor does not preclude any other or further

exercise of that right or the exercise of any other right by the Secured
Creditor. o .

Section5.11 Application of Proceeds of Security. -

Al monies collected by the Secured Creditor upon the enforcement of its
rights and remedies under the Security Documents and the Liens created by them
including any sale or other disposition of the Collateral, together with all -other
monies received by the Secured Creditor under the Security Documents, will be
applied as provided in the Secured Debenture. To the extent any other Credit
Document requires proceeds of collateral under such Credit Document to be applied
in accordance with the provisions of this Agreement, the Secured Creditor shall
apply such proceeds in accordance with this Section. | o

Section 512 Conflict. _

In the event of any conflict between one or more provisions of this
Agreement, the provisions of the Secured Debenture and the provisions of the
Operating Loan Agreement which cannot be resolved by all such provisions being
complied with, the provisions contained in the Secured Debenture will prevail to the
- extent of such conflict.

Section5.13 Governing Law. : : :
This Agreement will be governed by, interpreted and enforced in accordance

‘with the laws of the Province of Ontario and the federal laws of Canada applicable

therein.
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Section 5.14 Termination, Survival.

Upon discharge of the Secunty Interest pursuant to Section 5.2 hereof, this
Agreement shall automatically terminate. The prowsmns of Article 5 shall survive
any termination of this Agreement.

IN WITNESS WHEREOF the Obhgor has executed ;us Agreement

T
TERCON IW T
o Authonzed S(Wfﬁcer /

#1263953 v1 |.4061837
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TERCON MRC LIMITED .

as Obligor

WEF FUND [II LIMITED PARTNERSHIP,
carrying on business as WELLINGTON FINANCIAL L¥
AND WELLINGTON FINANCIAL FUND IIT -

as Secured Créditor

SECURITY AGREEMENT

October 1, 2007
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SECURITY AGREEMENT

Security agreement dated as of QOctober 1, 2007 made by Tercon MRC Lizfﬁted
to and in favour of WF Pund III Limited Partnership, carrying on business as
Wellington Financial LP and Wellington Financial Fund IIL.

RECITALS:

(2)

(b)

)

The Borrower is- or will become indebted or liable to the Secured

Creditor pursuant to its Series A Secured Debentures in the aggregate

principal amount of $5,000,000.00 (Cdn.) dated October 1, 2007 (as the

same may be amended, restated, supplemented or replaced from time

to time, the “Secured Debenture”) and pursuant to an Operating Loan

Agreement between the Borrower and the Secured Party dated -
October 1, 2007 (as the same may be amended, restated, supplemented

or replaced from time to time, the “Operating Loan Agreement”);

To secure the due performance of the Borrower’s obligations to the
Secured Creditor under infer alia the Secured Debenture and the
Operating Loan Agreement, the Obligor has entered into a form of
Guarantee dated October 1, 2007 in favor of the Secured Creditor (as the
same may be amended, restated, supplemented or replaced from time
to time, the “Guarantee”); and

Pursuant to Section 4.1 of the Secured Debenture, the Obligor is
required to execute and deliver this Agreement in favour of the
Secured Creditor.

In consideration of the foregoing and other good and valuable consideration,
the receipt and adequacy of which are acknowledged, the Obligor agrees as follows.

Section 1.1

"ARTICLE 1
INTERPRETATION

Defined Terms.

As used in this Agreement, the following terms have the following meanings:

“Agreement” means this security agreement..

“Borrower” means Tercon Investments Lid.

“Collateral” has the meaning specified in Section 2.1.
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#Credit Documents” means the Secured Debenture, the Operating Loan Agreement,
this Agreement and each other Security Document (as such term is defined in the
Secured Debenture).

“Event of Default” has the meaning ascribed thereto in the Guarantee;
“Expenses” has the meaning specified in Section 2.2(b).

“Governmental Entity” means any international tribunal, agency, body commission
or other authority, any government, executive, parliament, legislature or local -
authority, or any governmental entity, ministry, department or agency or regulatory
authority, court, tribunal, commission or board of or within Canada, or any other
foreign jurisdiction, or any political subdivision of any thereof or any authority
having jurisdiction therein or any quasi governmental or private body exercising
any regulatory, expropriation or taxing authority under or for the account of any of
the above. : '

“Instruments” means (i) a bill, note or cheque within the meaning of the Bills of
Exchange Act (Canada) or any other writing that evidences a right to the payment of
money and is of a type that in the ordinary course of business is transferred by
delivery with any necessary endorsement or assignment, or (ii) a letter of credit and
an advice of credit if the letter or advice states that it must be surrendered upon
claiming payment thereunder, or (iii) chattel paper or any other writing that
evidences both a monetary obligation and a security interest in or a lease of specific
goods, or (iv) documents of title or any other writing that purports to be issued by or
addressed to a bailee and purports to cover such goods in the bailee’s possession as
are identified or fungible portions of an identified mass, and that in the ordinary
course of business is treated as establishing that the Person in possession of it is
entitled to receive, hold and dispose of the document and the goods it covers, or (v)
any document or writing commonly known as an instrument. S

“Intellectual Property” means domestic and foreign: (i) patents, applications. for
patents and reissues, divisions, continuations, renewals, extensions and
continuations-in-part of patents or patent applications; (i) proprietary and non-
public business information, including inventions (whether patentable or not),
invention disclosures, improvements, discoveries, trade secrets, confidential
information, know-how, methods, processes, designs, technology, technical data,
- schematics, formulae and customer lists, and documentation relating to any of the
foregoing; (iii) copyrights, copyright registrations and applications for copyright
registration; (iv) mask works, mask work registrations and applications for mask
work registrations; (v) designs, design registrations, design registration applications
and integrated circuit topographies; (vi) trade names, business names, corporate
names, domain names, website hames and world wide web addresses, common law
trade-marks, trade-mark registrations, trade-mark applications, trade dress and
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logos, and the goodwill associated with any of the foregoing (vil) computer
software and programs (both source code and object code formy), all proprietary
rights in the computer software and programs and all documentation and other
materials related to the computer software and programs; and (vii) any other
intellectual property and industrial property. | :

“Lien” means (i) any mortgage, charge, pledge, hypothecation, security interest,
assignment by way of security, encumbrance, lien (statutory or otherwise), hire
purchase agreement, conditional sale agreement, deposit arrangement, title
retention agreement or arrangement, or any other assignment, arrangement -or
condition that in substance secures payment or performance of an cbligation, (ii) any
trust arrangement, (iii) any arrangement which creates a right of set-off out of the
ordinary course of business, or (iv) any agreement to grant any such rights or
interests.

“Obligor” means Tercon MRC Limited, a corporation incorporated and existing
under the laws of British Columbia, and its successors and permitted assigns. -

“Registrable Intellectual Property” means any Intellectual Property in respect of
which ownership, title, security interests, charges or encumbrances are capable of
registration, recording or notation with any Governmental Entity -pursuant to
applicable laws.

“Restricted Asset” has the meaning specified in Section 2.4(1).

“Secured Creditor” means WF Fund Il Limited Partnership, carrying on business
as Wellington Financial LP and Wellington Financial Fund III and its successors and

assigns.

“Secured Obligations” has the meaning specified in Section 2.2(a).

“Security” means an obligation of an issuer or a share, participation or other interest
in anissuer or in property or an enterprise of an issuer,

(@)  that is represented by a security certificate in bearer form or registered
form, or the transfer of which may be registered on books maintained
for that purpose by or on behalf of the issuer,

(b)  that is one of a class or series, or by its terms is divisible into a class or
series, of shares, participations, interests or obligations, and

(€  that,

(@) is, or is of a type, dealt in or traded on securities exchanges or
securities markets, or :
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(i)  is a medium for investment and by.its terms expressly provides
that it is a security for the purposes of the Securities Transfer Act
(Ontario);

but excludes

(d) any ULCShares.

“Security Interest” has the meaning specified in Section 2.2,

4ULC Shares” means shares in any unlimited company or unlimited liability
corporation at any time owned or otherwise held by the Obligor.

Section 1.2 Iﬂferpretaﬁon.

1)

2

)

(5)

(6)

)

(8)

Terms defined in the Personal Property Security Act (Ontario) or the Securities
Transfer Act (Ontario) and used but not otherwise defined in this Agreement
have the same meanings. - '

Capitalized terms used in this Agreement but not defined have the meanings
given to them in the Secured Debenture. | 2

Any reference in any Credit Document to Liens permitted by the Secured
Debenture and any right of the Obligor to create or suffer to exist Liens
permitted by the Secured Debenture are not intended to and do not and will
not subordinate the Security Interest to any such Lien or give priority to any
Person over the Secured Creditor. ‘

In this Agreement the words “including”, “includes” and “include” mean
“including (or includes or include) without limitation”. The expressions
“Article”, “Section” and other subdivision followed by a number mean and
refer to the specified Article, Section or other subdivision of this Agreement. |

Any reference in this Agreement to gender includes all genders. Words
importing the singular number only include the plural and vice versa.

The division of this Agreement into Articles, Sections and other subdivisions
and the insertion of headings are for convenient reference only and do not
affect its interpretation. ‘

The schedules attached to this Agreement form an integral part of it for all
purposes of it.

Except as otherwise provided in this Agreement, any reference to this
Agreement, any Credit Document or any Security Document refers to this
Agreement or such Credit Document or Security Document as the same may
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have been or may from time to time be amended, modified, extended,
Tenewed, restated, replaced or supplemented and includes all schedules
attached to it. Except as otherwise provided in this Agreement, any reference
in this Agreement to a statute refers to such statute and all rules and
regulations made under it as the same may have been or may from time to
time be amended or re-enacted. |

ARTICLE2
SECURITY

Section21  Grant of Security.

Subject to Section 2.4, the Obligor grants to the Secured Creditor, a security
interest in, and assigns, mortgages, charges, hypothecates and pledges to the
Secured Creditor, all of the property and undertaking of the Obligor now owned or
hereafter acquired and all of the property and undertaking in which the Obligor
now has or hereafter acquires any interest (collectively, the “Collateral”) including
all of the Obligor’s: '

(8)  present and after-acquired personal property;

(b) inventory including goods held for sale, lease or resale, goods
furnished or to be furnished to third parties under contracts of lease,
consignment or service, goods which are raw materials or work in
process, goods used in or procured for packing and materials used or
consumed in the business of the Obligor;

<) equipment, machinery, furniture, fixtures, plant, vehicles and other
goods of every kind and description and all licences and other rights
“and all related records, files, charts, plans, drawings, specifications,
manuals and documents;

(d) accounts due or accruing and all related agreements, books, accounts,
invoices, letters, documents and papers recordmg, evidencing or
relating to them;

()  money, documents of title and chattel paper;

(f)  Instruments and Securities, including the Instruments and Securltles
listed in Schedule A;

(g) intangibles including all security interests, goodwill, choses in action,
contracts, contract rights, licenses and other contractual benefits;
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() Intellectual Property mcludmg the Registrable Intellectual Property
listed in Schedule B;

(i)  all substitutions and replacements of and increases, additions and,
-where applicable, accessions to the property described in Section 2.1(a)
through Section 2.1(h) inclusive; and :

()] all proceeds in any form derived directly or indirectly from any
dealing with all or any part of the property described in Section 2.1(a)
through Section 2.1() inclusive, including the proceeds of such
proceeds. -

Section 2.2 Secured Obligations.

The security interest, assighment, mortgage, charge, hypothecahon and
pledge granted by this Agreement (co]lectlvely, the “Security Interest”) secures the
payment and performance of:

(a)  all debts, 11ab111t1es and obligations, present or future, direct or indirect,
absolute or contingent, matured or unmatured, at any time or from
time to time due or accruing due and owing by or otherwise payable
by the Obligor to the Secured Creditor in any currency, however or
wherever incurred, and whether incurred by the Obligor alone or
jointly with another or others and whether as principal, guarantor or
surety and in whatever name or style (collectively, and together with
the Expenses, the “Secured Obligations”); and

(b)  all expenses, costs and charges incurred by or on behalf of the Secured
Creditor in connection with this Agreement, the Security Interest or the
Collateral, including all legal fees, court costs, receiver's or agent's
remuneration and other expenses of taking possession of, repairing,
protecting, insuring, preparing for disposition, realizing, collecting,
selling, transferring, delivering or obtaining payment for the
Collateral, and of taking, defending or participating in any action or
proceeding in connection with any of the foregoing matters or
otherwise in connection with the Secured Creditor's interest in any
Collateral, whether or not directly relating to the enforcement of this
Agreement or any other Credit Document (collectively, the
“Expenses”).

Section 2.3 Attachment.

(1)  The Obligor acknowledges that (i) value has been given, (ii) it has rights in
the Collateral (other than after-acquired Collateral), (iii) it has not agreed to
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postpone the time of attachment of the Security Interest, and (iv) it has
received a copy of this Agreement.

The Obligor shall not permit any of the Securities at any time to be or to
become uncertificated securities.

The Obligor delivers to and deposits with the Secured Creditor any and all
certificates evidencing the Securities listed in Schedule A, together with, in
each case, a stock power duly endorsed in blank for transfer and an
irrevocable directors or other applicable resolution of entity in from which the
Securities are issued, consenting to the transfer by the Obligor and the
Obligor hereby grants control over such Securities to the Secured Creditor in
accordance with the provisions of the Securities Transfer Act (Ontario). The
Obligor also delivers to and deposits with the Secured Creditor any
promissory note or other Instruments evidencing any amount payable in
excess of $100,000 or evidencing any rights to goods having a value in excess
of $100,000. '

If the Obligor acquires any Securities or any Instruments (other than
Instruments evidencing amounts payable of less than $100,000 or evidencing

- any rights to goods having a value less than $100,000), the Obligor will notify

the Secured Creditor in writing and provide the Secured Creditor with a
revised Schedule A recording the acquisition and particulars of such
Instruments or Securities within 5 days after such acquisition. Upon request
by the Secured Creditor, the Obligor will promptly deliver to and deposit
with the Secured Creditor, or cause the Secured Creditor to have control over,
such Securities or Instruments (other than Instruments evidencing amounts
payable of less than $100,000 or evidencing any rights to goods having a
value less than $100,000) as security for the Secured Obligations. The Obligor
will also promptly inform the Secured Creditor in writing of the acquisition
by the Obligor of any ULC Shares. : :

Atthe request of the Secured Creditor the Obligor will (i) cause the transfer of

any Securities or Instruments to the Secured Creditor to be registered
wherever such registration may be required or advisable in the reasonable
opinion of the Secured Creditor, (ii) duly endorse any such Securities or
Instruments for transfer in blank or register them in the name of the Secured
Creditor or its nominee or otherwise as the Secured Creditor may reasonably
direct, (iii) immediately deliver to the Secured Creditor any and all consents
or other documents which may be necessary to effect the transfer of any such
Securities or Instruments to the Secured Creditor or any third party and (iv)
deliver to or otherwise cause the Secured Creditor to have control over such

. Securities or Instruments in accordance with the provisions of the Securities
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Transfer Act (Ontario). Upon the discharge of the Security Interest in
accordance with Section 5.2 hereof, the Secured Creditor shall promptly cause
all Securities or Instruments transferred to it or to any third party pursuant to
this Section 2.3(5) to be transferred back to the Obligor including duly
endorsing any such Securities or Instruments for transfer back to the Obligor
and delivering to the Obligor any and all consents or other documents which
may be necessary to effect the transfer of any such Securities or Instruments
to the Obligor.

(6)  The Obligor will promptly notify the Secured Creditor in writing of the
acquisition’ by the Obligor of .any Registrable Intellectual Property. The
Obligor will provide the Secured Creditor with a.revised Schedule B
recording the acquisition and particulars of such additional Intellectual
Property.

Section 24  Scope of Security Interest.

(1)  To the extent that an assignment of amounts payable and other proceeds
arising under or in connection with, or the grant of a security interest in any
agreement, licence, permit or quota of the Obligor would result in the
termination of such agreement, licence, permit or quota (each, a “Restricted
Asset”), the Security Interest with respect to each Restricted Asset will
constitute a trust created in favour of the Secured Creditor pursuant to which
the Obligor holds as trustee all proceeds arising under or in connection with
the Restricted Asset in trust for the Secured Creditor on the following basis:

(@)  until the Security Interest is enforceable and subject to the Secured
Debenture, the Obligor is entitled to receive all such proceeds; and

(b)  whenever the Security Interest is enforceable, (i) all rights of the

. Obligor to receive such proceeds cease and all such proceeds will be

immediately paid over to the Secured Creditor and (ii} the Obligor will

take all actions requested by the Secured Creditor to collect and
enforce payment and other rights arising under the Restricted Asset.

The Obligor will use all commercially reasonable efforts to obtain the consent
of each other party to any and all Restricted Assets to the assignment of such
Restricted Asset to the Secured Creditor in accordance with this Agreement.
The Obligor will also use all commercially reasonable efforts to ensure that all
agreements entered into on and after the date of this Agreement expressly
permit assignments of the benefits of such agreements as collateral security to
the Secured Creditor in accordance with the terms of this Agreement.

(2} The Security Interest with respect to trade-marks constitutes a security
interest in, and a charge, hypothecation and pledge of, such Collateral in
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favour of the Secured Creditor, but does not constitute an assignment or
mortgage of such Collateral to the Secured Creditor. -

(3)  Until the Security Interest is enforceable, the grant of the Security Interest in
the Intellectual Property does not affect in any way the Obligor's rights to
commercially exploit the Intellectual Property, defend it, enforce the Obligor's
rights in it or with respect to it against third parties in any court or claim and
be entitled to receive any damages with respect to any infringement of it.

(@)  The Security Interest does not extend to consumer goods or ULC Shares.

(5)  The Security Interest does not extend or apply to the last day of the term of
' any lease or sublease of real property or any agreement for a lease or sublease
of real property, now held or hereafter acquired by the Obligor, but the
Obligor will stand possessed of any such last day upon trust to assign and
dispose of it as the Secured Creditor may reasonably direct.

Section25  Grant of Licence to Use Intellectual Property.

At such time as the Secured Creditor is lawfully entitled to exercise its rights
and remedies under Article3, the Obligor grants to the Secured Creditor an
irrevocable, nonexclusive licence (exercisable without payment of royalty or other
compensation to the Obligor) to use, assign or sublicense any Intellectual Property in
which the Obligor has rights wherever the same may be located, including in such
licence access to (i) all media in which any of the licensed items may be recorded or
stored, and (ii) all software and computer programs used for compilation or print-
out. The license granted under this Section is to enable the Secured Creditor to
exercise its rights and remedies under Article 3 and for no other purpose.

Section 2.6 - Care and Custody of Collateral.

(1) - The Secured Creditor has no obhgatlon to keep Collateral in its possession
identifiable, ‘

2y The Secured Creditor may, after the Security Interest is enforceable, (i) notify
~ any Person obligated on an Instrument, Security or account to make
payments to the Secured Creditor, whether or not the Obligor was previously
making collections on such accounts, chattel paper, instruments, and (i)
assume control of any proceeds arising from the Collateral.

(3)  The Secured Creditor has no obligation to collect dividends, distributions or
interest payable on, or exercise any option or right in connection with, any .
Securities or Instruments. The Secured Creditor has no obligation to protect
or preserve any Securities or Instruments from depreciating in value or
becoming worthless and is released from all responsibility for any loss of
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value. In the physical keeping of any Securities, the Secured Creditor is only
obliged to exercise the same degree of care as it would exercise with respect
to its own Securities kept at the same place.

Section 2.7  Rights of the Obligor.

(1)  Until the Security Interest is enforceable, the Obligor is entitled to vote the
Securities that are part of the Collateral and to receive all dividends and
distributions on such Securities. In order to allow the Obligor to vote any
Securities registered in the Secured Creditor's name or the name of its
nominee, at the request and the expense of the Obligor, the Secured Creditor
will, prior to the Security Interest being enforceable, and may, after the
Security Interest is enforceable, execute valid proxies appointing
proxyholders to attend and act at meetings of shareholders, and execute
resolutions in writing, all pursuant to the relevant provisions of the issuer's
governing legislation. Whenever the Security Interest is enforceable, all rights
of the Obligor to vote (under any proxy given by the Secured Creditor (or its
nominee) or otherwise) or to receive distributions or dividends cease and all
such rights become vested solely and absolutely in the Secured Creditor.

(2)  Any distributions or dividends received by the Obligor contrary to
Section 2.7(1) or any other moneys or property received by the Obligor after
the Security Interest is enforceable will be received as trustee for the Secured
Creditor and shall be immediately paid over to the Secured Creditor.

Section 2.8 Expenses

The Obligor is liable for and will pay on demand by the Secured Creditor any
and all Expenses.

ARTICLE 3
ENFORCEMENT

Section3.1  Enforcement. _

The Security Interest becomes and is enforceable against the Obligor upon the
occurrence and during the continuance of an Event of Default.
Section 3.2 Remedies.

Whenever the Security Interest is enforceable, the Secured Creditor may
realize upon the Collateral and enforce the rights of the Secured Creditor by:

(a) entry onto any premises where Collateral consisting of tangible
- personal property may be located;
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entry into possession of the Collateral by any method permitted by
law;

sale, grant of options to purchase, or lease of all or any part of the
Collateral;

holding, storing and keeping idle or operatmg all or any part of the
Collateral;

exercising and enforcing all rights and remedies of a holder of the
Securities and Instruments as if the Secured Creditor were the absolute
owner thereof (including, if necessary, causing the Collateral to be
registered in the name of the Secured Creditor or its nominee if not
already done);

collection of any proceeds arising in respect of the Collateral;
collection, realization or sale of, or other dealing with, accounts;

license or sublicense, whether on an exclusive or nonexclusive basis, of
any Intellectual Property for such term and on such conditions and in
such manner as the Secured Creditor in its sole judgment determings
(taking into account such provisions as may be necessary to protect
and preserve such Intellectual Property);

instruction to any bank which has entered into a control agreement
with the Secured Creditor to transfer all moneys, Securities and
Instruments held by such depositary bank to an account maintained
with or by the Secured Creditor;

application of any moneys consﬁfuting_CoIlateral or proceeds thereof
in accordance with Section 5.11;

appointment by instrument in writing of a receiver (which term as
used in this Agreement includes a receiver and manager) or agent of
all or any part of the Collateral and removal or replacement from time
to time of any receiver or agent;

institution of proceedings in any court of competent jurisdiction for the
appointment of a receiver of all 6r any part of the Collateral;

institution of proceedings in any court of competent juﬁsdiction for
sale or foreclosure of all or any part of the Collateral; -
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filing of proofs of claim and other documents to establish claims to the
Collateral in any proceeding relating to the Obligor; and

any other remedy or proceeding authorized or permitted under the
Personal Property Security Act (Ontario)or otherwise by law or equity.

Additional Rights..

In addition to the remedies set forth in Section3.2 and elsewhere in this '
Agreement, whenever the Security Interest is enforceable, the Secured Creditor may:

(a)

(b)

(©)

(d)

require the Obligor, at the Obligor's expense, to assemble the Collateral
at a place or places designated by notice in writing and the Obligor
agrees to so assemble the Collateral immediately upon receipt of such
notice; ' : '

require the Obligor, by notice in writing, to disclose to the Secured
Creditor the location or locations of the Collateral and the Obligor
agrees to promptly make such disclosure when so required;

repair, process, modify, complete or otherwise deal with the Collateral
and prepare for the disposition of the Collateral, whether on the
premises of the Obligor or otherwise; :

redeem any prior security interest against any Collateral, procure the
transfer of such security interest to itself, or settle and pass the
accounts of the prior mortgagee, chargee or encumbrancer (any
accounts to be conclusive and binding on Obligor);

(®)

(f)

(8)

pay any liability secured by any Lien against any Collateral (the
Obligor will immediately on demand reimburse the Secured Creditor
for all such payments);

carry on all or any part of the business of the Obligor and, to the
exclusion of all others including the Obligor, enter upon, occupy and
use all or any of the premises, buildings, and other property of or used
by the Obligor for such time as the Secured Creditor sees fit, free of
charge, and the Secured Creditor is not liable to the Obligor for any
act, omission or negligence in so doing or for any rent, charges,
depreciation or damages incurred in connection with or resulting from
such action;

borrow for the purpose of carrying on the business of the Obligor or
for the maintenance, preservation or protection of the Collateral and
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' grant a security interest in the Collateral, whether or not in priority to
the Security Interest, to secure repayment; :

(h) commence, continue or defend any judicial or administrative
proceedings for the purpose of protecting, seizing, collecting, realizing
or obtaining possession or payment of the Collateral, and give good
and valid receipts and discharges in respect of the Collateral and
compromise or give time for the payment or performance of all or any
part of the accounts or any other obligation of any third party to the
Obligor; and ‘

1) at ahy public sale, and to the extent permitted by law on any private
sale, bid for and purchase any or all of the Collateral offered for sale
and upon compliance with the terms of such sale, hold, retain and
dispose 6f such Collateral without any further accountability to the
Obligor or any other Person with respect to such holding, retention or
disposition, except as required by law. In any such sale to the Secured
Creditor, the Secured Creditor may, for the purpose of making
payment for all or any part of the Collateral so purchased, use any
claim for Secured Obligations then due and payable to it as a credit
against the purchase price.

Section 3.4 = Exercise of Remedies.

The remedies under Section 3.2 and Section 3.3 may be exercised from time to

time separately or in combination and are in addition to, and not in substitution for,
any other rights of the Secured Creditor however arising or created. The Secured
Creditor is not bound to exercise any right or remedy, and the exercise of rights and
remedies is without prejudice to the rights of the Secured Creditor in respect of the
* Secured Obligations including the right to claim for any deficiency. -

Section 3.5 Receiver's Powers.

(1)

(2

Any receiver appointed by the Secured Creditor is vested with the rights and
remedies which could have been exercised by the Secured Creditor in respect
of the Obligor or the Collateral and such other powers and discretions as are .
granted in the instrument of appointment and any supplemental instruments.
The identity of the receiver, its replacement and its remuneration are within
the sole and unfettered discretion of the Secured Creditor.

Any receiver appointed by the Secured Creditor will act as agent for the
Secured Creditor for the purposes of taking possession of the Collateral, but
otherwise and for all other purposes (except as provided below), as agent for
the Obligor. The receiver may sell, lease, or otherwise dispose of Collateral as
agent for the Obligor or as agent for the Secured Creditor as the Secured
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Creditor may determine in its discretion. The Obligor agrees to ratify and
confirm all actions of the receiver acting as agent for the Obligor, and to
release and indemnify the receiver in respect of all such actions.

(3)  The Secured Creditor, in appointing or refraining from appointing any
receiver, does not incur liability to the receiver, the Obligor or otherwise and
is not responsible for any misconduct or negligence of such receiver.

Section 3.6  Appointment of Attorney.

The Obligor hereby irrevocably constitutes and appoints the Secured Creditor
(and any officer of the Secured Creditor) the true and lawful attorney of the Obligor.
As the attorney of the Obligor, the Secured Creditor has the power to exercise for -
and in the name of the Obligor with full power of substitution, upon the occurrence
and during the continuance of an Event of Default, any of the Obligor's right
(including the right of disposal), title and interest in and to the Collateral including
the execution, endorsement, delivery and transfer of the Collateral to the Secured
Creditor, its nominees or transferees, and the Secured Creditor and its nominees or
transferees are hereby empowered to exercise all rights and powers and to perform
all acts of ownership with respect to the Collateral to the same extent as the Obligor
might do. This power of attorney is irrevocable, is coupled with an interest, has
been given for valuable consideration (the receipt and adequacy of which is
acknowledged) and survives, and does not terminate upon, the bankruptcy,
dissolution, winding up or insolvency of the Obligor. This power of attorney
extends to and is binding upon the Obligor’s successors and permitted assigns. The
Obligor authorizes the Secured Creditor to delegate in writing to another Person any
power and authority of the Secured Creditor under this power of attorney as may be
necessary or desirable in the opinion of the Secured Creditor, and to revoke or
suspend such delegation. The power of attorney granted by the Obligor hereby
shall automatically terminate and be of no further force or effect upon the discharge -
of the Security Interest in accordance with Section 5.2 hereof.

Section3.7  Dealing with the Cellateral.

(1)  The Secured Creditor is not obliged to exhaustits recourse against the
Obligor or any other Person or against any other security it may hold in
respect of the Secured Obligations before realizing upon or otherwise dealing
with the Collateral in such manner as the Secured Creditor may consider
desirable. ‘

(2)  The Secured Creditor may grant extensions or other indulgences, take and
give up securities, accept compositions, grant releases and discharges and
otherwise deal with the Obligor and with other Persons, sureties or securities
as it may see fit without prejudice to the Secured Obligations, the liability of
the Obligor or the rights of the Secured Creditor in respect of the Collateral.
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(3)  Except as otherwise provided by law or this Agreement, the Secured Creditor
is not (i) liable or accountable for any failure to collect, realize or obtain
payment in respect of the Collateral, (ii) bound to institute proceedings for
the purpose of collecting, enforcing, realizing or obtaining payment of the
Collateral or for the purpose of preserving any rights of any Persons in
respect of the Collateral, (iii} responsible for any loss occasioned by any sale
or other dealing with the Collateral or by the retention of or failure to sell or
otherwise deal with the Collateral, or (iv) bound to protect the Collateral from
depreciating in value or becoming worthless.

Section 3.8 Standards of Sale..

Without prejudice to the ability of the Secured Creditor to dispose of the
Collateral in any manner which is commercially reasonable, the Obligor
acknowledges that: ‘

(@)  the Collateral may be disposed of in whole or in part;

(b)  the Collateral may be diéposed of by public auction, public tender or
private contract, with or without advertising and without any other
formality; '

(¢}  any assignee of such Collateral may be the Secured Creditor or a
customer of any such Person;

(d) any sale conducted by the Secured Creditor will be at such time and
place, on such notice and in accordance with such procedures as the
Secured Creditor, in its sole discretion, may deem advantageous;

(e)  the Collateral may be disposed of in any manner and on any terms
necessary to avoid violation of applicable law (including compliance
with such procedures as may restrict the number of prospective
bidders and purchasers, require that the prospective bidders and
purchasers have certain qualifications, and restrict the prospective
bidders and purchasers to Persons who will represent and agree that
they are purchasing for their own account for investment and not with
a view to the distribution or resale of the Collateral) or in order to
obtain any required approval of the disposition {(or of the resulting
purchase) by any governmental or regulatory authority or official;

{f) a disposition of the Collateral may be on such terms and conditions as
to credit or otherwise as the Secured Creditor, in its sole discretion,
may deem advantageous; and
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(g) the Secured Creditor may establish an upset or reserve bid or price in
respect of the Collateral.

Section3.9  Dealings by Third Parties.

(1) No Person dealing with the Secured Creditor or an agent or receiver is
required to determine (i) whether the Security Interest has become
enforceable, (ii) whether the powers which such Person is purporting to
exercise have become exercisable, (iii) whether any money remains due to the
Secured Creditor by the Obligor, (iv) the necessity or expediency of the
stipulations and conditions subject to which any sale or lease is made, (v) the
propriety or regularity of any sale or other dealing by the Secured Creditor

- with the Collateral, or (vi) how any money paid to Secured Creditor has been
applied. '

(2)  Any bona fide purchaser of all or any part of the Collateral from the Secured
Creditor or any receiver or agent will hold the Collateral absolutely, free from
any claim or right of whatever kind, including any equity of redemption, of
the Obligor, which it specifically waives (to the fullest extent permitted by
law) as against any such purchaser together with all rights of redemption,
stay or appraisal which the Obligor has or may have under any rule of law or
statute now existing or hereafter adopted.

| ARTICLE 4
REPRESENTATIONS, WARRANTIES AND COVENANTS

Section 4.1  General Representations, Warranties and Covenants,

The Obligor represents and warrants and covenants and agrees,
acknowledging and confirming that the Secured Creditor is relying on such
representations, warranties, covenants and agreements, that:

(@)  Continuous Perfection. Schedule C sets out the Obligor's place of
business or, if more than one, the Obligor’s chief executive office. Such
place of business or chief executive office, as the case may be, has been
located at such address for the 60 days immediately preceding the date
of this Agreement. Schedule C also sets out the address at which the
books and records of the Obligor are located, the address at which
senior management of the Obligor are located and conduct their
deliberations and make their decisions with respect to the business of
the Obligor and the address from which the invoices and accounts of
the Obligor are issued. The Obligor will not change the location of any
of these items, people or addresses without providing at least 30 days
prior written notice to the Secured Creditor. Except for sales of
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inventory made in the ordinary course of business, the Collateral, to

‘the extent not delivered to the Collateral Agent pursuant to

Section 2.3(3), has been kept for the 60 days immediately preceding the
date of this Agreement and will be kept at those locations listed on
Schedule C, and the Obligor will not remove the Collateral from such
locations, without providing at least 30 days prior written notice to the
Secured Creditor. The Obligor will not change its name in any manner
without providing at least 30 days prior written notice to the Secured

.Creditor.

Restriction on Disposition. The Obligor will not sell, assign, convey,

~exchange, lease, release or abandon, or otherwise dispose of, any

Collateral except as expressly permitted in the Secured Debenture.

Negative Pledge. The Obligor will not create or suffer to exist, any
Lien on the Collateral, except for Liens permitted by the Secured
Debenture.

Account Debtors. None of the account debtors in respect of any
accounts, chattel paper or intangibles and none of the obligors in
respect of any Instruments included in the Collateral as of the date
hereof is (i) a Governmental Entity, or (i} in the case of any account in
excess of $100,000, is located outside of Canada or the United States of
America. :

Securities and Instruments.

(i) Schedule A lists all Securities and Instruments owned or held
by the Obligor on the date of this Agreement and all such
Securities are represented by certificated securities.

(i)  Securities that are Collateral have been, where applicable, duly
‘and validly issued and acquired and are fully paid and non-
assessable. Schedule A sets out, for each class of Securities
listed in the schedule, the percentage amount that such
Securities represent of all issued and outstanding Securities of
that class.

(iiiy Except as described in Schedule A, no transfer restrictions apply
to the Securities and Instruments listed in Schedule A. The
Obligor has delivered to the Secured Creditor copies of all
shareholder, partnership-or trust agreements applicable to each .
issuer of such Securities and Instruments which are in the
Obligor’s possession or control.
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(iv) No Person has or will have any written or oral option, warrant,
right, call, commitment, conversion right, right of exchange or
other agreement or any right or privilege (whether by law, pre-
emptive or contractual) capable of becoming an option, warrant,
right, call, commitment, conversion right, right of exchange or
other agreement to acquire any right or interest in any of the
Securities and Instruments that are Collateral. '

(v) The Securities that are Collateral constitute, where applicable,
the legal, valid and binding obligation of the obligor of such
Securities, enforceable in accordance with their terms, subject
only to any limitation under applicable laws relating to (i)
bankruptcy, insolvency, fraudulent conveyance, arrangement,
reorganization or creditors’ rights generally, and (ii) the
discretion that a court may exercise in the granting of equitable
remedies. ' '

(vi) The pledge, assignment and' delivery to the Secured Creditor of
the Collateral consisting of certificated Securities pursuant to
this Agreement creates a valid and perfected first ranking
security interest in such certificated Securities, and the proceeds
of them. Such Securities and the proceeds from them are not
subject to any prior Lien or any agreement purporting to grant
to any third party a Lien on the property or assets of the Obligor
which - would include the Securities except for Permitted
Encumbrances. The Secured Creditor is entitled to all the rights,
priorities and benefits afforded by the Personal Property Security
Act (Ontario) or other relevant personal property security -
legislation as enacted in any relevant jurisdiction ‘to perfect
security interests in respect of such Collateral.

® Status of Accounts Collateral. The Obligor will maintain books and
records pertaining to the Collateral in such detail, form and scope as
the Secured Creditor reasonably requires, and keep all originals of the
chattel paper which evidence accounts at locations specified on
Schedule B. The Obligor will immediately notify the Secured Creditor
if any account in excess of $500,000 arises out of contracts with any
Governmental Entity, and execute any instruments and take any steps
required by the Secured Creditor in order that all moneys due or to
'become due under the contract are assigned to the Secured Creditor
and notice of such assignment is given to the Governmental Entity.
The Obligor will also immediately notify the Secured Creditor if any
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account in excess of $500,000 is with an account debtor located outside
of Canada or the United States of America. '

Additional Security Perfection and Protection of Security Interest.
The Obligor will grant to the Secured Creditor, security interests,

assignments, mortgages, charges, hypothecations and pledges in such
property and undertaking of the Obligor that is not subject to a valid
and perfected first ranking security interest (subject only to Permitted
Liens) constituted by the Security Documents, in each relevant
jurisdiction as determined by the Secured Creditor. The Obligor will
perform all acts, execute and deliver all agreements, documents and
instruments and take such other steps as are requested by the Secured.
Creditor at any time to register, file, signify, publish, perfect, maintain,
protect, and enforce the Security Interest including: (i) executing,

" recording and filing of financing or other statements, and paying all

taxes, fees and other charges payable, (ii) placing notations on its
books of account to disclose the Security Interest, (iii) delivering
acknowledgements, confirmations and subordinations that may be
necessary to ensure that the Security Documents constitute a valid and
perfected first ranking security interest (subject omly to Permitted
Liens), (iv) executing and delivering any agreements, documents and
instruments that may be needed under or in cornection with the
Securities Transfer Act (Ontario) and (v) delivering opinions of counsel
in respect of matters contemplated by this paragraph. The documents
and opinions contemplated by this paragraph must be in form and
substance satisfactory to the Secured Creditor.

Representations, Warranties and Covenants Concerning
- Intellectual Property. |

 The Obligor represents and warrants and covenants and agrees,
acknowledging and confirming that the Secured Creditor is relying on such
representations, warranties, covenants and agreements, that:

(@)

(b)

Schedule B lists all Registrable Intellectual Property that is owned by
the Obligor on the date of this Agreement.

All Registrable Intellectual Property of the Obligor is valid, subsisting,

- unexpired and enforceable, has not been abandoned and, to the

knowledge of the Obligor, does not infringe the Intellectual Property
rights of any other Person.
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No decision or judgment has been rendered by any Governmental
Entity which would limit, cancel or question the validity of, or the
Obligor’s rights in, any Intellectual Property in any respect.

No action or proceeding is pending, or, to the knowledge of the

. Obligor, threatened, on the date hereof seeking to limit, cancel or

question the validity of any Intellectual Property or the Obligor’s
ownership interest therein, or which, if adversely determined, would
have a Material adverse effect on the value of any . Intellectual

Property.

The Obligor will take all reasonable and necessary steps, including in
any proceeding before the Canadian Intellectual Property Office or any
similar Governmental Entity of any jurisdiction, to maintain and .
pursue each application (and to obtain the relevant registration) and to

maintain each registration of the material Registrable Intellectual

Property, including, without limitation, filing of applications for
renewal, affidavits of use and affidavits of incontestability.

In the event that any material Intellectual Property of the Obligor is
infringed, misappropriated or diluted by a third party, the Obligor will
(i) take such actions as the Obligor reasonably deems appropriate
under the circumstances to protect such Intellectual Property and (ii) if
such Intellectual Property is of material economic value, promptly
notify the Secured Creditor after it learns thereof and sue for
infringement, misappropriation or dilution, to seek injunctive relief
where appropriate and to recover any and all damages for such
infringement, misappropriation or dilution.

Immediately upon the request of the Secured Creditor, the Obligor will
furnish the Secured Creditor in writing the description of all
Registrable Intellectual Property or applications for Registrable
Intellectual Property of the Obligor. In addition, the Obligor will
deliver to the Secured Creditor a copy of the certificate of registration
of, or application for, such Registrable Intellectual Property with a
Confirmation of Security Interest in the form of Schedule D in respect
of such Registrable Intellectual Property confirming the assignment for
security of such Registrable Intellectual Property to the Secured
Creditor and immediately make all such filings, registrations and
recordings as are necessary or appropriate to perfect the Security
Interest granted to the Secured Creditor in the Registrable Intellectual

Property.
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ARTICLE 5
GENERAL

Section 5.1  Notices. .
| Any notice, direction or other communication (each a “Notice”) given

regarding the matters contemplated by this Agreement must be in writing, sent by
personal delivery, courier or facsimile (but not by electronic mail) and addressed:

(a)  to the Secured Creditor at:

WE Fund III Limited Partnership
161 Bay Street

Suite 2520 ,

Toronto, ON MB5] 251

Attention: Mark McQueen
Facsimile:  416-682-1160

with a copy to:

Minden Gross LLP

145 King Street West
Suite 2200

Toronto, ON M5H 4G2

Attention:  Daniel Rothberg -
Facsimile:  416-864-9223

-(b) tothe Obligor at:

Tercon MRC Limited

#100 - 2079 Falcon Road
Kamloops, BC V2C 4]2
Attention:  Mr. Milan Soucek
Facsimile:  (250) 372-1555

A Notice is deemed to be delivered and received (i) if sent by personal delivery, on
the date of delivery if it is a Business Day and the delivery was made prior to 4:00
. p.m. (local time in place of receipt) and otherwise on the next Business Day, (ii) if
sent by same-day service courier, on the date of delivery if sent on a Business Day
and delivery was made prior to 4:00 p.m. (local time in place of receipt) and
otherwise on the next Business Day, (iii) if sent by overnight courier, on the next
Business Day, or (iv) if sent by facsimile, on the Business Day following the date of
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confirmation of transmission by the originating facsimile. A party may change its
address for service from time to time by providing a Notice in accordance with the -
foregoing. Any subsequent Notice must be sent to the party at its changed address.
Any element of a party’s address that is not specifically changed in a Notice will be
assumed not to be changed. : '

Section5.2  Discharge.
The Security Interest will not be discharged except by a written release or

discharge signed by the Secured Creditor. The Obligor will be entitled to require a

discharge by notice to the Secured Creditor upon, but only upon, (i) full and
indefeasible payment and performance of the Secured Obligations and (i) the
Secured Creditor having no obligations under any Credit Document. Upon
discharge of the Security Interest and at the request and expense of the Obligor, the
Secured Creditor will execute and deliver to the Obligor such financing statements
and other documents or instruments as the Obligor may reasonably require and the
Secured Creditor will redeliver to the Obligor, or as the Obligor may otherwise
direct the Secured Creditor, any Collateral in its possession.

Section5.3  No Merger, Survival of Representations and Warranties.

This Agreement does not operate by way of merger of any of the Secured
Obligations and no judgment recovered by the Secured Creditor will operate by way
of merger of, or in any way affect, the Security Interest, which'is in addition to, and
not in substitution for, any other security now or hereafter held by the Secured
Creditor in respect of the Secured Obligations. The representations, warranties and

' covenants of the Obligor in this Agreement survive the execution and delivery of

this Agreement and any advances under the Secured Debenture. Notwithstanding
any investigation made by or on behalf of the Secured Creditor these covenants,

_representations and warranties continue in full force and effect.

Section 5.4  Further Assurances. |
The Obligor will do all acts and things and execute and deliver, or cause to be

executed and delivered, all agreements, documents and instruments that the

Secured Creditor may require and take all further steps relating to the Collateral or -
any other property or assets of the Obligor that the Secured Creditor may require,
including any agreements, documents or instruments required under or in
connection with the Securities Transfer Act (Ontario) for (i) protecting the Collateral,
(i) perfecting the Security Interest, and (i) exercising all powers, authorities and
discretions conferred upon the Secured Creditor. After the Security Interest
becomes enforceable, the Obligor will do all acts and things and execute and deliver
all documents and instruments that the Secured Creditor may require for facilitating
the sale or other disposition of the Collateral in connection with its realization.
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Section5.5  Supplemental Security.

This Agreement is in addition to, without prejudice to and supplemental to
all other security now held or which may hereafter be held by the Secured Creditor.

Section5.6  Successors and Assigns.

This Agreement is binding on the Obligor and its successors and assigns, and
enures to the benefit of the Secured Creditor and its successors and assigns. This
“Agreement may be assigned by the Secured Creditor without the consent of, or
notice to, the Obligor, to such Person as the Secured Creditor may determine and, in
such event, such Person will be entitled to all of the rights and remedies of the
Secured Creditor as set forth in this Agreement or otherwise. In any action brought
by an assignee to enforce any such right or remedy, the Obligor will not assert
against the assignee any claim or defence which the Obligor now has or may have
against the Secured Creditor. The Obligor may not assign, transfer or delegate any
of its rights or obligations under this Agreement without the prior written consent of
the Secured Creditor which may be unreasonably withheld.

Section5.7 Amalgamation.

The Obligor acknowledges and agrees that in the event it amalgamates with
any other corporation or corporations, it is the intention of the parties that the
Security Interest (i) subject to Section 2.4, extends to: (A) all of the property and
undertaking that any of the amalgamating corporations then owns, (B) all of the
property and undertaking that the amalgamated corporation thereafter acquires, (C)
all of the property and undertaking in which any of the amalgamating corporations
then has any interest and (D) all of the property and undertaking in which the
amalgamated corporation thereafter acquires any interest; and (ii) secures the
payment and performance of all debts, liabilities and obligations, present or future,
direct or indirect, absolute or contingent, matured or unmatured, at any time or
from time to time due or accruing due and owing by or otherwise payable by each
of the amalgamating corporations and the amalgamated corporation to the Secured
Creditor in any currency, however or wherever incurred, and whether incurred
alone or jointly with another or others and whether as principal, guarantor or surety
and whether incurred prior to, at the time of or subsequent to the amalgamation.
The Security Interest attaches to the additional collateral at the time of
amalgamation and to any collateral thereafter owned or acquired by the
amalgamated corporation when such becomes owned or is acquired. Upon any
such amalgamation, the defined term “Obligor” means, collectively, each of the
amalgamating corporations and the amalgamated corporation, the defined term
“Collateral” means all of the property and undertaking and interests described in (i)
above, and the defined term “Secured Obligations” means the obligations described
in (ii) above.
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Section5.8  Severability.

If any court of competent jurisdiction from which no appeal exists or is taken,
determines any provision of this Agreement to be illegal, invalid or unenforceable,
that provision will be severed from this Agreement and the remaining provisions
will remain in full force and effect. o

Section 5.9 - Amendment.

This Agreement may only be amended, supplemented or otherwise modified
by written agreement executed by the Secured Creditor and the Obligor. '

Section 510 Waivers, etc.

(1) No consent or waiver by the Secured Creditor in respect of this Agreement is -

binding unless made in writing and signed by an authorized officer of the
Secured Creditor. Any consent or waiver given under this Agreement is
effective only in the specific instance and for the specific purpose for which
given. No waiver of any of the provisions of this' Agreement constitutes a
waiver of any other provision.

(2) ‘A failure or delay on the part of the Secured Creditor in exercising a right
under this Agreement does not operate as a waiver of, or impair, any right of
the Secured Creditor however arising, A single or partial exercise of a right
on the part of the Secured Creditor does not preclude any other or further
exercise of that right or the exercise of any other right by the Secured
Creditor. '

Section 5.11 Application of Proceeds of Security.

All monies collected by the Secured Creditor upon the enforcement of its
rights and remedies under the Security Documents and the Liens created by them
including any sale or other disposition of the Collateral, together with all other
monies received by the Secured Creditor under the Security Documents, will be
applied as provided in the Secured Debenture. To the extent-any other Credit
Document requires proceeds of collateral under such Credit Document to be applied
in accordance with the provisions of this Agreement, the Secured Creditor shall
apply such proceeds in accordance with this Section.

Section 5.12 Conflict. _ !

In the event of any conflict between one or more provisions of this
Agreement, the provisions of the Secured Debenture and the provisions of the
Operating Loan Agreement which cannot be resolved by all such provisions being
complied with, the provisions contained in the Secured Debenture will prevail to the
extent of such conflict.
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~ Section 5.13 Governing Law.

This Agreement will be governed by, interpreted and enforced in accordanée
with the laws of the Province of Ontario and the federal laws of Canada applicable

therein.
Section 5.14 Termination; Survival.

Upon discharge of the Security Interest pursuant to Section 5.2 hereof, this
Agreement shall automatically terminate. The provisions of Article 5 shall survive
any termination of this Agreement.

IN WITNESS WHEREOF the Obligor has executed th1 Agreement.

/

TERCON MRC LI TED

Per:

Authonzed Si g O cer
L

#1264127 v1 | 4061837
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TERCON EQUIPMENT LTD.
as Obligor

and

WE FUND III LIMITED PARTNERSHIP,
carrying on business as WELLINGTON FINANCIALLP
AND WELLINGTON FINANCIAL FUND IIT

as Secured Creditor

'SECURITY AGREEMENT
. October 1, 2007
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SECURITY AGREEMENT

Security agreement dated as of October 1, 2007 made by Tercon Equipment
Ltd. to and in favour of WF Fund 1II Limited Partnership, carrying on business as
Wellington Financial LP and Wellington Financial Fund I1I.

RECITALS:
(a)

The Borrower is or will become indebted or liable to the Secured
Creditor pursuant to its Series A Secured Debentures in the aggregate
principal amount of $5,000,000.00 (Cdn.) dated October 1, 2007 (as the

ssame may be amended, restated, supplemented or replaced from time

to time, the “Secured Debenture”) and pursuant to an Operating Loan

- Agreement between the Borrower and the Secured Party ‘dated

(b)

()

October 1, 2007 (as the same may be amended, restated, supplemented
or replaced from time to time, the “Operating Loan Agreement”);

To secure the due performance of the Borrower's obligations to the
Secured Creditor under infer glia- the Secured Debenture-and the
Operating Loan Agreement, the Obligor has entered into a form of
Guarantee dated October 1, 2007 in favor of the Secured Creditor (as the
same may be amended, restated, supplemented or replaced from time

to time, the “Guarantee”); and '

Pursuant to Section 4.1  of the Secured Debenture, the Obligor is
required to execute and deliver this Agreement in favour of the
Secured Creditor.

 In consideration of the foregoing and other good and valuable consideration,
the receipt and adequacy of which are acknowledged, the Obligor agrees as follows.

Section 1.1

ARTICLE1
INTERPRETATION

Defined Terms.

As used in this Agreement, the following terms have the following meanings:

“Agreement” means this Security agreement.

“Borrower” means Tercon Investments Ltd.

“Collateral” has the meaning specified in Section 2.1.
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“Credit Documents” means the Secured Debenture, the Operating Loan Agreement,
this Agreement and each other Security Document (as such term is defined in the
Secured Debenture).

“Event of Default” has the meaning ascribed thereto in the Guarantee;

“Expenses” has the meaning épecified in Section 2.2(b).

“Governmental Entity” means any international tribunal, agency, body commission
or other authority, any government, executive, parliament, legislature or local
authority, or any governmental entity, ministry, department or agency or regulatory
authority, court, tribunal, commission or board of or within Canada, or any other
foreign jurisdiction, or any political subdivision of any thereof or any authority
having jurisdiction therein or any quasi governmental or private body exercising
any regulatory, expropriation or taxing authority under or for the account of any of
the above. :

“Instruments” means (i) a bill, note or cheque within the meaning of the Bills of
Exchange Act (Canada) or any other writing that evidences a right to the payment of
money and is of a type that in the ordinary course of business is transferred by
delivery with any necessary endorsement or assignment, or (ii) a letter of credit and

. an advice of credit if the letter or advice states that it must be surrendered upon

claiming payment thereunder, or (iii) chattel paper or any other writing that
evidences both a monetary obligation and a security interest in or a lease of specific
goods, or (iv) documents of title or any other writing that purports to be issued by or
addressed to a bailee and purports to cover such goods in the bailee’s possession as
are identified or fungible portions of an identified mass; and that in the ordinary
course of business is treated as establishing that the Person in possession of it is
entitled to receive, hold and dispose of the document and the goods it covers, or (v)

~ any document or writing commonly known as an instrument.

“Intellectual Property” means domestic and foreign: (i) patents, applications for
patents and reissues, djvisions, continuations, renewals, extensions and
continuations-in-part of patents or patent applications; (i) proprietary and non-
public business information, including inventions (whether patentable or not),
invention disclosures, improvements, discoveries, trade secrets, confidential
information, know-how, methods, processes; designs, technology, technical data,
schematics, formulae and customer lists, and documentation relating to any of the
foregoing; (iii) copyrights, copyright registrations and applications for copyright
registration; (iv) mask works, mask work registrations and applications for mask
work registrations; (v) designs, design registrations, design registration applications
and integrated circuit topographies; (vi) trade names, business names, corporate
names, domain names, website names and world wide web addresses, common law

trade-marks, trade-mark registrations, frade-mark applications, trade dress and
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logos, and the goodwill associated with any of the foregoing; (vii) computer
software and programs (both source code and object code form), all proprietary
rights in the computer software and programs and all documentation and other
materials related to the computer software and programs; and (viii) any other
intellectual property and industrial property.

“Lien” means (i) any mortgage, charge, pledge, hypothecation, security interest,
assignment by way of security, encumbrance, lien (statutory or otherwise), hire
purchase agreement, conditional sale agreement, deposit arrangement, title
retention agreement or arrangement, or any other assignment, arrangement or
condition that in substance secures payment or performance of an obligation, (ii) any
trust arrangement, (iii) any arrangement which creates a right of set-off out of the
ordinary course of busmess, or (iv) any agreement to grant any such rights or
interests. :

“Obligor” means Tercon Equipment Ltd., a corporation incorporated and existing
under the laws of British Columbia, and its successors and permitted assigns. '

“Registrable Intellectual Property” means any Intellectual Property in respect of
which ownership, title, security intetests, charges or ericumbrances are capable of
regjistration, recording or notation with any Governmental Entity pursuant to
applicable laws. '

“Restricted Asset” has the meaning specified in Section 2.4(1).

“Secured Creditor” means WF Fund III Limited Partnership, carrying on business
as Wellington Financial LP and Wellington Financial Fund III and its successors and .

assigns.
~ “Secured Obligations” has the meaning specified in Section 2.2(a).

“Security” means an obhgatmn of an issuer or a share, parnc1pat10n or other interest
in an issuer or in property or an enterprise of an issuer,

(a) thatis represented by a security cert:iﬁcate in bearer form or registered
form, or the transfer of which may be registered on books maintained
for that purpose by or on behalf of the issuer,

(b) thatis one of a class or series, or by its terms is divisible into a class or
series, of shares, participations, interests or obligations, and . '

() that,

(1) is, or is of a type, dealt in or traded on securities exchanges or

securities rnarkets or
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(i)  is a medium for investment and by its terms expressly provides
that it is a security for the purposes of the Securities Transfer Act
(Ontario);

but excludesl

(d) any ULC Shares.

“Security Interest” has the meaning specified in Section 2.2.

“ULC Shares” means shares in any unlimited. company or unhrmted liability
corporation at any time owned or otherwise held by the Obligor.

Section 1.2  Interpretation.

(1)

)

- ()

4)

()

(6)

)

8)

Terms defined in the Personal Property Security Act (Ontano) or the Securities
Transfer Act (Ontario) and used but not otherwise defined in this Agreement
have the same meanings.

Cap1ta]1zed terms used in this Agreement but not defined have the mear\mgs

. given to them in the Secured Debenture.

Any reference in any Credit Document to Liens permitted by the Secured
Debenture and any right of the Obligor to create or suffer to exist Liens
permitted by the Secured Debenture are not intended to and do not and will
not subordinate the Security Interest to any such Lien or give priority to any
Person over the Secured Creditor. '

In this Agreement the words “including”, “includes” and “include” mean
“including (or includes or include) without limitation”. The expressions

“ Article”, “Section” and other subdivision followed by a number mean and

refer to the specified Article, Section or other subdivision of this Agreement.

Any reference in this Agreement to gender includes all genders. Words
importing the singular number only include the plural and vice versa.

The division of this Agreement into Articles, Sections and other subdivisions
“and the insertion of headings are for convenient referénce only and do not

affect its interpretation.

The schedules attached to this Agreement form an integral part of it for all
purposes of it.

Except as otherwise provided in this Agreement, ‘any reference to this
Agreement, any Credit Document or any Security Document refers to this
Agreement or such Credit Document or Security Document as the same may
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have been or may from time to time be amended, modified, extended,
renewed, restated, replaced or supplemented and includes all schedules
attached to it. Except as otherwise provided in this Agreement, any reference
in this Agreement to a statute refers to such statute and all rules and
regulations made under it as the same may have been or may from time to
time be amended or re-enacted.

Section 2.1

ARTICLE 2
SECURITY

Grant of Security.

Subject to Section2.4, the Obligor grants to the Secured Creditor, a security
interest in, and assigns, mortgages, charges, hypothecates and pledges to the
Secured Creditor, all of the property and undertaking of the Obligor now owned or
hereafter acquired and all of the property and undertaking in which the Obligor
now has or hereafter acquires any interest (collectively, the “Collateral”) including
all of the Obligor’s: ‘

(2)
(b)

(©)

(d)

)

(8)

present and after-acquired personal property;

inventory including .goods held for sale, lease or resale, goods
furnished or to be furnished to third parties under contracts of lease,
consignment or service, goods which are raw materials or work in

- process, goods used in or procured for packing and materials used or

consumed in the business of the Obligor;

equipment, machinery, furniture, fixtures, plant, vehicles and other
goods of every kind and description and all licerces and other rights
and all related records, files, charts, plans, drawings, specifications,
manuals and documents;

accounts due or accruing and all related agreements, books, accounts,
invoices, letters, documents and papers recording, evidencing or
relating to them;

money, documents of title and chattel paper;

Instruments and Securities, including the Instruments and Securities-
listed in Schedule A; -

intangibles including all security interests, goodwill, choses in action, . -
contracts, contract rights, licenses and other contractual benefits;
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(h)  Intellectual Prbperty including the Registrable Intellectual Property °
listed in Schedule B;

(i)  all substitutions and replacements of and increases, additions and,
where applicable, accessions to the property described in Section 2.1(a)
through Section 2.1(h) inclusive; and

G) all proceeds in any form derived directly or indirectly from any
dealing with all or any part of the property described in Section 2.1(a)
through Section 2.1(i) inclusive, including the proceeds of such
proceeds.

‘Section 2.2 Secured Obligations.

The security interest, assignment, mortgage, charge, hypothecation and
pledge granted by this Agreemient (collectlvely, the “Security Interest”) secures the
payment and performance of:” :

(@ all debts liabilities and obhgatlons, present or future, direct or indirect,
* absolute or contingent, matured or unmatured, at any time or from
time to time due or accruing due and owing by or otherwise payable
by the Obligor to the Secured Creditor in any currency, however or
wherever incurred, and whether incurred by the Obligor alone or
jointly with another or others and whether as principal, guarantor or
surety and in whatever name or style (collectively, and together with

the Expenses, the “Secured Obligations”); and

(b)  all expenses, costs and charges incurred by or on behalf of the Secured
Creditor in connection with this Agreement, the Security Interest or the
Collateral, including all legal fees, court costs, receiver's or agent's
remuneration and other expenses of taking possession of, repairing,
protecting, insuring, preparing for disposition, realizing, collecting,
selling, transferring, delivering or obtaining payment for the
Collateral, and of taking, defending or participating in any action or
proceeding in connection with any of the foregoing matters or
otherwise in connection with the Secured Creditor's interest in any
Collateral, whether or not directly relating to the enforcement of this
Agreement or any other Credit Document (collectively, the
“Expenses”).

Section 2.3 Attachment.

(1)  The Obligor acknowledges that (i) value has been given; (it) it has rights in’
the Collateral (other than after-acquired Collateral), (iii) it has not agreed to
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postpone the time of attachment of the Security Interest, and (iv) it has
received a copy of this Agreement.

The Obligor shall not permit any of the Securities at any time to be or to
become uncertificated securities.

The Obligor delivers to and deposits with the Secured Creditor any and all
certificates evidencing the Securities listed in Schedule A, together with, in
each case, a stock power duly endorsed in blank for transfer and an
irrevocable directors or other applicable resolution of entity in from which the

Securities are issued, consenting to the transfer by the Obligor and the

Obligor hereby grants control over such Securities to the Secured Creditor in
accordance with the provisions of the Securities Transfer Act (Ontario). The
Obligor also delivers to and deposits with the Secured Creditor any
promissory note or other Instruments evidencing any amount payable in
excess of $100,000 or evidencing any rights to goods having a value in excess
of $100,000. :

If the Obligor acquires any Securities or any Instruments (other than
Instruments evidencing amounts payable of less than $100,000 or evidencing
any rights to goods having a value less than $100,000), the Obligor will notify
the Secured Creditor in writing and provide the Secured Creditor with a
revised Schedule A recording the acquisifon and particulars of such
Instruments or Securities within 5 days after such acquisition. Upon request
by the Secured Creditor, the Obligor will promptly deliver to and deposit
with the Secured Creditor, or cause the Secured Creditor to have control over,
such Securities or Instruments (other than Instruments evidencing amounts
payable of less than $100,000 or evidencing any rights to goods ‘having a
value less than $100,000) as security for the Secured Obligations. The Obligor

- will also promptly inform the Secured Creditor in writing of the acquisition
" by the Obligor of any ULC Shares. ' |

At the request of the Secured Creditor the Obligor will (i) cause the transfer of
any Securities or Instruments to the Secured Creditor to be registered
wherever such registration may be required or advisable in the reasonable
opinion of the Secured Creditor, (ii) duly endorse any such Securities or
Instruments for transfer in blank or register them in the name of the Secured
Creditor or its nominee or otherwise as the Secured Creditor may reasonably
direct, (iii) immediately deliver to the Secured Creditor any and all consents
or other documents which may be necessary to effect the transfer of any such
Securities or Instruments to the Secured Creditor or any third party and (iv)
deliver to or otherwise cause the Secured Creditor to have control over such

. Securities or Instruments in accordance with the provisions of the Securities
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Tr ansfer Act (Ontano) Upon the discharge of the Security Interest in
accordance with Section 5.2 hereof, the Secured Creditor shall promptly cause
all Securities or Instruments transferred to it or to any third party pursuant to
this Section 2.3(5) to be transferred back to the Obligor including duly
endorsing any such Securities or Instruments for transfer back to the Obligor
and delivering to the Obligor any and all consents or other documents which
may be necessary to effect the transfer of any such Securities or Instruments-
to the Obligor.

The Obligor will promptly notify the Secured Creditor in writing of the
acquisition by the Obligor of any Registrable Intellectual Property. The
Obligor will provide the Secured Creditor with a revised Schedule B
recording the acquisition and particulars of such additional Intellectual
Property.

Section24  Scope of Security Interest.

(1)

2

To the extent that an assignment of amounts payable and other proceeds
arising under or in connection with, or the grant of a security interest in any
agreement, licence, permit or quota of the Obligor would result in the
termination of such agreement, licence, permit or quota (each, a “Restricted
Asset”), the Security Interest with respect to each Restricted Asset will
constitute a trust created in favour of the Secured Creditor pursuant to which

" the Obligor holds as trustee all proceeds arising under or in connection with

the Restricted Asset in trust for the Secured Creditor on the following basis:

(a)  until the Security Interest is enforceable and subject to the Secured
Debenture, the Obligor is entitled to receive all such proceeds; and

(b)  whenever the Security Interest is enforceable, (i) all rights of the
Obligor to receive such proceeds cease and all such proceeds will be
immediately paid over to the Secured Creditor and (ii) the Obligor will
take all actions requested by the Secured Creditor to collect and
enforce payment and other rights arising under the Restricted Asset.

The Obligor will use all commercially reasonable efforis to obtain the consent
of each other party to any and all Restricted Assets to the assignment of such
Restricted Asset to the Secured Creditor in accordance with this Agreement.
The Obligor will also use all commercially reasonable efforts to ensure that all
agreements entered into on and after the date of this Agreement expressly
permit assignments of the benefits of such agreements as collateral security to
the Secured Creditor in accordance with the terms of this Agreement.

The Security Interest with respect to trade-marks constitutes a security
interest in, and a charge, hypothecation and pledge of, such Collateral in
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favour of the Secured Creditor, but does not constitute an assignment or
mortgage of such Collateral to the Secured Creditor.

(3)  Until the Security Interest is enforceable, the grant of the Security Interest in
the Intellectual Property does not affect in any way the Obligor's rights to
‘commercially exploit the Intellectual Property, defend it, enforce the Obligor's
rights in it or with respect to it against third parties'in any court or claim and

be entitled to receive any damages with respect to any infringement of it.

(4)  The Security Interest does not extend to consumer goods or ULC Shares.

(5)  The Security Interest does not extend or apply to the last day of the term of
any lease or sublease of real property or any agreement for a lease or sublease
of real property, now held or hereafter acquired by the Obligor, but the
Obligor will stand possessed of any such last day upon trust to assign and
dispose of it as the Secured Creditor may reasonably direct.

Section2.5  Grant of Licence to Use Intellectual Property.

_ At such time as the Secured Creditor is lawfully entitled to exercise its rights
and remedies under Article3, the Obligor grants to the Secured Creditor an
irrevocable, nonexclusive licence (exercisable without payment of royalty or other
compensation to the Obligor) to use, assign or sublicense any Intellectual Property in
which the Obligor has rights wherever the same may be located, including in such
licence access to (i) all media in which any of the licensed items may be recorded or
stored, and (i) all software and computer programs used for compilation or print-
out. The license granted under this Section is to enable the Secured Creditor to
exercise its rights and remedies under Article 3 and for no other purpose.

' Section26  Care and Custody of Collateral.

(1)  The Secured. Creditor has no obligation to keep Collateral in its possession
‘ identifiable.

(2)  The Secured Creditor may, after the Security Interest is enforceable, (i) notify
any Person obligated on an Instrument, Security or account to make
payments to the Secured Creditor, whether or not the Obligor was previously
making collections on such accounts, chattel paper, instruments, and (ii)
assume control of any proceeds arising from the Collateral.

(3)  The Secured Creditor has no obligation to collect dividends, distributions or
interest payable on, or exercise any option or right in connection with, any
Securities or Instruments. The Secured Creditor has no obligation to protect
or preserve any Securities or Instruments from depreciating in value or
becoming worthless and is released from all responsibility for any loss of

IADBENTEROOAWEL TODOCS Dt 2 67 DOCS)-1264116-v1-Tercon Equipment Lud. - Security Apreemest DOC



-10-

value. Inthe physical keeping of any Securities, the Secured Creditor is only
obliged to exercise the same degree of care as it would exercise with respect
to its own Securities kept at the same place.

Section27  Rights of the Obligor.

(1) - Until the Security Interest is enforceable, the Obligor is entitled to vote the
Securities that are part of the Collateral and to receive all dividends and
distributions on such Securities. In order to allow the Obligor to vote any
Securities registered in the Secured Creditor's name or the name of its
nominee, at the request and the expense of the Obligor, the Secured Creditor
will, prior to the Security Interest being enforceable, and may, after the
Security Interest is enforceable, execute valid proxies appointing
proxyholders to attend and act at meetings of shareholders, and execute
resolutions in writing, all pursuant to the relevant provisions of the issuer's
governing legislation. Whenever the Security Interest is enforceable, all rights
of the Obligor to vote (under any proxy given by the Secured Creditor (or its
nominee) or otherwise) or to receive distributions or dividends cease and all
such rights become vested solely and absolutely in the Secured Creditor.

(2) Any distributions or dividends received by the Obligor contrary to
Section 2.7(1) or any other moneys or property received by the Obligor after
the Security Interest is enforceable will be received as trustee for the Secured
Creditor and shall be immediately paid over to the Secured Creditor.

Section 2.8 Expenses.. .

The Obligor is liable for and will pay on demand by the Secured Creditor any
and all Expenses. '

- ARTICLE 3
ENFORCEMENT

Section 3.1 Enforcement.

The Security Interest becomes and is enforceable against the Obh'gdr upon the
- occurrence and during the continuance of an Event of Default.. : '

Section 3.2 Remedies.

Whenever the Security Interest is enforceable, the Secured Creditor inay
realize upon the Collateral and enforce the rights of the Secured Creditor by:

(a) entry onto any premises where Collateral consisting of tangible
personal property may be located;
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(b)
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(d)

(e)

®
(g)
(h)

()

@

(k)

@

(o)
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entry into possession of the Collateral by any method permitted by
law; '

sale, grant of options to purchase, or lease of all or any part of the
Collateral; ‘

holding, storing and keeping idle or operating all or any part of the
Collateral;

exercising and enforcing all rights and remedies of a holder of the
Securities and Instruments as if the Secured Creditor were the absolute
owner thereof (including, if necessary, causing the Collateral to be
registered in the name of the Secured Creditor or its nominee if not
already done); ‘

collection of any proceeds arising in respect of the Collateral;
collection, realization or sale of, or other dealing with, accounts;

license or sublicense, whether on an exclusive or nonexclusive basis, of
any Intellectual Property for such term and on such conditions and in
such manner as the Secured Creditor in its sole judgment determines
(taking into account such provisions as may be necessary to protect
and preserve such Intellectual Property); '

instruction to any bank which has entered into a control agreement
with the Secured Creditor to transfer all moneys, Securities and
Instruments held by such depositary bank to an account maintained
with or by the Secured Creditor;

application of any moneys constituting Collateral or proceeds thereof
in accordance with Section 5.11;

appointment by instrument in writing of a receiver (which term as
used in this Agreement includes a receiver and manager) or agent of
all or any part of the Collateral and removal or replacement from time
to time of any receiver or agent; :

institution of proceedings in any court of competent jurisdiction for the
appointment of a receiver of all or any part of the Collateral;

institution of proceedings in any court of competent jurisdiction for
sale or foreclosure of all or any part of the Collateral;
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Section 3.3

~12-

filing of proofs of claim and other documents to establish claims to the

‘Collateral in any proceeding relating to the Obligor; and

any other remedy or proceeding authorized or permitted under the
Personal Property Security Act (Ontario) or otherwise by law or equity.

Additional Rights.

In addition to the remedies set forth in Section3.2 and elsewhere in this
Agreement, whenever the Security Interest is enforceable, the Secured Creditor may:

(@)

(b)

©

(d)

(6

(8)

require the Obligor, at the Obligor's expense, to assemble the Collateral
at a place or places designated by notice in writing and the Obligor
agrees to so assemble the Collateral immediately upon receipt of such
notice;

require the Obligor, by notice in writing, to disclose to the Secured
Creditor the location or locations of the Collateral and the Obligor
agrees to promptly make such disclosure when so required;

repair, process, modify, complete or otherwise deal with the Collateral
and prepare for the disposition of the Collateral, whether on the

- premises of the Obligor or otherwise;

redeem any prior security interest against any Collateral, procure the.
transfer of such security interest to itself, or settle and pass the
accounts of the prior mortgagee, chargee or encumbrancer (any
accounts to be conclusive and binding on Obligor);

pay any lability secured by any Lien against any Collateral (the
Obligor will immediately on demand reimburse the Secured Creditor
for all such payments);

carry on all or any part of the business of the Obligor and, to the
exclusion of all others including the Obligor, enter upon, occupy and
use all or any of the premises, buildings, and other property of or used
by the Obligor for such time as the Secured Creditor sees fit, free of
charge, and the Secured Creditor is not liable to the Obligor for any
act, omission or negligence in so doing or for any rent, charges,
depreciation or damages incurred in connection with or resulting from
such action; -

borrow for the purpese of carrying on the business of the Obligor or
for the maintenance, preservation or protection of the Collateral and
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grant a security interest in the Collateral, whether or not in priority to
‘the Security Interest, to secure repayment;

(h) commence, continue or defend any judicial or administrative
proceedings for the purpose of protecting, seizing; collecting, realizing
or obtaining possession or payment of the Collateral, and give good
and valid receipts and discharges in respect of the Collateral and
compromise or give time for the payment or performance of all or any
part of the accounts or any other obligation of any third party to the
Obligor; and

(i)  at any public sale, and to the extent permitted by law on any private
sale, bid for and purchase any or all of the Collateral offered for sale
and upon compliance with the terms of such sale, hold, retain and
dispose of such Collateral without any further accountability to the
Obligor or any other Person with respect to such holding, retention or
disposition, except as required by law. In any such sale to the Secured
Creditor, the Secured Creditor may, for the purpose of making
payment for all or any part of the Collateral so purchased, use any
claim for Secured Obligations then due and payable to it as a credit
against the purchase price. '

Section 3.4 Exercise of Remedies.

The remedies under Section 3.2 and Section 3.3 may be exercised from time to
time separately or in combination and are in addition to, and not in substitution for,
any other rights of the Secured Creditor however arising or created. The Secured
Creditor is not bound to exercise any right or remedy, and the exercise of rights and
remedies is without prejudice to the rights of the Secured Creditor in respect of the
Secured Obligations including the right to claim for any deficiency.

Section 3.5 Receiver's Powers.

(1)  Any receiver appointed by the Secured Creditor is vested with the rights and
remedies which could have been exercised by the Secured Creditor in respect
of the Obligor or the Collateral and such other powers and discretions as are
granted in the instrument of appointment and any supplemental instruments:
The identity of the receiver, its replacement and its remuneration are within
the sole and unfettered discretion of the Secured Creditor.

(2)  Any receiver appointed by the Secured Creditor will act as agent for the
Secured Creditor for the purposes of taking possession of the Collateral, but
otherwise and for all other purposes (except as provided below), as agent for
the Obligor. The receiver may sell, lease, or otherwise dispose of Collateral as
agent for the Obligor or as agent for the Secured Creditor as the Secured
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Creditor may determine in its discretion. The Obligér agrees to ratify and
confirm all actions of the receiver acting as agent for the Obligor, and to
release and indemmify the receiver in respect of all such actions. :

(3) The Secured Creditér, in appointing or refraining from appointing any
- receiver, does not incur liability to the receiver, the Obligor or otherwise and
is not responsible for any misconduct or negligence of such receiver.

Section 3.6  Appointment of Attorney.

The Obligor hereby irrevocably constitutes and appoints the Secured Creditor
(and any officer of the Secured Creditor) the true and lawful attorney of the Obligor. -
As the attorney of the Obligor, the Secured Creditor has the power to exercise for
and in the name of the Obligor with full power of substitution, upon the occurrence
and during the continuance of an Event of Default, any of the Obligor's right
(including the right of disposal), title and interest in and to the Collateral including
the execution, endorsement, delivery and transfer of the Collateral to the Secured
Creditor, its nominees or transferees, and the Secured Creditor and its nominees or
transferees are hereby empowered to exercise all rights and powers and to perform
all acts of ownership with respect to the Collateral to the same extent as the Obligor
might do. This power of attorney is irrevocable, is coupled with an interest, has
been given for valuable consideration (the receipt and adequacy of which is
acknowledged) and survives, and does not terminate upon, the bankruptcy,

dissolution, winding up or insolvency of the Obligor. This power of attorney

extends to and is binding upon the Obligor’s successors and permitted assigns. The
Obligor authorizes the Secured Creditor to delegate in writing to another Person any
power and authority of the Secured Creditor under this power of attorney as may be
necessary or desirable in the opinion of the Secured Creditor, and to revoke or
suspend such delegation. The power of attorney granted by the Obligor hereby

‘shall automatically terminate and be of no further force or effect upon the discharge

of the Security Interest in accordance with Section 5.2 hereof.

Section 3.7 Dealmg with the Collateral.

(1)  The Secured Creditor is not obliged to exhaust its recourse against the

. Obligor or any other Person or against any other security it may hold in
respect of the Secured Obligations before realizing upon or otherwise dealing
with the Collateral in such manner as the Secured Creditor may consider
desirable.

(2)  The Secured Creditor may grant extensions or other indulgences, take and
give up securities, accept compositions, grant releases and discharges and
otherwise deal with the Obligor and with other Persons, sureties or securities
as it may see fit without prejudice to the Secured Obligations, the liability of
the Obligor or the rights of the Secured Creditor in respect of the Collateral.
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(3)  Except as otherwise provided by law or this Agreement, the Secured Creditor

' is not (i) liable or accountable for any failure to collect, realize or obtain

payment in respect of the Collateral, (i) bound to institute proceedings for

‘the purpose of collecting, enforcing, realizing or obtaining payment of the

Collateral or for the purpose of preserving any rights of any Persons in

respect of the Collateral, (iii) responsible for any loss occasioned by any sale

or other dealing with the Collateral or by the retention of or failure to sell or

otherwise deal with the Collateral, or (iv) bound to protect the Collateral from
depreciating in value or becoming worthless. :

Section 3.8

Standards of Sale.

Without prejudice to the ability of the Secured Creditor to dispose of the
Collateral in any manner which is commercially reasonable, the ~Obligor
acknowledges that: '

@)
(®)

(€)

(d)

(€)

()

the Collateral may be disposed of in whole or in part;

the Collateral may be disposed of by public auction, public tender or

_ private contract, with or without advertising and without any other

formality;

any assignee of such Collateral may be the Secured Creditor or a
customer of any such Persory; :

any sale conducted by the Secured Creditor will be at such time and
place, on such notice and in accordance with such procedures as the
Secured Creditor, in its sole discretion, may deem advantageous;

the Collateral may be disposed of in any manner and on any terms
necessary to avoid violation of applicable law (including compliance
with such procedures as may restrict the number of prospective
bidders and purchasers, require that the prospective bidders and
purchasers have certain qualifications, and restrict the prospective
bidders and purchasers to Persons who will represent and agree that
they are purchasing for their own account for investment and not with
a view to the distribution or resale of the Collateral) or in order to
obtain any required approval of the disposition {or of the resulting
purchase) by any governmental or regulatory authority or official;

a disposition of the Collateral may be on such terms and conditions as
to credit or otherwise as the Secured Creditor, in its sole discretion,
may deem advantageous; and
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(g) the Secured Creditor may establish an upset or reserve bid or price in -
respect of the Collateral.

Section 3.9  Dealings by Third Parties.

)

2)

No Person dealing with the Secured Creditor or an agent or receiver is
required to determine (i) whether the Security Interest has become
enforceable, (ii) whether the powers which such Person is purporting to
exercise have become exercisable, (iii) whether any money remains due to the
Secured Creditor by the Obligor, (iv) the necessity or expediency of the
stipulations and conditions subject to which any sale or lease is made, (v) the
propriety or regularity of any sale or other dealing by the Secured Creditor
with the Collateral, or {vi) how any money paid to Secured Creditor has been
applied. .

Any bona fide purchaser of all or any part of the Collateral from the Secured
Creditor or any receiver or agent will hold the Collateral absolutely, free from
any claim or right of whatever kind, including any equity of redemption, of
the Obligor, which it specifically waives (to the fullest extent permitted by
law) as against any such purchaser together with all rights of redemption,
stay or appraisal which the Obligor has or may have under any rule of law or
statute now existing or hereafter adopted.

| ARTICLE 4
REPRESENTATIONS, WARRANTIES AND COVENANTS

Section41  General Representations, Warranties and Covenants.

The Obligor represents and warrants' and covenants ~and agrees,

acknowledging and confirming that the Secured Creditor is relying on such
representations, warranties, covenants and agreements, that:

(a) Continuous Perfection. Schedule C sets out the Obligor's place of
business or, if more than one, the Obligor’s chief executive office. Such
place of business or chief executive office, as the case may be, has been
located at such address for the 60 days immediately preceding the date
of this Agreement. Schedule C also sets out the address at which the
books and records of the Obligor are located, the address at which
senjor management of the Obligor are located and conduct their
deliberations and make their decisions with respect to the business of
the Obligor and the address from which the invoices and accounts of
the Obligor are issued. The Obligor will not change the location of any
of these items, people or addresses without providing at least 30 days
prior written notice to the Secured Creditor. Except for sales of
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inventory made in the ordinary course of business, the Collateral, to

the extent not delivered to the Collateral Agent pursuant to
Section 2.3(3), has been kept for the 60 days immediately preceding the
date of this Agreement and will be kept at those locations listed on
Schedule C, and the Obligor will not remove the Collateral from such
locations, without providing at least 30 days prior written notice to the

Secured Creditor. The Obligor will not change its name in any manner. -

without providing at least 30 days prior written notice to the Secured
Creditor.

Restriction on Disposition. The Obligor will not sell, assign, convey,
exchange, lease, release or abandon, or otherwise dispose of, any
Collateral except as expressly permitted in the Secured Debenture.

Negative Pledge. The Obligor will not create or suffer to exist, any
Lien on the Collateral, except for Liens permitted by the Secured
Debenture. :

Account Debtors. None of the account debtors in respect of any
accounts, chattel paper or intangibles and none of the obligors in
respect of any Instruments included in the Collateral as of the date
hereof is (i) a Governmental Entity, or (ii) in the case of any account in
excess of $100,000, is located outside of Canada or the United States of
America. -

Securities and Instruments.

(i) Schedule A lists all Securities and Instruments owned or held
by the Obligor on the date of this Agreement and all such
Securities are represented by certificated securities.

(i)  Securities that are Collateral have been, where applicable, duly
and validly issued and acquired and are fully paid and non-
assessable. Schedule A sets out, for each class of Securities
listed in the schedule, the percentage amount that such
Securities represent of all issued and outstanding Securities of
that class.

(i)  Except as described in Schedule A, no transfer restrictions apply
to the Securities and Instruments listed in Schedule A. The
Obligor has delivered to the Secured Creditor copies of all
shareholder, partnership or trust agreements applicable to each
issuer of such Securities and Instruments which are in the
Obligor’s possession or control. '
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(iv) . No Person has or will have any written or oral option, warrant,
right, call, commitment, conversion right, right of exchange or
other agreement or any right or privilege (whether by law, pre-
emptive or contractual) capable of becoming an option, warrant,
right, call, commitment, conversion right, right of exchange or

. other agreement to acquire any right or interest in any of the
Securities and Instruments that are Collateral. -

(v)  The Securities that are Collateral constitute, where applicable,
the legal, valid and binding obligation of the obligor of such
Securities, enforceable in accordance with their terms, subject
only to any limitation under applicable laws relating to (i)
bankruptcy, insolvency, fraudulent conveyance, arrangement,
reorganization or creditors’ rights generally, and (ii) the
discretion that a court may exercise in the granting of equitable
remedies.

(vi)  The pledge, assignment and delivery to the Secured Creditor of
the Collateral consisting of certificated Securities pursuant to
this Agreement creates a valid and perfected first ranking

. security interest in such certificated Securities, and the proceeds
of them. Such Securities and the proceeds from ﬂ'Lem are niot
subject to any prior Lien or any agreement purporting to grant
to any third party a Lien on the property or assets of the Obligor
which would include the Securities except for Permitted
Encumbrances. The Secured Creditor is entitled to all the rights;
priorities and benefits afforded by the Personal Property Security
Act (Ontario) or other relevant personal property security
legislation as enacted in any relevant jurisdiction to perfect
security interests in respect of such Collateral.

(f) Status of Accounts Collateral. The Obligor will maintain books and
records pertaining to the Collateral in such detail, form and scope as
the Secured Creditor reasonably requires, and keep all originals of the
chattel paper which evidence accounts at locations specified on

" Schedule B. The Obligor will immediately notify the Secured Creditor
if any account in excess of $500,000 arises out of contracts with any
Governmental Bntity, and execute any instruments and take any steps
required by the Secured Creditor in order that all moneys due or to
become due under the contract are assigned to the Secured Creditor
and notice of such assignment is given to the Governmental Entity.
The Obligor will also immediately notify the Secured Creditor if any
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account in excess of $500,000 is with an account debtor located outside
of Canada or the United States of America.

(g) Additional Security Perfection and Protection of Security Interest.
The Obligor will grant to the Secured Creditor, security interests,
assignments, mortgages, charges, hypothecations and pledges in such
property and undertaking of the Obligor that is not subject to a valid
and perfected first ranking security interest (subject only to Permitted
Liens) constituted by the Security Documents, in each relevant
jurisdiction as determined by the Secured Creditor. The Obligor will
perform all acts, execute and deliver all agreements, documents and
instruments and take such other steps as are requested by the Secured
Creditor at any time to register, file, signify, publish, perfect, maintain,
protect, and enforce the Security Interest including: (i) executing,
recording and filing of financing or other statements, and paying all
taxes, fees and other charges payable, (ii) placing notations on its
books of account to disclose the Security Interest, (iii) delivering
acknowledgements, confirmations and subordinations that may be
necessary to ensure that the Security Documents constitute a valid and
perfected first ranking security interest. (subject only to Permitted
Liens), (iv) executing and delivering any agreements, documents and
instruments that may be needed under or in connection with the
Securities Transfer Act (Ontario) and (v) delivering opinions of counsel
in respect of matters contemplated by this paragraph. The documents
and opinions contemplated by this paragraph must be in form and
substance satisfactory to the Secured Creditor.

Section 4.2 Representations, Warranties and Covenants Concerning
Intellectual Property.
The Obligor represents and warrants and covenants and agrees,
acknowledging and confirming that the Secured Creditor is relying on such
representations, warranties, covenants and agreements, that:

(a) - Schedule B lists all Regisirable Intellectual Property that is owned by
' the Obligor on the date of this Agreement. '

(b)  All Registrable Intellectual Property of the Obligor is valid, subsisting,
unexpired' and enforceable, has not been abandoned and, to the
knowledge of the Obligor, does not infringe the Intellectual Property
rights of any other Person. '
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No decision or judgment has been rendered by any Governmental
Entity which would limit, cancel or question the validity of, or the
Obligor’s rights in, any Intellectual Property in any respect.

No action or proceeding is pending, or, to the knowledge of the
Obligor, threatened, on the date hereof seeking to limit, cancel or
question the validity of any Intellectual Property or the Obligor's
ownership interest therein, or which, if adversely determined, would
have a Material adverse effect on the value of any Intellectual
Property. ‘

The Obligor will take all reasonable and necessary steps, including in

- any proceeding before the Canadian Intellectual Property Office or any .

similar Governmental Entity of any jurisdiction, to maintain and
pursue each application (and to obtain the relevant registration) and to
maintain each registration of the material Registrable Intellectual
Property, including, without limitation, filing of applications for
renewal, affidavits of use and affidavits of incontestability.

In the event that any material Intellectual Property of the Obligor is
infringed, misappropriated or diluted by a third party, the Obligor will
(i) take such actions as the Obligor reasonably -deems appropriate
under the circumnstances to protect such Intellectual Property and (ii) if
such Intellectual Property is of material economic value, promptly
notify the Secured Creditor after it learns thereof and sue for
infringement, misappropriation or dilution, to seek injunctive relief
where appropriate and to recover any and all damages for such
infringement, misappropriation or dilution. ‘

Tmmediately upon the request of the Secured Creditor, the Obligor will
furnish the Secured Creditor in writing the description of all
Registrable Intellectual Property or applications for Registrable
Intellectual Property of the Obligor. In addition, the Obligor will
deliver to the Secured Creditor a copy of the certificate of registration '
of, or application for, such Registrable Intellectual Property with a
Confirmation of Security Interest in the form of Schedule D in respect
of such Registrable Intellectual Property confirming the assignment for
security of such Registrable Intellectual Property to the Secured
Creditor and immediately . make all such filings, registrations and
recordings as are necessary or appropriate to perfect the Security
Interest granted to the Secured Creditor in the Registrable Intellectual
Property.
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S o ' . ARTICLES
GENERAL

‘ Section 5.1 Notices.

~ Any notice, direction or other communication (each a “Notice”) givén
regarding the matters contemplated by this Agreement must be in writing, sent by
personal delivery, courier or facsimile (but not by electronic mail) and addressed:

(a)  to the Secured Creditor at:

WEF Fund III Limited Partnership
161 Bay Street

Suite 2520

Toronto, ON M5]J 251

Attention: Mark McQueen
Facsimile:  416-682-1160

with a copy to:

Minden Gross LLP

145 King Street West
Suite 2200

Toronto, ON M5H 4G2

Attention:  Daniel Rothberg
Facsimile:  416-864-9223

(b) to the Obligof at:

Tercon Equipment Ltd.

#100 - 2079 Falcon Road
Kamloops, BC V2C 4]2
Attention: ~ Mr. Milan Soucek
Facsimile:  (250) 372-1555

A Notice is deemed to be delivered and received (i) if sent by personal delivery, on
the date of delivery if it is a Business Day and the delivery was made prior to 4:00
p.m. (local time in place of receipt) and otherwise on the next Business Day, (ii) if
sent by same-day service courier, on the date of delivery if sent on a Business Day
and delivery was made prior to 4:00 p.m. (local time in place of receipt) and
otherwise on the next Business Day, (iii) if sent by overnight courier, on the next
Business Day, or (iv) if sent by facsimile, on the Business Day following the date of
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confirmation of transmission by the originating facsimile. A party may change its

address for service from time to time by providing a Notice in accordance with the

foregoing. Any subsequent Notice must be sent to the party at its changed address. -
Any element of a party’s address that is not specifically changed in a Notice will be

assumed not to be changed. g '

Section3.2  Discharge.

The Security Interest will not be discharged except by a written release or
discharge signed by the Secured Creditor. The Obligor will be entitled to require a
discharge by notice to the Secured Creditor upon, but only upon, (i) full and

"indefeasible payment and performance of the Secured Obligations. and (ii) the

Secured Creditor having no obligations under any Credit Document. Upon
discharge of the Security Interest and at the request and expense of the Obligor, the
Secured Creditor will execute and deliver to the Obligor such financing statements
and other documents or instruments as the Obligor may reasonably require and the
Secured Creditor will redeliver to the Obligor, or as the Obligor may otherwise
direct the Secured Creditor, any Collateral in its possession.

Section3.3  No Merger, Survival of Representations and Warranties.

This Agreement does not operate by way of merger of any of the Secured
Obligations and no judgment recovered by the Secured Creditor will operate by way
of merger of, or in any way affect, the Security Interest, which is in addition to, and
not in substitution for, any other security now or hereafter held by the Secured
Creditor in respect of the Secured Obligations. The representations, warranties and
covenants of the Obligor in this Agreement survive the execution and delivery of
this Agreement and any advances under the Secured Debenture. Notwithstanding
any investigation made by or on behalf of the Secured Creditor these covenants,
representations and warranties continue in full force and effect.

Section 5.4 Further Assurances.

The Obligor will do all acts and things and execute and deliver, or cause to be -
executed and delivered, all agreements, documents and instruments that the
Secured Creditor may require and take all further steps relating to the Collateral or
any other property or assets of the Obligor that the Secured Creditor may require,
including any agreements, documents or instruments required under or in

" connection with the Securities Transfer Act (Ontario) for (i) protecting the Collateral,

(ii) perfecting the Security Interest, and (iii) exercising all powers, authorities and
discretions conferred upon the Secured Creditor. After the Security Interest.
becomes enforceable, the Obligor will do all acts and things and execute and deliver
all documents and instruments that the Secured Creditor may require for facilitating

*. the sale or other disposition of the Collateral in connection with its realization.
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Section 55  Supplemental Security.

This Agreement is in addition to, without prejudice to and supplemental to
all other security now held or which may hereafter be held by the Secured Creditor.

Section5.6  Successors and Assigns.

This Agreement is binding on the Obligor and its successors and assigns, and
enures to the benefit of the Secured Creditor and its successors and assigns. This
Agreement may be assigned by the Secured Creditor without the consent of, or
notice to, the Obligor, to such Person as the Secured Creditor may. determine and, in
such event, such Person will be entitled to all of the rights and remedies of the
Secured Creditor as set forth in this Agreement or otherwise. In any action brought
by an assignee to enforce any such right or remedy, the Obligor will not assert
against the assignee any claim or defence which the Obligor now has or may have
against the Secured Creditor. The Obligor may not assign, transfer or delegate any
of its rights or obligations under this Agreement without the prior written consent of
the Secured Creditor which may be unreasonably withheld.

Section 5.7 Amalgamation.

The Obligor acknowledges and agrees that in the event it amalgamates with
any other corporation or corporations, it is the intention of the parties that the
Security Interest (i) subject to Section 2.4, extends to: (A) all of the property and
undertaking that any of the amalgamating corporations then owns, (B) all of the
property and undertaking that the amalgamated corporation thereafter acquires, (C)

" all of the property and undertaking in which any of the amalgamating corporations

then has any interest and (D) all of the property and undertaking in which the’
amalgamated corporation thereafter acquires any interest; and (ii) secures the
payment and performance of all debts, liabilities and obligations, present or future,
direct- or indirect, absolute or contingent, matured or unmatured, at any time or
from time to time due or accruing due and owing by or otherwise payable by each
of the amalgamating corporations and the amalgamated corporation to the Secured -
Creditor in any currency, however or wherever incurred, and whether incurred
alone or jointly with another or others and whether as principal, guarantor or surety
and whether incurred prior to, at the time of or subsequent to the amalgamation.
The Security Interest attaches to the additional collateral at: the time of
amalgamation and to any collateral thereafter owned or acquired by the
amalgamated corporation when such becomes owned or is acquired. Upon any
such amalgamation, the defined term “Obligor” means, collectively, each of the
amalgamating corporations and the amalgamated corporation, the defined term

_ “Collateral” means all of the property and undertaking and interests described in (i)

above, and the defined term “Secured Obligations” means the obligations described
in (ii) above. - ' '
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Section5.8  Severability.

If any court of competent jurisdiction from which no appeal exists or is taken,
determines any provision of this Agreement to be illegal, invalid or unenforceable,
that provision will be severed from this Agreement and the remaining provisions
will rémain in full force and effect.

Sectioﬁ 5.9 Amendment.

This Agreement may only be amended, supplémented or otherwise modified
by written agreement executed by the Secured Creditor and the Obligor.

Section 5.10 Waivers, etc.

(1)  No consent or waiver by the Secured Creditor in respect of this Agreement is
binding unless made in writing and signed by an authorized officer of the
Secured Creditor. Any consent or waiver given under this Agreement is
effective only in the specific instance and for the specific purpose for which
given. No waiver of any of the provisions of this Agreement constitutes a
waiver of any other provision.

(2) A failure or delay on the part of the Secured Creditor in exercising a right
under this Agreement does not operate as a waiver of, or impair, any right of
the Secured Creditor however arising. A single or partial exercise of a right
on the part of the Secured Creditor does not preclude any other or further
exercise of that right or the exercise of any other right by the Secured
Creditor.

Section 5.11 Application of Proceeds of Security.

All monies collected by the Secured Creditor upon the enforcement of its
rights and remedies under the Security Documents and the Liens created by them
including any sale or other disposition of the Collateral, together with all other
monies received by the Secured Creditor under the Security Documents, will be
applied as provided in the Secured Debenture. To the extent any other Credit
Document requires proceeds of collateral under such Credit Document to be applied

" in accordance with the provisions of this Agreement, the Secured Creditor shall

apply such proceeds in accordance with this Section.

Section 5.12 Conflict.

In the event of any conflict between one or more provisions of this
Agreement, the provisions of the Secured Debenture and the provisions of the
Operating Loan Agreement which cannot be resolved by all such provisions being
complied with, the provisions contained in the Secured Debenture will prevail to the
extent of such conflict. : -
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Section 513 Governing Law.

This Agreement will be governed by, interpreted and enforced in accordance
with the laws of the Province of Ontario and the federal laws of Canada applicable
therein. : '

Section 5.14 Termination, Sm"viva_ll.

Upon discharge of the Security Interest pursuant to Section 5.2 hereof, this
Agreement shall automatically terminate. The provisions of Article 5 shall survive
any termination of this Agreement.

IN WITNESS WHEREOF the Obligor has executed ﬂﬁjAgreement

TERCON EQUIP 1
1
Per : //
Authorized Si

#1264116 v1 | 4061837
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TERCON MINING LTD.

as Obligor
and

WF FUND I LIMITED PARTNERSHIP,

carrying on business as WELLINGTON FINANCIAL LP
AND WELLINGTON FINANCIAL FUND IH

as Sécured Creditor

SECURITY AGREEMENT

October i, 2007
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SECURITY AGREEMENT

Security agreement dated as of October 1, 2007 made by Tercon Mining Ltd.
to and in favour of WF Fund III Limited Partnership, carrying on business as
Wellington Financial LP and Wellmgton Financial Fund III.

RECITALS:

(@)

©

()

The Borrower is or will become indebted or liable to the Secured
Creditor pursuant to its Series A Secured Debentures in the aggregate
principal amount of $5,000,000.00 (Cdr.) dated October 1, 2007 (as the
same may be amended, restated, supplemented or replaced from time
to time, the “Secured Debenture”) and pursuant to an Operating Loan
Agreement between the Borrower and-the Secured Party dated
October 1, 2007'(as the same may be amended, restated, supplemented
or replaced from time to time, the “Operating Loan Agreement”);

To secure the due performance of the Borrower’s obligations to the
Secured Creditor under infer alia the Secured Debenture and the
Operating Loan Agreement, the Obligor has entered into a form of
Guarantee dated October 1, 2007 in favor of the Secured Creditor (as the
same may be amended, restated, supplemented or replaced from time |
to time, the “Guarantee”); and

Pursuant to Section 4.1 of the Secured Debenture,_ the Obligor is
required to execute and deliver .this Agreement in favour of the
Secured Creditor.

In consideration of the foregoing and other good and valuable consideration,

the receipt and adequacy of which are acknowledged, the Obligor agrees as follows.

Section 1.1

. ARTICLE1
INTERPRETATION

Defined 'I'_erms.

" As used in this Agreement, the following terms have the following meanings:

“Agreement”

means this security agreement

“Borrower” means Tercon Investments Ltd.

“Collateral” has the meaning specified in Section 2.1.
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| “Credit Docunients” means the Secured Debenture, the Operating Loan Agreement,
, * this Agreement and each other Security Document (as such term is defined in the
| l 7 Secured Debenture).

“Event of Default” has the meaning ascribed thereto in the Guarantee;
“Expenses” has the meaning specified in Section 2.2(b).

‘ i : “Governmental Entity” means any international tribunal, agency, body commission
_ or other authority, any government, executive, parliament, legislature or local
g authority, or any governmental entity, ministry, department or agency or regulatory
l authority, court, tribunal, commission or board of or within Canada, or any other
foreign jurisdiction, or any political subdivision of any thereof or any authority
having jurisdiction therein or any quasi governmental or private body exercising
any regulatory, expropriation or taxing authority under or for the account of any of
the above.

“Instruments” means (i) a bill, note or cheque within the meaning of the Bills of
Exchange Act (Canada) or any other writing that evidences a right to the payment of
money and is of a type that in the ordinary course of business is transferred by
delivery with any necessary endorsement or assignment, or (i) a letter of credit and .
an advice of credit if the letter or advice states that it must be surrendered upon
claiming payment thereunder, or (iii) chattel paper or any other writing that
evidences both a monetary obligation and a security interest in or a lease of specific
goods, or (iv) documents of title or any other writing that purports to be issued by or
addressed to a bailee and purports to cover such goods in the bailee’s possession as
are identified or fungible portions of an identified mass, and that in the ordinary

L course of business is treated as establishing that the Person in possession of it is

- e —entitled-to-receive- hold-and-dispese-of-the-document and-the goods itcovers, or (v} —
- any document or writing commonly known as an instrument. '

“Intellectual Property” means domestic and foreign: (i) patents, applications for
patehts and reissues, divisions, continuatons, renewals, extensions and
continuations-in-part of patents or patent applications; (ii} proprietary and non-
public business information, including inventions (whether patentable or not),
invention disclosures, improvements, discoveries, trade secrets, confidential
information, know-how, methods, processes, designs, technology, technical data,
. schematics, formulae and customer lists, and documentation relating to any of the
: l foregoing; (iii) copyrights, copyright registrations and applications for copyright
‘ registration; (iv) mask works, mask work registrations and applications for mask
: work registrations; (v) designs, design registrations, design registration applications
: J and integrated circuit topographies; (vi) trade names, business names, corporate
- names, domain names, website names and world wide web addresses, common law

o trade-marks, trade-mark registrations, trade-mark applications, trade dress and
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logos, and the goodwill associated with any of the foregoing; (vii) computer
software and programs (both source code and object code form), all proprietary
rights in the computer software and programs and all documentation and other
materials related to the computer software and programs; and (vm) any other
intellectual property and mdustnal property.

“Lien” means (i) any mortgage, charge, pledge, hypothecation, security interest,
assignment by way of security, encumbrance, lien (statutory or otherwise), hire
purchase agreement, conditional sale agreement, deposit arrangement, title
retention agreement or arrangement, or any other assignment, arrangement or
condition that in substance secures payment or performance of an obligation, (i) any
trust-arrangement, (iii) any arrarigement which creates a right of set-off out of the
ordinary course of business, or (1v) any agreement to grant any such rights or
interests.

“Obligor” means Tercon Mining Ltd., a corporation incorporated and existing
under the laws of British Columbia, and its successors and permitted assigns.

“Registrable Intellectual Property” means any Intellectual Property in respect of
which ownership, title, security interests, charges or encumbrances are capable of
registration, recording or notation with any Governmental Entity pursuant to

~applicable laws.

“Restricted Asset” has the meaning specified in Section 2.4(1).

“Secured Creditor” means WF Fund III Limited Parinership, carrying on business
as Wellington Financial LP and Wellington Financial Fund IIl and its successors and

assigns.

“Secured Obligations” has the meaning specified in Section 2.2(a).

“Security” means an obligation of an issuer or a share, participation or other interest
in an issuer or in property or an enterprise of an issuer,

(@)  thatis represented by a security certificate in bearer form or registered
form, or the transfer of which may be registered on books maintained
for that purpose by or on behalf of the issuer,

(b}  that is one of a class or series, or by its terms is divisible into a class or
series, of shares, participations, interests or obligations, and

(c) that,

()  is, or is of a type, dealt in or traded on securities exchanges or

securities markets, or
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(ii)  is a medium for investment and by its terms expressly provides
that it is a security for the purposes of the Securities Transfer Act
(Ontario); .

but excludes

(d) any ULC Shares.

“Security Initerest” has the meaning specified in Section 2.2.

“ULC Shares” means shares in any unlimited company or unlimited liability
corporation at any time owned or otherwise held by the Obligor.

Section1.2  Interpretation.

1)

2

3)

@)

Terms defined in the Personal Property Securify Act (Ontario) or the Securities
Transfer Act (Ontario) and used but not otherwise defined in this Agreement
have the same mearungs :

Capltahzed terms used in this Agreement but not defined have the meanmgs
given to them in the Secured Debenture.

Any reéference in any Credit Document to Liens permitted by the Secured
Debenture and any right of the Obligor to create or suffer to exist Liens
permitted by the Secured Debenture are not intended to and do not and will
not subordinate the Security Interest to any such Lien or give priority to any .
Person over the Secured Creditor.

In this Agreement the words “including”, “includes” and “include” mean
“including (or includes or include) without limitation”. The expressions

()

6)

Y

(&)

“ Article”, “Section” and other subdivision followed by a number mean and
refer to the specified Article, Section or other subdivision of this Agreement.

Any reference in this Agreement to gender includes all éenders. Words
importing the singular number only include the plural and vice versa.

-The division of this Agreement into Articles, Sections and other subdivisions

and the insertion of headings are for convenient reference only and do not
affect its interpretation. '

The schedules attached to this Agreement form an integral part of it for all
purposes of it.

Except as otherwise provided in this Agreement, any reference to this
Agreement, any Credit Document or any Security Document refers to this
Agreement or such Credit Document or Security Document as the same may
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have been or may from time to time be amended, modified, extended,
renewed, restated, replaced or supplemented and includes all schedules
attached to it. Except as otherwise provided in this Agreement, any reference
in this Agreement to a statute refers to such statute and all rules and
regulations made under it as the same may have been or may from time to
time be amended or re-enacted.

ARTICLE 2
'SECURITY

Section2.1  Grant of Security.

Sub]ect to Section 2.4, the Obligor grants to the Secured Credltor, a securlty
interest in, and assigns, mortgages, charges, hypothecates and pledges to the
Secured Creditor, all of the property and undertaking of the Obligor now owned or
hereafter acquired and all of the property and undertaking in which the Obligor
now has or hereafter acquires any. interest (collectively, the ”Collateral”) including
all of the Obligor’s:

(a)  present and after-acquired personal property; -

(b) inventory including goods held for sale, lease or resale, goods
furnished or to be furnished to third parties under contracts of lease,
consignment or service, goods which are raw materials or work in
process, goods used in or procured for packing and materials used or
consumed in the business of the Obligor;

¢)  equipment, machine , furniture, fixtures, plant, vehicles and other
quip: Iy P
goods of every kind and description and all licences and other rights

and all related records, files, charts, plans, drawings, specifications,
manuals and documents;

(d)  accounts due or accruing and all related agreements, books, accounts,
invoices, letters, documents and papers recording, evidencing or
relating to them;

(€)  money, documents of title and chattel paper;

()  Instruments and Securities, including the Instruments and Securities
listed in Schedule A;

(g) intangibles including all security interests, goodwill, choses in action,
contracts, coniract rights, licenses and other contractual benefits;
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(11) Intellectual Property including the Regish’abie Intellectual Property
* listed in Schedule B;

(i) .all substitutions and replacements of and increases, additions and,
: where applicable, accessions to the property described in Section 2.1(a)
‘- [ _ through Section 2.1(h} inclusive; and

)] all proceeds in any form derived directly or indirectly from any

: dealing with all or any part of the property described in Section 2.1(a)

through Section2.1(i} mcluswe, including the proceeds of such
proceeds.

Section2.2  Secured Obligations.

The security interest, assignment, mortgage, charge, hypothecation’ and
pledge granted by this Agreement {collectively, the “Security Interest”) secures the .
payment and performance of:

(@) all debts, liabilities and obligations, present or future, direct or indirect,
absolute or contingent, matured or unmatured, at any time or from
time to time due or accruing due and owing by or otherwise payable
by the Obligor to the Secured Creditor in any currency, however or
wherever incurred, and whether incurred by the Obligor alone or
jointly with another or others and whether as principal, guarantor or
surety and in whatever name or style (collectively, and together with

* the Expenses, the “Secured Obligations”); and '

(b)  -all expenses, costs and charges incurred by or on behalf of the Secured
_ Creditor in connection with this Agreement, the Security Interest or the
— - Collateral;-including-pll-legal fees;court-costs;-receiver's—oragents———
- remuneration and other expenses of taking possession of, repairing,
_ ! ' protecting, insuring, preparing for disposition, realizing, collecting,
~ selling, transferring, delivering or obtaining payment for the
Collateral, and of taking, defending or participating in any action or
proceeding in connection with any of the foregoing matters or
otherwise in connection with the Secured Creditor's interest in any
Collateral, whether or not directly relating to the enforcement of this
Agreement or any other Credit Document (collectively, the

“Expenses”).
Section 2.3 . AHachment.

(1)  The Obligor acknowledges that (i) value has been given, (ii) it has rights in
the Collateral (other than after-acquired Collateral), (iii) it has not agreed to

]
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postpone the time of attachment of the Security Interest, and (iv) it has
received a copy of this Agreement.

"~ (2)  The Obligor shall not permit any of the Securities at any time fo be or to
become uncertificated securities.

(3)  The Obligor delivers to and deposits with the Secured Creditor any and all
: certificates evidencing the Securities listed in Schedule A, together with, in
each case, a stock power duly endorsed in blank for transfer and an
irrevocable directors or other applicable resolution of entity in from which the
Securities are issued, consenting to the transfer by the Obligor and the
Obligor hereby grants control over such Securities to the Secured Creditor in .
accordance with the provisions of the Securities Transfer Act (Ontario). The
Obligor also delivers to and deposits with the Secured Creditor any
promissory note or other Instruments evidencing any amount payable in
-excess of $100,000 or evidencing any rights to goods having a value in excess
of $100,000. |

(4) If the Obligor acquires any Securities or any Instruments (other than
.Instruments evidencing amounts payable of less than $100,000 or evidencing
any rights to goods having a value less than $100,000), the Obligor will notify
the Secured Creditor in writing and provide the Secured Creditor with a
revised Schedule A recording the acquisition and particulars of such
Instruments or Securities within 5 days after such acquisition. Upon request
by the Secured Creditor, the Obligor will promptly deliver to and deposit
with the Secured Creditor, or cause the Secured Creditor to have control over,
such Securities or Instruments (other than Instruments evidencing amounts
payable of less than $100,000 or evidencing any rights to goods having a

vatue Tess tharr $100,000) assecurity forthe Secured-Obligations—The Obligor ————
will also promptly inform the Secured Creditor in writing of the acquisition

by the Obligor of any ULC Shares.

(5) At the request of the Secured Creditor the Obligor will (i) cause the transfer of
any Securities or Instruments to the Secured Creditor to be registered
wherever such registration may be required or advisable in the reasonable
opinion of the Secured Creditor, (if) duly endorse. any such Securities or
Instruments for transfer in blank or register them in the name of the Secured
Creditor or its nominee or otherwise as the Secured Creditor may reasonably
direct, (iii) immediately deliver to the Secured Creditor any and. all consents
or other documents which may be necessary to effect the transfer of any such
Securities or Instruments to the Secured Creditor or any third party and (iv)
deliver to or otherwise cause the Secured Creditor to have control over such
Securities or Instruments in accordance with the provisions of the Securities
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Transfer Act (Ontario). Upon the discharge of the Security Interest in
accordance with Section 5.2 hereof, the Secured Creditor shall promptly cause
all Securities or Instruments transferred to it or to any third party pursuant to
this Section 2.3(5) to be transferred back to the Obligor including duly
endorsing any such Securities or Instruments for transfer back to the Obligor
and delivering to the Obligor any and all consents or other documents which

may be necessary to effect the transfer of any such Securities or Instruments
to the Obligor.

The Obligor will promptly notify the Secured Creditor in writing of the
acquisition by the Obligor of any Registrable Intellectual Property. The
Obligor will provide the Secured Creditor with a revised Schedule B
recording the acquisition and particulars of such additional Intellectual

Property.

Section 2.4 Scope of Security Interest.

To the extent that an assignment of amounts payable and other proceeds
arising under or in.connection with, or the grant of a security interest in any

~agreement, licence, permit or quota of the Obligor would result in the

termination of such agreement, licence, permit or quota (each, a “Restricted
Asset”), the Security Interest with respect to each Restricted Asset will
constitute a trust created in favour of the Secured Creditor pursuant to which
the Obligor holds as trustee all proceeds arising under or in connection with
the Restricted Asset in trust for the Secured Creditor on the following basis:

(a) until the Security Interest is enforceable and subject to the Secured
A Debenture, the Obligor is entitled to receive all such proceeds; and

Obhgor to receive such proceeds cease and all such proceeds will be
immediately paid over to the Secured Creditor and (ji) the Obligor will
take all actions requested by the Secured Creditor to collect and
enforce payment and other rights arising under the Restricted Asset.

The Obligor will use all commercially reasonable efforts to obtain the consent
of each other party to any and all Restricted Assets to. the assignment of such
Restricted Asset to the Secured Creditor in accordance with this Agreement.
The Obligor.will also use all commercially reasonable efforts to ensure that all
agreements entered into on and after the date of this Agreement expressly
perrnit assignments of the benefits of such agreements as collateral security to

| the Secured Creditor in accordance with the terms of this Agreement.

The Security Interest with respect to trade-marks constitutes a security
interest in, and a charge, hypothecation and pledge of, such Co]lateral in
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(1) - The Secured Creditor has no obligation to keep Collateral in its possession

-9.

favour of the Secured Creditor, but does not constitute an assignment or
mortgage of such Collateral to the Secured Creditor.

(3)  Until the Security Interest is enforceable, the grant of the Security Interest in

the Intellectual Property does not affect in any way the Obligor's rights to
commercially exploit the Intellectual Property, deferd it, enforce the Obligor's
rights in it or with respect to it against third parties in any court or claim and -
be entitled to receive any damages with respect to any infringement of it.

(49)  The Security Interest does not extend to consumer goods or ULC Shares.

(5) . The Security Interest does not extend or apply to the last day of the term of
any lease or sublease of real property or any agreement for  lease or sublease -
of real property, now held or hereafter acquired by the Obligor, but the
Obligor will stand possessed of any such last day upon frust to assign and
dispose of it as the Secured Creditor may reasonably direct.

Section2.5  Grant of Licence to Use Intellectual Property.

- At such time as the Sécured Creditor is lawfully entitled to exercise its rights
and remedies under Article3, the Obligor grants to the Secured Creditor an
irrevocable, nonexclusive licence (exercisable without payment of royalty or other
compensation to the Obligor) to use, assign or sublicense any Intellectual Property in
which the Obligor has rights wherever the same may be located, including in such
licence access to (i) all media in which any of the licensed items may be recorded or
stored, and (i) all software and computer programs used for compilation or print-
out. The license granted under this Section is to enable the Secured Creditor to
exercise its rights and remedies under Article 3 and for no other purpose.

identifiable.

(2)  The Secured Creditor may, after the Security Interest is enforceable, (i) notify
any Person obligated on an Instrument, Security or account to make
payments to the Secured Creditor, whether or not the Obligor was previously
making collections on such accounts, chattel paper, instruments, and (ii)
assume control of any proceeds arising from the Collateral.

(3)  The Secured Creditor has no obligation to collect dividends, distributions or
interest payable on, or exercise any option or right in connection with, any
Securities or Instruments. The Secured Creditor has no obligation to protect
or preserve any Securities or Instruments from depreciating in value or
becoming worthless and is released from all responsibility for any loss of
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value. In the physical keeping of any Securities, the Secured Creditor is only
obliged to exercise the same degree of care as it would exercise with respect
to its own Securities kept at the same place.

Section27  Rights of the Obligor.

(1)  Untl the Security Interest is enforceable, the Obligor is entitled to vote the
Securities that are part of the Collateral and to receive all dividends and
distributions on such Securities. In order to allow the Obligor to vote any
Securities registered in the Secured Creditor’s name or the name of its
‘nominee, at the request and the expense of the Obligor, the Secured Creditor
will, prior to the Security Interest being enforceable, and may, after the
Security Interest is enforceable, execute valid proxies appointing
proxyholders to attend and act at meetings of shareholders, and execute
resolutions in writing, all pursuant to the relevant provisions of the issuer's
governing legislation. Whenever the Security Interest is enforceable, all rights
of the Obligor to vote (under any proxy given by the Secured Creditor (or its.
nominee) or otherwise) or to receive distributions or dividends cease and all
such rights become vested solely and absolutely in the Secured Creditor.

(2) Any distributions or dividends received by the Obligor contrary to
Section 2.7(1) or any other moneys or property received by the Obligor after
the Security Interest is enforceable will be received as trustee for the Secured
Creditor and shall be immediately paid over to the Secured Creditor.

Section2.§ - Expenses.

The Obligor is liable for and will pay on demand by the Secured Creditor any
and all Expenses.

ARTICLE 3
ENFORCEMENT
Section 3.1  Enforcement.
The Security Interest becomes and is enforceable against the Obligor upon the
occurrence and during the continuance of an Event of Default.

Section 3.2 Remedies.

Whenever the Security Interest is enforceable, the Secured Creditor may
realize upon the Collateral and enforce the rights of the Secured Creditor by:

() entry onto any premises where Collateral consisting of ltang‘ible
personal property may be located; :
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entry into possession of the Collateral by any method permitted by
law; ' .

sale, grant of options to purchase, or lease of all or any part of the
Collateral;

holding, storing and keepmg idle or operating all or any part of the
Collateral;

exercising and enforcing all rights.and remedies of a holder of the
Securities and Instruments as if the Secured Creditor were the absolute

‘owner thereof (including, if necessary, causing the Collateral to be

registered in the name of the Secured Creditor or its nominee if not
already done);

collection of any proceeds arising in respect of the Collateral;
collection, realization or sale of, or other dealing with, accbunts; .

license or sublicense, whether on an exclusive or nonexclusive basis, of
any Intellectual Property for such term and on such conditions and in
such manner as the Secured Creditor in its sole judgment determines
(taking into account such provisions as may be necessary to protect
and preserve such Intellectual Property);

instruction to any bank which has entered into a control agreement
with the Secured Creditor to transfer all moneys, Securities and
Instruments held by such depositary bank to an account mamtamed
with or by the Secured Creditor; -

)

(k)

Ry,

()

apphcatlon of any moneys cons‘atuhng Collateral or proceeds thereof
in accordance with Section 5.11;

appointment by instrument in writing of a receiver (which term as
used in this Agreement includes a receiver and manager) or agent of
all or any part of the Collateral and removal or replacement from time
to time of any receiver or agent;

institution of proceedings in any court of competent jurisdiction for the
appointment of a receiver of all or any part of the Collateral;

institution of proceedings in any court of competent jurisdiction for
sale or foreclosure of all or any part of the Collateral;
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filing of proofs of claim and other documents to establish claims to the
Collateral in any proceeding relating to the Obligor; and

any other remedy or proceeding authorized or permitted under the
Personal Property Security Act (Oritario) or otherwise by law or equity.

Additional Rights.

In addition to the remedies set forth in Section 3.2 and elsewhere in this
Agreement, whenever the Security Interest is enforceable, the Secured Creditor may:

(@)

(b)

©

(d) .

(e)

require the Obligor, at the Obligor's expense, to assemble the Collateral
at a place or places designated by notice in writing and the Obligor
agrees to so assemble the Collateral immediately upon receipt of such
notice; ' '

require the Obligor, by notice in writing, to disclose to the Secured
Creditor the location or locations of the Collateral and the Obligor

- agrees to promptly make such disclosure when so required;

repair, process, modify, complete or otherwise deal with the Collateral
and prepare for the disposition of the Collateral, whether on the
premises of the Obligor or otherwise; :

redeem any prior security interest against any Collateral, procure the
transfer of such security interest to itself, or settle and pass the
accounts of the prior mortgagee, chargee or encumbrancer (any
accounts to be conclusive and binding on Obligor);

pay any liability secured by any Lien against any Collateral (the

®

(g)

" Obligor will immediately on demand reimburse the Secured Creditor

for all such payments);

carry on all or any part of the business of the Obligor and, to the
exclusion of all others including the Obligor, enter upon, occupy and
use all or any of the premises, buildings, and other property of or used

, by the Obligor for such time as the Secured Creditor sees fit, free of

charge, and the Secured Creditor is not liable to the Obligor for any
act, omission or negligence in so doing or for any rent, charges,
depreciation or damages incurred in connection with or resulting from
such action; :

borrow for the purpose of carrying on the business of the Obligor or
for the maintenance, preservation or protection of the Collateral and
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grant a security interest in the Collateral, whether or not in priority to
the Security Interest, to secure repayment;

(h) commence, continue or defend any judicial or administrative
proceedings for the purpose of protecting, seizing, collecting, realizing
or obtaining possession or payment of the Collateral, and give good
and valid receipts and discharges in respect of the Collateral and
compromise or give time for the payment or performance of all or any
part of the accounts or any other obllgahon of any third party to the

~ Obligor; and

(i)  at any public sale, and to the extent permitted by law on any private
sale, bid for and purchase any or all of the Collateral offered for sale
and upon -compliance with the terms of such sale, hold, retain and
dispose of such Collateral without any further accountability to the
Obligor or any other Person with respect to such holding, retention or
disposition, except as required by law. In any such sale to the Secured
Creditor, the Secured Creditor may, for the purpose of making
payment for all or any part of the Collateral so purchased, use any
claim for Secured Obligations then due and payable to it as a credit .
against the purchase price.

Section 3.4 Exercise of Remedies.

The remedies under Section 3.2 and Section 3.3 may be exercised from time to

time separately or in combination and are in addition to, and not in substitution for,
any other rights of the Secured Creditor however arising or created. The Secured
Creditor is not bound to exercise any right or remedy, and the exercise of rights and

- remedies is without prejudice to the rights of the Secured Creditor in respect of the

Seciired Obligations including the right to cl4iiii for any deficiency.

Section 3.5 Receiver's Powers.

(1)

2

Any receivér appointed by the Secured Creditor is vested with the rights and
remedies which could have been exercised by the Secured Creditor in respect .
of the Obligor or the Collateral and such other powers and discretions as are

_granted in the instrument of appointment and any supplemental instruments.

The identity of the receiver, its replacement and its remuheration are within
the sole and unfettered discretion of the Secured Creditor.

Any receiver appointed by the Secured Creditor will act as agent for the
Secured Creditor for the purposes of taking possession of the Collateral, but
otherwise and for all other purposes (except as provided below), as agent for
the Obligor. The receiver may sell, lease, or otherwise dispose of Collateral as
agent for the Obligor or as agent for the Secured Creditor as the Sectured
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Creditor may determine in its discretion. The Obligor agrees to ratify and
confirm all actions of the receiver acting as agent for the Obligor, and to
. release and indemnify the receiver in respect of all such actions.

(3) The Secured Creditor, in appointing or refraining from appointing any

receiver, does not incur liability to the receiver, the Obligor or otherwise and
is not responsible for any misconduct or negligence of such receiver.

Section 3.6  Appointment of Aftorney.

. The Obligor hereby irrevocably constitutes and appoints the Secured Creditor
(and any officer of the Secured Creditor) the true and lawful attorney of the Obligor.
As the attorney of the Obligor, the Secured Creditor has the power to exercise for
and in the name of the Obligor with full power of substitution, upon the occurrence
and during the continuance of an Event of Default, any of the Obligor's right
(including the right of disposal), title and interest in and to the Collateral including
the execution, endorsement, delivery and transfer of the Collateral to the Secured
Creditor, its nominees or transferees, and the Secured Creditor and its nominees or
transferees are hereby empowered to exercise all rights and powers and to perform
all acts of ownership with respect to the Collateral to the same extent as the Obligor
might do. This power of attorney is irrevocable, is coupled with an interest, has
been given for valuable consideration (the receipt and adequacy of which is
acknowledged) and survives, and does not terminate upon, the bankruptcy,
dissolution, winding up or insolvency of the Obligor. This power of attorney
extends to and is binding upon the Obligor’s successors and permitted assigns. The
Obligor authorizes the Secured Creditor to delegate in writing to another Person any
power and authority of the Secured Creditor under this power of attorney as may be
necessary or desirable in the opinion of the Secured Creditor, and to revoke or
suspend such delegation. The power of attorney granted by the Obligor hereby

shall automatically terminate and be of no further force or effect upon the discharge
of the Security Interest in accordance with Section 5.2 hereof. -

Section 3.7  Dealing with the Collateral.

(1)  The Secured Creditor is not obliged to exhaust its recourse against the

" Obligor or any other Person or against any other security it may hold in
respect of the Secured Obligations before realizing upon or otherwise dealing
with the Collateral in such manner as the Secured Creditor may consider
desirable.

(2)  The Secured Creditor may grant extensions or other indulgences, take and
give up securities, accept compositions, grant releases and discharges and
- otherwise deal with the Obligor and with other Persons, sureties or securities
as it may see fit without prejudice to the Secured Obligations, the liability of
the Obligor or the rights of the Secured Creditor in respect of the Collateral.
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(3)  Except as otherwise provided by law or this Agreement, the Secured Creditor
is not (i) liable or accountable for any failure to collect, realize or obtain
payment in respect of the Collateral, (ii) bound to institute proceedings for
the purpose of collecting, enforcing, realizing or obtaining payment of the
Collateral or for the purpose of preserving any rights of any Persons in
respect of the Collateral, (ii) responsible for any loss occasioned by any sale
or other dealing with the Collateral or by the retention of or failure to sell or
otherwise deal with the Collateral, or (iv) bound to protect the Collateral from
depreciating in value or becoming worthless.

Section 3.8 Standards of Sale.

Without prejudice to the ability of the Secured Creditor to dispose of the
Collateral in any manner which is commercially reasonable, the Obligor
acknowledges that:

(a)  the Collateral may be disposed of in whole or in part;

(b}  the Collateral may be disposed of by public auction, public tender or
private contract, with or without advertising and without any other
formality-

()  any assignee of such Collateral may be the Secured Creditor or a
customer of any such Person;

(d)  any sale conducted by the Secured Creditor will be at such time and
place, on such notice and in accordance with such procedures as the
Secured Creditor, in its sole discretion, may deem advantageous;

(e) _ the Collateral may be disposed of in any manner and on any terms
-necessary to avoid violation of applicable law (including compliance
with such procedures as may resirict the number of prospective
bidders and purchasers, require that the prospective bidders and
purchasers have certain qualifications, and restrict the prospective
bidders and purchasers to Persons who will represent and agree that
they are purchasing for their own account for investment and not with
a view to the distribution or resale of the Collateral) or in order to
obtain any required approval of the disposition (or of the resulting

~ purchase) by any governmental or regulatory authority or official;

(f)  adisposition of the Collateral may be on such terms and conditions as
to credit or otherwise as the Secured Creditor, in its sole discretion,
may deem advantageous; and
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n : (g)  the Secured Creditor may establish an upset or reserve bid or price in

respect of the Collateral.

Section 3.9  Dealings by Third Parties.

(1) No Person dealing with the Secured Creditor or an agent or receiver is
required to determine (i) whether the Security Interest has become
enforceable, (i) whether the powers which such Person is purporting to
exercise have become exercisable, (iii} whether any money remains due to the
Secured Creditor by the Obligor, (iv) the necessity or expediency of the
stipulations and conditions subject to which any sale or lease is made, (v) the
propriety or regularity of any sale or other dealing by the Secured Creditor
with the Collateral, or (vi) how any money paid to Secured Creditor has been
apphed

(2)  Any bona fide purchaser of all or any patt of the Collateral from the Secured
Creditor or any receiver or agent will hold the Collateral absolutely, free from
any claim or right of whatever kind, including any equity of redemption, of
the Obligor, which it specifically waives (to the fullest extent permitted by
law) as against any such purchaser together with all rights of redemption,
stay or appraisal which the Obligor has or may have under any rule of law or
statute now existing or hereafter adopted.

‘ ARTICLE 4
REPRESENTATIONS WARRANTIES AND COVENANTS

Section 4.1 General Representahons, Warranties and Covenants.
The Obligor represents and warrants and covenants and agrees,

- —————acknowledging —and—confirming—that—the Seecured—Creditor-is-relying--on-such

representations, warranties, covenants and agreements, that:

()  Continuous Perfection. Schedule C sets out the Obligor's place of
business or, if more than one, the Obligor’s chief executive office. Such
place of business or chief executive office, as the case may be, has been
located at such address for the 60 days immediately preceding the date
of this Agreement. Schedule C also sets out the address at which the
books and records. of the Obligor are located, the address at which
senior management of the Obligor are located and conduct their
deliberations and make their decisions with respect to the business of
the Obligor and the address from which the invoices and accounts of
the Obligor are issued. The Obligor will not change the location of any
of these items, people or addresses without providing at least 30 days
prior written notice to the Secured Creditor. Except for sales of
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inventory made in the ordinary course of business, the Collateral, to
the extent not delivered to the Collateral Agent pursuant to
Section 2.3(3), has been kept for the 60 days immediately preceding the
date of this Agreement and will be kept at those locations listed on
Schedule C, and the Obligor will not remove the Collateral from such
locations, without providing at least 30 days prior written notice to the
Secured Creditor. The Obligor will not change its name in any manner
without providing at least 30 days prior written notice to the Secured

Creditor.

Restriction on Disposition. The Obligor will not sell, assign, convey,
exchange, lease, release or abandon, or otherwise dispose of, afy
Collateral except as expressly permitted in the Secured Debenture.

Negative Pledge. The Obligor will not create or suffer to exist, any
Lien on the Collateral, except for Liens permitted by the Secured
Debenture.

Account Debtors. None of the account debtors in respect of any
accounts, chattel paper or-intangibles and none of the obligors in
respect of any Instruments included in the Collateral as of the date
hereof is (i) a Governmental Entity, or (ii) in the case of any account in
excess of $100,000, is located outside of Canada or the United States of
America.

Securities and Instrumentis.

) Schedule A lists all Securities and Instruments owned or held
by the Obligor on the date of this Agreement and all such

Securities are represented by certificated securities.

(i}  Securities that are Collateral have been, where applicable, duly.
and validly issued and acquired and are fully paid and non-
assessable. Schedule A sets out, for each class of Securities
listed in the schedule, the percentage amount that such
Securities represent of all issued and outstandmg Securities of
that class.

(iif) Except as described in Schedule A, no transfer restrictions apply
- to the Securities and Instruments listed in Schedule A. The -
Obligor. has delivered to the Secured Creditor copies of all
shareholder, partnership or trust agreements applicable to each
issuer of such Securities and Instruments which are in the
Obligor’s possession or control.
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(iv) No Person has or will have any written or oral option, warrant,
right, call, commitment, conversion right, right of exchange or
other agreement or any right or privilege (whether by law, pre-
emptive or contractual) capable of becoming an option, warrant,
right, call, commitment, conversion right, right of exchange or
other agreement to acquire any right or interest in any of the
Securities and Instruments that are Collateral.

(v)  The Securities that are Collateral constitute, where applicable,
the legal, valid and binding obligation of the obligor of such
Securities, enforceable in accordance with their terms, subject
only to any limitation under applicable laws relating to (i)
bankruptcy, insolvency, fraudulent conveyance, arrangement,
reorganization or creditors’ rights "generally, and (ii) the
discretion that a court may exercise in the granting of equitable
remedies. :

(vi) The pledge, assignment and delivery to the Secured Creditor of
the Collateral consisting of certificated Securities pursuant to
this Agreement creates a valid and perfected first ranking
security interest in such certificated Securities, and the proceeds
of them. Such Securities and the proceeds from them are not
subject to any prior Lien or any agreement purporting to grant
to any third party a Lien on the property or assets of the Obligor
which would include the Securities except for Permitted
Encumbrances. The Secured Creditor is entitled to all the rights,
priorities and benefits afforded by the Personal Property Security
Act (Ontario) or other relevant personal property security

te gb;dtmmmmdme

security interests in respect of such Collateral.

(f)  Status of Accounts Collateral. The Obligor will maintain books and
records pertaining to the Collateral in such detail, form and scope as

" the Secured Creditor reasonably requires, and keep all originals of the
chattel paper which evidence accounts at locations specified on.

" Schedule B. The Obligor will immediately notify the Secured Creditor
if any account in excess of $500,000 arises out of contracts with any
Governmental Entity, and execute any instruments and take any steps
required by the Secured Creditor in order that all moneys due or to

. become due under the contract are assigned to the Secured Creditor
and notice of such assignment is given to the Governmental Entity.
The Obligoi will also immediately notify the Secured Creditor if any
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account in excess of $500,000 is with an account debtor located ocutside
of Canada or the United States of America.

(g) Additional Security Perfection and Protection of Security Interest.
The Obligor will grant to the Secured Creditor, security interests,
assignments, mortgages, charges, hypothecations and pledges in such
property and undertaking of the Obligor that is not subject to a valid
and perfected first ranking security interest (subject only to Permitted
Liens) constituted by the Security Documents, in each relevant
jurisdiction as determined by the Secured Creditor. The Obligor will
perform all acts, execute and deliver all agreements, documents and
instruments and take such other steps as are requested by the Secured
Creditor at any time to register, file, signify, publish, perfect, maintain,
protect, and enforce the Security Interest including: (i) executing,
recording and filing of financing or other statements, and paying all
taxes, fees and other charges payable, (ii) placing notations on its
books of account to disclose the Security Interest, (iii) delivering
acknowledgements, confirmations and subordinations that may be
necessary to ensure that the Security Documents constitute a valid and
perfected first ranking security interest (subject only to Permitted
Liens), (iv) executing and delivering any agreements, documents and
instruments that may be needed under or in connection with the
Securities Transfer Act (Ontario) and (v) delivering opinions of counsel
in respect of matters contemplated by this paragraph. The documents
and opinions contemplated by this paragraph must be in form and

- substance satisfactory to the Secured Creditor.

Section 4.2 Representations, Warranties and Covenants Concerning

InteHectual Pro pPer t 3 0

The Obligor represents and warrants. and covenants and agrees,

: acknowledging and confirming that the Secured Creditor is relying on such

representations, warranties, covenants and agreements, that:

(a)  Schedule B lists all Registrable Intellectual Property that is owned by
the Obligor on the date of this Agreement.

(b)  All Registrable Intellectual Property of the Obligor is valid, subsisting, .
unexpired and enforceable, has not been abandoned and, to the
knowledge of the Obligor, does not infringe the Intellectual Property
rights of any other Person.
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No decision or judgment has been rendered by any Governmental
Entity which would limit, cancel or question the validity of, or the
Obligor’s rights in, any Intellectual Property in any respect.

No action or proceeding is pending, or, to the knowledge of the
Obligor, threatened, on the date hereof seeking to limif, cancel or
question the validity of any Intellectual Property or the Obligor’s
ownership interest therein, or which, if adversely determined, would
have a Material adverse effect on the value of any Intellectual

Property.

The Obligor will take all reasonable and necessary steps, including in
any proceeding before the Canadian Intellectual Property Office or any
similar Governmental Entity of any jurisdiction, to maintain and
pursue each application (and to obtain the relevant registration) and to
maintain each registration of the material Registrable Intellectual
Property, including, without limitation, filing of applications for
renewal, affidavits of use and affidavits of incontestability.

In the event that any material Intellectual Property of the Obligor is
infringed, misappropriated or diluted by a third party, the Obligor will
(i) take such actions as the Obligor reasonably deems appropriate
under the circumstances to protect such Intellectual Property and (ii) if
such Intellectual Property is of material economic value, promptly
notify the Secured Creditor after it learns thereof and sue for
infringement, misappropriation or dilution, to seek injunctive relief
where appropriate and to recover any and all damages for such

infringement, misappropriation or dilution. '

&

Immediately upon the request of the Secured Creditor, the Obligor will
furnish the Secured Creditor in writing the description of all
Registrable Intellectual Property or applications for Registrable
Intellectual Property of the Obligor. In addition, the Obligor will
deliver to the Secured Creditor a copy of the certificate of registration .
of, or application for, such Registrable Intellectual Property with a
Confirmation of Security Interest in the form of Schedule D in respect
of such Registrable Intellectual Property confirming the assignment for
security of such Registrable Intellectual Property to the Secured
Creditor and immediately make all such filings, registrations and
recordings as aré necessary or appropriate to perfect the Security
Interest granted to the Secured Creditor in the Registrable Intellectual
Property.

TADBENTEROCO\WWELTOI\DOCS\Oct 2 07 DOCS1-1264372-v1-Tercon Mining LAd. - Security Agreement DOC



-7 -

ARTICLE 5
GENERAL

Section 5.1 Notices.

Any notice, direction or other communication (each a “Notice”) given
regarding the matters contemplated by this Agreement must be in writing, sent by
personal delivery, courier or facsimile (but not by electronic mail) and addressed:

(@)  to the Secured Creditor at:

WEF Fund III Limited Partnership
161 Bay Street

Suite 2520

Toronto, ON M5J 251

Attention:  Mark McQueen
Facsimile: 416—682—1160

- with a copy to:

Minden Gross LLP

145 King Street West
Suite 2200 '
Toronto, ON M5H 4G2

Attention:  Daniel Rothberg
Facsimile:  416-864-9223

(b) to-the Gbligui" at
Tercon Mining Litd.
#100 - 2079 Falcon Road
Kamioops, BC V2C 4J2

Attention: Mr. Milan Soucek
Facsimile:  (250) 372-1555

A Notice is deemed to be delivered and received (i) if sent by personal delivery, on
the date of delivery if it is a Business Day and the delivery was made prior to 4:00
p-m. (local time-in place of receipt) and otherwise on the next Business Day, (ii) if
sent by same-day service courier, on the date of delivery if sent on a Business Day
and delivery was made prior to 4:00 p.m. (local time in place of receipt) and
otherwise on the next Business Day, (iii) if sent by overnight courier, on the next -
Business Day, or (iv) if sent by facsimile, on the Business Day following the date of
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" confirmation of transmission by the originating facsimile. A party may change its
address for service from time to time by providing a Notice in accordance with the
foregoing. Any subsequent Notice must be sent to the party at its changed address.
Any element of a party’s address that is not specifically changed in a Notice will be
assumed not to be changed.

Section 5.2 Dischargé.

The Security Interest will not be discharged except by a written release or
discharge signed by the Secured Creditor. The Obligor will be entitled to require a
discharge by notice to the Secured Creditor upon, but only upon, (i) full and
indefeasible payment and performance of the Secured Obligations and (ii). the
Secured Creditor having no obligations under any Credit Document. Upon
discharge of the Security Interest and at the request and expense of the Obligor, the
Secured Creditor will execute and deliver to the Obligor such financing statements
and other documents or instruments as the Obligor may reasonably require and the
Secured Creditor will redeliver to the Obligor, or as the Obligor may otherwise
dlrECt the Secured Creditor, any Collateral in its possession.

Section 5.3  No Merger, Survival of Representations and Warranhes

This Agreement does not operate by way of merger of any of the Secured
Obligations and no judgment recovered by the Secured Crediter will operate by way
of merger of, or in any way affect, the Security Interest, which is in addition to, and
not in substitution for, any other security. now or hereafter held by the Secured
Creditor in respect of the Secured Obligations. The representations, warranties and
covenants of the Obligor in this Agreement survive the execution and delivery of-
this Agreement and any advances under the Secured Debenture. Notwithstanding
~ any investigation made by or on behalf of the Secured Creditor these covenants,
- representations and warranties continue in full force and effect.

Section 5.4 Further Assurances.

- The Obligor will do all acts and things and execute and deliver, or cause to.be
executed and delivered, all agreements, documents and instruments that the -
Secured Creditor may require and take all further steps relating to the Collateral or
any other property or assets of the Obligor that the Secured Creditor may requn‘e,
including any agreements, documents or instruments required under or in
connection with the Securities Transfer Act (Ontario) for (i) protecting the Collateral,
(ii) perfecting the Security Interest, and (iii) exercising all powers, authorities and
discretions conferred upon the Secured Creditor.  After the Security Interest
becomes enforceable, the Obligor will do all acts and things and execute and deliver
all documents and instruments that the Secured Creditor may require for facilitating
the sale or other disposition of the Collateral in connection with its realization.
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- Section 5.5  Supplemental Security.

This Agreement is in addition to, without prejudice to and supplemental to
all other security now held or which may hereafter be held by the Secured Creditor.

Section 5.6  Successors and Assigns.

This Agreement is binding on the Obligor and its successors and assigns, and
enures to the benefit of the Secured Creditor and its successors and assigns. This
Agreement may be assigned by the Secured Creditor without the consent of, or
notice to, the Obligor, to such Person as the Secured Creditor may determine and, in
such event, such Person will be entitled to all of the rights and remedies of the
Secured Creditor as set forth in this Agreement or otherwise. In any action brought
by an assignee to enforce any such right or remedy, the Obligor will not assert
against the assignee any claim or defence which the Obligor now has or may have
against the Secured Creditor. The Obligor may not assign, transfer or delegate any
of its rights or obligations under this Agreement without the prior written consent of
the Secured Creditor which may be um'easonably withheld.

Section 5.7  Amalgamation.

The Obligor acknowledges and agrees that in the event it amalgamates with
any other corporation or corporations, it is the intention of the parties that the
Security Interest (i) subject to Section 2.4, extends to: (A) all of the property and
undertaking that any of the amalgamating corporations then owns, (B) all of the
property and undertaking that the amalgamated corporation thereafter acquires, (C)
all of the property and undertaking in which any of the amalgamating corporations
then has any interest and (D) all of the property and undertaking in which the
amalgamated corporation thereafter acquires any interest; and (ii) secures the
payment and performance of all debts, liabilities and obligations, present or futu_re,

A direct or indirect, absolute or_conting

from time to time due or accruing due and owing by or otherwise payable by each
of the amalgamating corporations and the amalgamated corporation to the Secured
Creditor in any currency, however or wherever incurred, and whether incurred
alone or jointly with another or others and whether as principal, guarantor or surety

- and whether incurred prior to, at the time of or subsequent to the amalgamation.
. The Security Interest -attaches' to the additional collateral at the time of

amalgamation and to any collateral thereafter owned or -acquired by the
amalgamated corporation when such becomes owned or is acquired. Upon any
such amalgamation, the defined term “Obligor” means, collectively, each of the
amalgamating corporations and the amalgamated corporation, the defined term
“Collateral” means all of the property and undertaking and interests described in (i)
above, and the defined term “Secured Obligations” means the obligations described
in (ii) above.
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Section5.8  Severability.

If any court of competent jurisdiction from which no appeal ex1sts or is taken,
determines any provision of this Agreement to be illegal, invalid or unenforceable,
that provision will be severed from this Agreement and the remammg provisions
will remain in full force and effect.

Section 5.9 Amendmeht.

This Agreemeht may only be amended, supplemented or otherwise modified
by written agreement executed by the Secured Creditor and the Obligor.

Section 5.10 Waivers, ete.

- {1)  No consent or waiver by the Secured Creditor in respect of this Agreement is

binding unless made in writing and signed by an authorized officer of the
Secured Creditor. Any consent or waiver given under this Agreement is
effective only in the specific instance and for the specifi¢ purpose for which
given. No waiver of any of the provisions of this Agreement constitutes a
waiver of any other PI‘OVISIOII

(2) A failure or delay on the part of the Secured Creditor in exercising a right
under this' Agreement does not operate as a waiver of, or impair, any right of
the Secured Creditor however arising. A single or partial exercise of a right
on the part of the Secured Creditor does not preclude any other.or further
exercise of that right or the exercise of any other right by the Secured
Creditor..

Section 511 Application of Proceeds of Security.

All monies collected by the Secured Creditor upon the enforcement of its
rights and remedies under the Security Documents and the Liens created by them

including any sale or other disposition of the Collateral, together with all other
monies received by the Secured Creditor under the Security Documents, will be
applied as provided in the Secured Debenture. To the extent any other Credit

. Document requires proceeds of collateral under such Credit Document to be applied

in accordance with the provisions of this Agreement, the Secured Creditor shall
apply such proceeds in accordance with this Section.

Sectioﬁ 512 Conflict.

In the event of any conflict between one or more provisions of this
Agreement, the provisions of the Secured Debenture and the provisions of the
Operating Loan Agreement which cannot be resolved by all such provisions being
complied with, the provisions contained in the Secured Debenture will prevail to the
extent of such contlict.
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Section 513 Governing Law.

This Agreement will be governed by, interpreted and enforced in accordance

with the laws of the Province of Ontario and the federal laws of Canada applicable -
therein. _

Secﬁon 514 Termination, Survival.

Upon discharge of the Security Interest pursuant to Section 5.2 hereof, this
_ Agreement shall automatically terminate. The provisions of Article 5 shall survive
any termination of this Agreement.

IN WITNESS WHEREOF the Obligor has executed this Agreement.

TERCON MINI

Per: , /
{}iﬁthcr‘ized Sié@ﬁicer _ /

¢

#1264122 v1 | 4061837
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P TERCON MINING PV LTD.

N . : as Obligor
and

' WEFUND I LIMITED PARTNERSHIP,
carrying on business as WELLINGTON FINANCIAL LP
AND WELLINGTON FINANCIAL FUND III

as Secured Creditor

SECURITY AGREEMENT

October 1, 2007
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SECURITY AGREEMENT

 Security agreement dated as of October 1, 2007 made by Tercon Mining PV
Ltd. to and in favour of WF Fund III Limited Partnership, carrying on business as
Wellington Financial LP and Wellington Financial Fund HI. ‘

RECITALS:

(a)

(b)

(©

The Borrower is or will become indebted or liable to the Secured
Creditor pursuant to its Series A Secured Debentures in the aggregate
principal amount of $5,000,000.00 (Cdn.) dated October 1, 2007 (as the
same may be amended, restated, supplemented or replaced from time
to time, the “Secured Debenture”) and pursuant to an Operating Loan
Agreement between the Borrower and the Secured Party dated
October 1, 2007 (as the same may be amended, restated, supplemented
or replaced from time to time, the “Operating Loan Agreement”);

To secure the due performance of the Borrower’s obligations to the
Secured Creditor under infer alia the Secured Debenture and the
Operating Loan Agreement, the Obligor has entered into a form of
Guarantee dated October 1, 2007 in favor of the Secured Creditor (as the
sarne may be amended, restated, supplemented or replaced from time
to time, the “Guarantee”); and

Pursuant to Section 4.1 of the Secured Debenture, the Obligor is
required to execute and deliver this Agreement in favour of the
Secured Creditor. |

In consideration of the foregoing and other good and valuable consideration,
the receipt and adequacy of which are acknowledged, the Obligor agrees as follows.

Section1.1

ARTICLE1
INTERPRETATION

Defined Terms.

As used in this Agreement, the following terms have the followiﬁg meanings:

”Agreement” means this security agreement.

. “Botrower” means Tercon Investments Ltd.

“Collateral” has the meaning specified in Section 2.1.
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“Credit Documents” means the Secured Debenture, the Operating Loan Agreement,
this Agreement and each other Security Document (as such term is defined in the
Secured Debenture).

“Event of Default” has the meaning ascribed thereto in the Guarantee;
“Expenses” has the meaning specified in Section 2.2(b). -

“Governmental Entity” means any international tribunal, agency, body commission
or other authority, any government, executive, parliament, legislature or local
authority, or any governmental entity, ministry, department or agency or regulatory
authority, court, tribunal, commission or board of or within Canada, or any other

foreign jurisdiction, or any political subdivision of any thereof or any authority

having jurisdiction therein or any quasi governmental or private body exercising
any regulatory, expropriation or taxing authority under or for the account of any of
the above. :

“nstruments” means (i) a bill, note or cheque within the meaning of the Bills of

Exchange Act (Canada) or any other writing that evidences a right to the payment of
money and is of a type that in the ordinary course of business is transferred by
delivery with any necessary endorsement or assignment, or (ii) a letter of credit and
an advice of credit if the letter or advice states that it must be surrendered upon
claiming payment thereunder, or (iii) chattel paper or any other writing that
evidences both a monetary obligation and a security interest in or a lease of specific
goods, or (iv) documents of title or any other writing that purports to be issued by or
addressed to a bailee and purports to cover such goods in the bailee’s possession as
are identified or fungible portions of an identified mass, and that in the ordinary
course of business is treated as establishing that the Person in possession of it is
entitled to receive, hold and dispose of the document and the goods it covers, or (v)
any document or writing commonly known as an instrument.

“Intellectual Property” means domestic and foreign: (i) patents, applications for
patents and reissues, divisions, continuations, renewals, extensions and
continuations-in-part of patents or patent applications; (ii) proprietary and non-
public business information, including inventions (whether patentable or not),
invention disclosures, improvements, discoveries, trade secrets, confidential
information, know-how, methods, processes, designs, technology, technical data, .
schematics, formulae and customer lists, and documentation relating to any of the
foregoing; (iii) copyrights, copyright registrations and applications for copyright
registration; (iv) mask works, mask work registrations and applications for mask
work regjistrations; (v) designs, design registrations, design registration applications
and integrated circuit topographies; (vi) trade names, business names, corporate
names, domain names, website names and world wide web addresses, common law
trade-marks, trade-mark registrations, trade-mark applications, trade dress and
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logos, and the goodwill associated with any of the foregoing; (vii) computer.
software and programs (both source code and object code form), all proprietary
rights in the computer software and programs and all documentation and other
materials related to the computer software and programs; and (viii) any other
intellectual property and industrial property.

“Lien” means (i) any mortgage, charge, pledge, hypothecation, security interest,
assignment by way of security, encumbrance, lien (statutory or otherwise), hire
purchase agreement, conditional sale agreement, deposit arrangement, title
retention agreement or arrangement, or any other assignment, arrangement or
condition that in substance secures payment or performance of an obligation, (ii) any
trust arrangement, (iii) any arrangement which creates a right of set-off out of the
ordinary course of business, or (iv) any ag‘reernent to grant any such rights or

interests.

“Obligor” means Tercon Mining PV Ltd., a corporation incorporated and existing
under the laws of British Columbia, and its successors and permitted assigns.

“Registrable Intellectual Property” means any Intellectual Property in respect of
which ownership, title, security interests, charges or encumbrances are capable of
registration, recording or notation with any Governmental Entity pursuant to
applicable laws.

“Restricted Asset” has the meaning specified in Section 2.4(1).

“Secured Creditor” means WF Fund III Limited Partnership, carrying on business
as Wellington Financial LP and Wellington Financial Fund III and its successors and

assigns.
“Secured Obligations” has the meaning specified in Section 2.2(a).

- “Security” means an obligation of an issuer or a share, participation or other interest

in an issuer or in property or an enterprise of an issuer,’

(a)  thatis represented by a security certificate in bearer form or registered
form, or the transfer of which may be registered on books maintained
. for that purpose by or on behalf of the issuer,

(b)  that is one of a class or series, or by its terms is divisible into a class or
series, of shares, participations, interests or obligations, and

(c) that,

(i)  is, or is of a type, dealt in or traded on securities exchanges or

L securities markets, or
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(ii)  is a medium for investment and by its terms expressly prcﬁvides
that it is a secuirity for the purposes of the Securities Transfer Act
(Ontario);

but excludes

(d) any ULC Shares.

“Security Interest” has the meaning specified in Section 2.2.

“ULC Shares” means shares in any unlimited company or unlimited liability
corporation at any time owned or otherwise held by the Obligor.

Section 1.2  Interpretation.

(1)

@

3)

4

)

(6)

@)

&)

Terms defined in the Personal Property Security Act (Ontario) or the Securities
Transfer Act (Ontario) and used but not otherwise defined in this Agreement

"have the same meanings.

Capitalized terms used in this Agreement but not defmed have the meanings’
given to them in the Secured Debenture.

Any reference in any Credit Document to Liens permitted by the Secured
Debenture and any right of the Obligor to create or suffer to exist Liens
permitted by the Secured Debenture are not intended to and do not and will
not subordinate the Security Interest to any such Lien or give priority to any
Person over the Secured Creditor.

In this Agreement the words “including”, “includes” and “include” mean
“including (or includes or include) without limitation”. The expressions
“Article”, “Section” and other subdivision followed by a number mean and
refer to the specified Article, Section or other subdivision of this Agreement.

Any reference in this Agreement to gender includes all genders. Words
importing the singular number only include the plural and vice versa.

The division of this Agreement into Articles, Sections and other subdivisions
and the insertion of headings are for convenient reference only and do not
affect its interpretation.

The schedules attached to this Agreement form an integral part of it for all
purposes of it.

Except as otherwise provided in this Agreement, any reference to this
Agreement, any Credit Document or any Security Document refers to this
Agreement or such Credit Document or Security Document as the same may
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have been or may from time to time be amended, modified, extended,
renewed, restated, replaced or supplemented and includes all schedules
attached to it. Except as otherwise provided in this Agreement, any reference
in this Agreement to a statute refers to such statute and all rules and
regulations made under it as the same may have been or may from time to
time be amended or re-enacted.

ARTICLE 2
SECURITY

Section21  Grant of Security.

Subject to Section 2.4, the Obligor grants to the Secured Creditor, a security
interest in, and assigns,” mortgages, charges, hypothecates and pledges to the
Secured Creditor, all of the property and undertaking of the Obligor now owned or
hereafter acquired and all of the property and undertaking in which the Obligor
now has or hereafter acquires any interest (collectively, the “Collateral”) including
all of the Obligor’s: | : '

(a)  presentand after—-acqﬁired personal property;

(b) ~ inventory including goods held for sale, lease or resale, goods
furnished or to be furnished to third parties under contracts of lease,
consignment or service, goods which are raw materials or work in
process, goods used in or procured for packing and materials used or
consumed in the business of the Obligor;

(c)  equipment, machinery, furniture, fixtures, plant, vehicles and other
goods of every kind and description and all licences and other rights
and all related records, files, charts, plans, drawings, speciﬁcatidns,
manuals and documents;

(d)  accounts due or accruing and all related agreements, books, accounts,
invoices, letters, documents and papers recording, evidencing or
relating to them;

(¢)  money, documents of title and chattel paper; -

()  Instruments and Securities, including the Instruments and Securities
+ listed in Schedule A;

(g) intangibles including all security interests, goodwill, choses in action,
contracts, contract rights, licenses and other contractual benefits;
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(h) Intellectual Property including the Registrable Intellectual Property
"~ listed in Schedule B;

(i) all substitutions and replacements of and increases, additions and,
' where applicable, accessions to the property described in Section 2. l(a)
through Section 2.1(h) inclusive; and

)] all proceeds in any form derived directly or indirectly from any
dealing with all or any part of the property described in Section 2.1(a)
through Section 2.1(i} inclusive, including the proceeds of such -
proceeds.

Section2.2  Secured Obligations.

. The security interest, assignment, mortgage, charge, hypothecation and
pledge granted by this Agreement (collectively, the “Security Interest”) secures the
payment and performance of: :

(a)  all debts, liabilities and obligations, present or future, direct or indirect,
absolute or contingent, matured or unmatured, at any time or from
time to time due or accruing due and owing by or otherwise payable
by the Obligor to the Secured Creditor in any currency, however or
wherever incurred, and whether incurred by the Obligor alone or
jointly with another or others and whether as principal, guarantor or
surety and in whatever name or style (collectively, and together with
the Expenses, the “Secured Obligations”); and

(b}  all expenses, costs and charges incurred by or on behalf of the Secured
Creditor in connection with this Agreement, the Security Interest or the
Collateral, including all legal fees, court costs, receiver's or agent's
remuneration and other expenses of taking possession of, repairing,
protecting, insuring, preparing for disposition, realizing, collecting,
selling, transferring, delivering or obtaining payment for the
Collateral, and of taking, defending or participating in any action or
proceeding in connection with any of the foregoing matters or
otherwise in connection with the Secured Creditor's interest in any
Collateral, whether or not directly relating to the enforcement of this
Agreement or any other Credit Document (collectively,  the
“Expenses”).

Section 2.3 Attachment.

(1)  The Obligor acknowledges that (i) value has been givén, (i) it has rights in
the Collateral (other than after-acquired Collateral), (iii) it has not agreed to
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postpone the time of attachment of the Security Interest, and (iv) it has
received a copy of this Agreement. '

The Obligor shall not permit any of the Securities at any time to be or to -
become uncertificated securities.

“The Obligor delivers to and deposits with the Secured Creditor any and all

certificates evidencing the Securities listed in Schedule A, together with, in
each case, a stock power duly endorsed in blank for transfer and an
irrevocable directors or other applicable resolution of entity in from which the
Securities are issued, consenting to the transfer by the Obligor and the
Obligor hereby grants control over such Securities to the Secured Creditor in
accordance with the provisions of the Securities Transfer Act (Ontario). The
Obligor also delivers to and deposits with the Secured Creditor any
promissory note or other Instruments evidencing any amount payable in
excess of $100,000 or evidencing any rights to goods having a value in excess
of $100,000.

If the Obligor acquires any Securities or any Instruments (other than '
Instruments evidencing amounts payable of less than $100,000 or evidencing
any rights to goods having a value less than $100,000), the Obligor will notify
the Secured Creditor in writing and provide the Secured Creditor with a
revised Schedule A recording the acquisiion and particulars of such
Instruments or Securities within 5 days after such acquisition. Upon request
by the Secured Creditor, the Obligor will promptly deliver to and deposit -
with the Secured Creditor, or cause the Secured Creditor to have control over,
such Securities or Instruments (other than Instruments evidencing amounts
payable of less than $100,000 or evidencing any rights to goods having a
value less than $100,000) as security for the Secured Obligations. The Obligor
will also promptly inform the Secured Creditor in writing of the acquisition
by the Obligor of any ULC Shares.

At the request of the Secured Creditor the Obligor will (i) cause the transfer of
any Securities or Instruments to the Secured Creditor to be registered
wherever such registration may be required or advisable in the reasonable
opinion of the Secured Creditor, (ii) duly endorse any such Securities or
Instruments for transfer in blank or register them in the name of the Secured
Creditor or its nominee or otherwise as the Secured Creditor may reasonably
direct, (iii) immediately deliver to the Secured Creditor any and all consents
or other documents which may be necessary to effect the transfer of any such
Securities or Instruments to the Secured Creditor or any third party and (iv)
deliver to or otherwise cause the Secured Creditor to have control over such
Securities or Instruments in accordance with the provisions of the Securities
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Transfer Act (Ontario). Upon the discharge of the Security Interest in
accordance with Section 5.2 hereof, the Secured Creditor shall promptly cause
all Securities or Instruments transferred to it or to any third party pursuant to

* this Section 2.3(5) to be transferred back to the Obligor including duly
endorsing any such Securities or Instruments for transfer back to the Obligor
and delivering to the Obligor any and all consents or other documents which
may be necessary to effect the transfer of any such Securities or Instruments
to the Obligor.

(6) The Obligor will promptly notify the Secured Creditor in writing of the
acquisition by the Obligor of any Registrable Intellectual Property. The
Obligor will provide the Secured Creditor with a revised Schedule B
recording the acquisition and particulars of such additional Intellectual

Property.

Section24  Scope of Security Interest.

(1)  To the extent that an assignment of amounts payable and other proceeds
arising under or in connection with, or the grant of a security interest in any
agreement, licence, permit ‘or quota of the Obligor would result in the
termination of such agreement, licence, permit or quota (each, a “Restricted
Asset”), the Security Interest with respect to each Restricted Asset will
constitute a trust created in favour of the Secured Creditor pursuant to which
the Obligor holds as trustee all proceeds arising under or in connection with
the Restricted Asset in trust for the Secured Creditor on the following basis:

(2) until the Security Interest is enforceable and subject to the Secured:
Debenture, the Obligor is entitled to receive all such proceeds; and

()  whenever the Security Interest is enforceable, (i) all rights of the
‘Obligor to receive such proceeds cease and all such proceeds will be
immediately paid over to the Secured Creditor and (ii) the Obligor will
take all actions requested by the Secured Creditor to collect and
enforce payment and other rights arising under the Restricted Asset.

The Obligor will use all commercially reasonable efforts to obtain the consent
of each other party to any and all Restricted Assets to the assignment of such
Restricted Asset to the Secured Creditor in accordance with this Agreement.
The Obligor will also use all commercially reasonable efforts to ensure that all
agreements. entered into on and after the date of this Agreement expressly
permit assignments of the benefits of such agreements as collateral security to
the Sectired Creditor in accordance with the terms of this Agreement.

(2)  The Security Interest with respect to trade-marks constitutes a security
interest in, and a charge, hypothecation and pledge of, such Collateral in
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favour of the Secured Creditor, but does not constitute an assignment or
‘mortgage of such Collateral to the Secured Creditor.

(3)  Until the Security Interest is enforceable, the grant of the Security Interest in
the Intellectual Property does not affect in any way the Obligor's rights to
commercially exploit the Intellectual Property, defend it, enforce the Obligor's -
rights in it or with respect to it against third parties in any court or claim and
be entitled to receive any damages with respect to any infringement of it.

(4)  The Security Interest does not extend to consumer goods or ULC Shares.

(5)  The Security Interest does not extend or apply to the last day of the term of

' any lease or sublease of real property or any agreement for a lease or sublease
of real property, now held or hereafter acquired by the Obligor, but the
Obligor will stand possessed of any such last day upon trust to assign and
dispose of it as the Secured Creditor may reasonably direct.

Section 25  Grant of Licence to Use Intellectual Property.

At such time as the Secured Creditor is lawfully entitled to exercise its rights
and remedies under Article3, the Obligor grants to the Secured Creditor an
irrevocable, nonexclusive licence (exercisable without payment of royalty or other
compensation to the Obligor) to use, assign or sublicense any Intellectiial Property in
which the Obligor has rights wherever the same may be located, including in such
licence access to (i) all media in which any of the licensed items may be recorded or
stored, and (ii) all software and computer programs used for compilation or print-
out. The license granted under this Section is to enable the Secured Creditor to
exercise its rights and remedies under Article 3 and for no other purpose.

Section 2.6  Care and Custody of Collateral.

(1)  The Secured Creditor has no obligation to keep Collateral in its possession
identifiable.

(2)  The Secured Creditor may, after the Security Interest is enforceable, (i) notify
any Person obligated on an Instrument, Security or account to make
payments to the Secured Creditor, whether or not the Obligor was previously
making collections on such accounts, chattel paper, instruments, and (ii)
assume contro] of any proceeds arising from the Collateral.

(3)  The Secured Creditor has no obligation to collect dividends, distributions or
interest payable on, or exercise any option or right in connection with, any
Securities or Instruments. The Secured Creditor has no obligation to protect

. or preserve any Securities or Instruments from depreciating in value or
becoming worthless and is released from all responsibility for any loss of
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value. In the physical keeping of any Securities, the Secured Creditor is only
obliged to exercise the same degree of care as it would exercise with respect
to its own Securities kept at the same place.

Section2.7  Rights of the Obligor.

(1)  Until the Security Interest is enforceable, the Obligor is entitled to vote the
Securities that are part of the Collateral and to receive all dividends and
distributions on such Securities. In order to allow the Obligor to vote any
Securities registered in the Secured Creditor’s name or the name of its
nominee, at the request and the expense of the Obligor, the Secured Creditor
will, prior to the Security Interest being enforceable, and may, after the
Security Interest is enforceable, execute valid proxies appointing
proxyholders to attend and act at meetings of shareholders, and execute
resolutions in writing, all pursuant to the relevant proVisions of the issuer's
governing legislation. Whenever the Security Interest is enforceable, all rights
of the Obligor to vote (under any proxy given by the Secured Creditor (or its
nominee) or otherwise) or to receive distributions or dividends cease and all

. such rights become vested solely and absolutely in the Secured Creditor.

(2) Any distributions or dividends received by the Obligor contrary to
Section 2.7(1) or any other moneys or property received by the Obligor after
the Security Interest is enforceable will be received as trustee for the Secured
Creditor and shall be immediately paid over to the Secured Creditor.

Section 2.8  Expenses. ‘ -

The Obligor is liable for and will pay on demand by the Secured Creditor any
and all Expenses.

ARTICLE 3
ENFORCEMENT
Section3.1  Enforcement. :
The Security Interest becomes and is enforceable against the Obligor upon the
occurrence and during the continuance of an Event of Default.

Section 3.2 Remedies.

Whenever the Securit‘y Interest is énforceable, the Secured Creditor may
realize upon the Collateral and enforce the rights of the Secured Creditor by: |

(a) entry onto any premises where Collateral consisting of tangible
personal property may be located;
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entry into possession of the Collateral by any method permitted by
law; : :

sale, grant of options to purchase, or lease of all or any part of the

~ Collateral;

holding, storing and keeping idle or operating all or any part of the
Collateral; ' .

exercising and enforcing all rights and remedies of a holder of the
Securities and Instruments as if the Secured Creditor were the absolute
owner thereof (including, if necessary, causing the Collateral to be
registered in thé name of the Secured Creditor or its nominee if not
already done); '

collection of any proceeds arising in respect of the Collateral;
collection, realization or sale of, or other dealing with, accounts;

license or sublicense, whether on an exclusive or nonexclusive basis, of
any Intellectual Property for such term and on such conditions and in
such manner as the Secured Creditor in its sole judgment determines
(taking into account such provisions as may be necessary to protect
and preserve such Intellectual Property); |

instruction to any bank which has entered into a control agreement
with the Secured Creditor to transfer all moneys, Securities and .
Instruments held by such depositary bank to an account maintained
with or by the Secured Creditor;

application of any nioneys constituting Collateral or proceeds thereof
in accordance with Section 5.11;

appointment by instrument in writing of a receiver (which term as
used in this Agreement includes a receiver and manager) or agent of
all or any part of the Collateral and removal or replacement from time
to time of any receiver or agent; '

institution of proceedings in any court of competent jurisdiction for the
appointment of a receiver of all or any part of the Collateral;

institution of proceedings in any court of competent jurisdiction for
sale or foreclosure of all or any part of the Collateral;
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filing of proofs of claim and other documents to establish claims to the
Collateral in any proceeding relating to the Obligor; and

any other remedy or proceeding authorized or permitted under the
Personal Property Security Act (Ontario) or otherwise by law or equity.

Additional Rights.

In addition to the remedies set forth in Section 3.2 and elsewhere in this
Agreement, whenever the Security Interest is enforceable, the Secured Creditor may:

(@)

(b)

(d)

(e)

)

(8

require the Obligor, at the Obligor's expense, to assemble the Collateral
at a place or places designated by notice in writing and the Obligor
agrees to so assemble the Collateral immediately upon receipt of such
notice; :

require the Obligor, by notice in writing, to disclose to the Secured
Creditor the location or locations of the Collateral and the Obligor
agrees to promptly make such disclosure when so required;

_ repair, process, modify, complete or otherwise deal with the Collateral

and prepare for the disposition of the Collateral, whether on the
premises of the Obligor or otherwise;

redeem any prior security interest against any Collateral, procure the
transfer of such security interest to itself, or settle and pass the
accounts of the prior mortgagee, chargee or encumbrancer (any
accounts to be conclusive and binding on Obligor); ‘

pay any liability secured by any Lien against any Collateral (the
Obligor will immediately on demand reimburse the Secured Creditor
for all such payments); '

carry on all or any part of the business of the Obligor and, to the

" exclusion of all others including the Obligor, enter upon, occupy and

use all or any of the premises, buildings, and other property of or used

by the Obligor for such time as the Secured Creditor sees fit, free of

charge, and the Secured Creditor is not liable to the Obligor for any -
act, omission or negligence in so doing or for any rent, charges,
depreciation or damages incurred in connection with or resulting from
such action;

borrow for the purpose of carrying on the business of the Obligor 61'
for the maintenance, preservation or protection of the Collateral and
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grant a security interest in the Collateral, whether or not in priority to
the Security Interest, to secure repayment;

(h) commence, continue Or defend any judicial or administrative

proceedings for the purpose of protecting, seizing, collecting, realizing
or obtaining possession or payment of the Collateral, and give good
arid valid receipts and discharges in respect of the Collateral and
compromise or give time for the payment or performance of all or any
part of the accounts or any other obligation of any third party to the
Obligor; and :

(i)  at any public sale, and to the extent permitted by law on any private
sale, bid for and purchase any or all of the Collateral offered for sale
and upon compliance with the terms of such sale, hold, retain and
dispose of such Collateral without any further accountability to the
Obligor or any other Person with respect to such holding, retention or
disposition, except as required by law. In any such sale to the Secured
Creditor, the Secured Creditor may, for the purposé of making
payment for all or any part of the Collateral so purchased, use any’
claim for Secured Obligations then due and payable to it as a credit
against the purchase price.

Section 3.4 Exercise of Remedies.

The remedies under Section 3.2 and Section 3.3 may be exercised from time to

time separately or in combination and are in addition to, and not in substitution for,
any other rights of the Secured Creditor however arising or created. The Secured
‘Creditor is not bound to exercise any right or remedy, and the exercise of rights and
remedies is without prejudice to the rights of the Secured Creditor in respect of the
Secured Obligations including the right to claim for any deficiency.

" Section 3.5 Receiver's Powers.

(1)

(2)

Any receiver appointed by the Secured Creditor is vested with the riglits and
remedies which could have been exercised by the Secured Creditor in respect
of the Obligor or the Collateral and such other powers and discretions as are
granted in the instrument of appointment and any supplemental instruments.
The identity of the receiver, its replacement and its remuneration are within
the sole and unfettered discretion of the Secured Creditor.

Any receiver appointed by the Secured Creditor will act as agent for the
Secured Creditor for the purposes of taking possession of the Collateral, but
otherwise and for all other purposes (except as provided below), as agent for
the Obligor. The receiver may sell, lease, or otherwise dispose of Collateral as
agent for the Obligor or as agent for the Secured Creditor as the Secured
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Creditor may determine in its discretion. The Obligor agrees to ratify and
confirm all actions of the receiver acting as agent for the Obligor, and to
release and indemnify the receiver in respect of all such actions.

(3) The Secured Creditor, in appointing or refraining from appointing any
receiver, does not incur liability to the receiver, the Obligor or otherwise and
is not responsible for any misconduct or negligence of such receiver.

Section 3.6  Appointment of Attorney.

The Obligor hereby irrevocably constitutes and appoints the Secured Creditor
(and any officer of the Secured Creditor) the true and lawful attorney of the Obligor.
As the attorney of the Obligor, the Secured Creditor has the power to exercise for
and in the name of the Obligor with full power of substitution, upon the occurrence
and during the continuance of an Event of Default, any of the Obligor's. right
(including the right of disposal), title and interest in and to the Collateral including
the execution, endorsement, delivery and transfer of the Collateral to the Secured
Creditor, its nominees or transferees, and the Secured Creditor and its nominees or
transferees are hereby empowered to exercise all rights and powers and to perform
all acts of ownership with respect to the Collateral to the same extent as the Obligor
might do. This power of attorney is irrevocable, is coupled with an interest, has
been given for valuable consideration (the receipt and adequacy of which is
acknowledged) and survives, and .does not terminate upon, the bankruptcy,
dissolution, winding up or insolvency of the Obligor. This power of attorney
extends to and is binding upon the Obligor’s successors and permitted assigns. The
Obligor authorizes the Secured Creditor to delegate in writing to another Person any
power and authority of the Secured Creditor under this power of attorney as may be
necessary or desirable in the opinion of the Secured Creditor, and to revoke or
suspend such delegation. The power of attorney granted by the Obligor hereby
shall automatically terminate and be of no further force or effect upon the discharge
of the Security Interest in accordance with Section 5.2 hereof.

Section3.7  Dealing with the Collateral.

(1)  The Secured Creditor is not obliged to exhaust its recourse against the
Obligor or any other Person or against any other security it may hold in
respect of the Secured Obligations before realizing upon or otherwise dealing
with the Collateral in such manner as the Secured Creditor may consider
desirable.

(?)  The Secured Creditor may grant extensions or other indulgences, take and
give up securities, accept compositions, grant releases and discharges and
otherwise deal with the Obligor and with other Persons, sureties or securities
as it may see fit without prejudice to the Secured Obligations, the liability of
the Obligor or the rights of the Secured Creditor in respect of the Collateral.
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(3)  Except as otherwise provided by law or this Agreement, the Secured Creditor
is not (i) liable or accountable for any failure to collect, realize or obtain
payment in respect of the Collateral, (ii) bound to institute proceedings for
the purpose of collecting, enforcing, realizing or obtaining payment of the
Collateral or for the purpose of preserving any rights of any Persons in
respect of the Collateral, (iif) responsible for any loss occasioned by any sale
or other dealing with the Collateral or by the retention of or failure to sell or
otherwise deal with the Collateral, or (iv) bound to protect the Collateral from
depreciating in value or becoming worthless.

Section 3.8 Standards of Sale.

Without prejudice to the ability of the Secured Creditor to cﬁspt;se of the
Collateral in any manner which is commercially reasonable, the Obligor
acknowledges that: ‘ :

(a)  the Collateral may be disposed of in whole or in part;

(b) the Collateral may be disposed of by public auction, public tender or
private contract, with or without advertising and without any other
formality; ' '

() any assignee of such Collateral may be the Secured Creditor or a
customer of any such Person;

(d) any sale conducted by the Secured Creditor will be at such time and
place, on such notice and in accordance with such procedures as the
‘Secured Creditor, in its sole discretion, may deem advantageous;

()  the Collateral may be disposed of in any manner and on any terms
necessary to avoid violation of applicable law (including compliance
with such procedures as may restrict the number of prospective
bidders and purchasers, require that the prospective bidders and
purchasers have certain qualifications, and restrict the prospective
bidders and purchasers to Persons who will represent and agree that
they are purchasing for their own account for investment and not with
a view to the distribution or resale of the Collateral) or in order to
obtain any required approval of the disposition (or of the resulting
purchase) by any governmental or regulatory authority or official;

()  adisposition of the Collateral may be on such terms and conditions as
to credit or otherwise as the Secured Creditor, in its sole discretion,
may deem advantageous; and
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(g) the Secured Creditor may establish an upset or reserve bid or price in
respect of the Collateral. :

Section3.9  Dealings by Third Parties.

(1) No Person dealing with the Secured Creditor or an agent or receiver is
required to determine (i) whether the Security Interest has become
enforceable, (ii) whether the powers which such Person is purporting to
exercise have become exercisable, (iii) whether any money remains due to the
Secured Creditor by the Obligor, (iv) the necessity or expediency of the
stipulations and conditions subject to which any sale or lease is made, (v) the
propriety or regularity of any sale or other dealing by the Secured Creditor
with the Collateral, or (vi) how any money paid to Secured Creditor has been
applied. '

(2)  Any bona fide purchaser of all or any part of the Collateral from the Secured
Creditor or any receiver or agent will hold the Collateral absolutely, free from
any claim or right of whatever kind, including any equity of redemption, of
the Obligor, which it specifically waives (to the fullest extent permitted by
law) as against any such purchaser together with all rights of redemption,
stay or appraisal which the Obligor has or may have under any rule of law or
statute now existing or hereafter adopted. '

| ARTICLE 4 _
REPRESENTATIONS, WARRANTIES AND COVENANTS

Section 4.1 General Representations, Warranties and Covenants.

The Obligor represents and warrants ‘and covenants  and agrees,
_acknowledging and confirming that the Secured Creditor is relying on such
representations, warranties, covenants and agreements, that:

() Continuous Perfection. Schedule C sets out the Obligor's place of
business or, if more than one, the Obligor’s chief executive office. Such
place of business or chief executive office, as the case may be, has been
located at such address for the 60 days immediately preceding the date
of this Agreement. Schedule C also sets out the address at which the
books and records of the Obligor are located, the address at which
senior management of the Obligor are located and conduct their
deliberations and make their decisions with respect to the ‘business of
the Obligor and the address from which the invoices and accounts of
the Obligor are issued. The Obligor will not change the location of any
of these items, people or addresses without providing at least 30 days
prior written notice to the Secured Creditor. Except for sales of
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inventory made in the ordinary course of business, the Collateral, to

‘the extent not delivered to the Collateral Agent pursuant to

Section 2.3(3), has been kept for the 60 days immediately preceding the
date of this Agreement and will be kept at those locations listed on
Schedule C, and the Obligor will not remove the Collateral from such
locations, without providing at least 30 days prior written notice to the -
Secured Creditor. The Obligor will not change its name in any manner
without providing at least 30 days prior written notice to the Secured
Creditor. ‘ '

Restriction on Disposition. The Obligor will not sell, assign, convey,
exchange, lease, release or abandon, or otherwise dispose of, any
Collateral except as expressly permitted in the Secured Debenture.

Negative Pledge. The Obligor will not create or suffer to exist, any
Lien on the Collateral, except for Liens permitted by the Secured
Debenture. ‘

Account Debtors. None of the account debtors in respect of any
accounts, chattel paper or intangibles and none of the obligors in
respect of any Instruments included in the Collateral as of the date
hereof is (i) a Governmental Entity, or (ii) in the case of any account in
excess of $100,000, is located outside of Canada or the United States of
America. -

Securities and Instruments.

(i)  Schedule A lists all Securities and Instruments owned or held
by the Obligor on the date of this Agreement and all such
Securities are represented by certificated securities.

(i)  Securities that are Collateral have been, where applicable, duly

and validly issued and acquired and are fully paid and non-
assessable. Schedule A sets out, for each class of Securities
listed in the schedule, the percentage amount that such
Securities tepresent of all issued and outstanding Securities of
that class.

(i) Except as described in Schedule A, no transfer restrictions apply
to the Securities and Instruments listed in Schedule A. The
Obligor has delivered to the Secured Creditor copies of all
shareholder, partnership or trust agreements applicable to each
issuer of such Securities and Instruments which are in the
Obligor’s possession or control. '
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(iv) No Person has or will have any written or oral option; warrant,
right, call, commitment, conversion right, right of exchange or
other agreernent or any right or privilege (whether by law, pre-
emptive or contractual) capable of becoming an option, warrant,
right, call, commitment, conversion right, right of exchange or
other agreement to acquire any right or interest in any of the
Securities and Instruments that are Collateral.

(v)  The Securities that are Collateral constitute, where applicable,
the legal, valid and binding obligation of the obligor of such
Securities, enforceable in accordance with their terms, subject
only to any limitation under applicable laws relating to (i)
bankruptcy, insolvency, fraudulent conveyance, arrangement,

reorganization or creditors’ rights generally, and (i) the -
discretion that a court may exercise in the granting of equitable
remedies. : ‘

(vi) The pledge, assignment and delivery to the Secured Creditor of
the Collateral consisting of certificated Securities pursuant to
this Agreement creates a valid and perfected first ranking
security interest in such certificated Securities, and the proceeds
of them. Such Securities and the proceeds from them are not
subject to any prior Lien or any agreement purporting to grant
to any third party a Lien on the property or assets of the Obligor
which would include the Securities except for Permitted
Encumbrances. The Secured Creditor is entitled to all the rights, -
priorities and benefits afforded by the Personal Property Security
Act (Ontario) or other relevant personal property security
legislation as enacted in any relevant jurisdiction to perfect
security interests in respect of such Collateral.

Status of Accounts Collateral. The Obligor will maintain books and
records pertaining to the Collateral in such detail, form and scope as
the Secured Creditor reasonably requires, and keep all originals of the
chattel paper which evidence accounts at locations specified on

' Schedule B. The Obligor will immediately notify the Secured Creditor

if any account in excess of $500,000 arises out of contracts with any
Governmental Entity, and execute any instruments and take any steps
required by the Secured Creditor in order that all moneys due or to
become due under the contract are assigned to the Secured Creditor
and notice of such assignment is given to the Governmental Entity.
The Obligor will also immediately notify the Secured Creditor if any
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account in excess of $500,000 is with an account debtor located outside
of Canada or the United States of America. : '

Additional Security Perfection and Protection of Security Interest.
The Obligor ‘will' grant to the Secured Creditor, security interests,
assignments, mortgages, charges, hypothecations and pledges in such
property and undertaking of the Obligor that is not subject to a valid
and perfected first ranking security interest (subject only to Permitted
Liens) constituted by the Security Documents, in each relevant
jurisdiction as determined by the Secured Creditor. The Obligor will
perform all acts, execute and deliver all agreements, documents and
instruments and take such other steps as are requested by the Secured
Creditor at any time to register, file, signify, publish, perfect, maintain,
protect, and: enforce the Security Interest including: (i) executing,
recording and filing of financing or other statements, and paying all”
taxes, fees and other charges payable, (i) placing notations on its
books of account to disclose the Security Interest, (iii) delivering
acknowledgements, confirmations and subordinations that may be
necessary to ensure that the Security Documents constitute a valid and
perfected first ranking security interest (subject only to Permitted
Liens), (iv) executing and delivering any agreements, documents and
instruments that may be needed under or in connection with the
Securities Transfer Act (Ontario) and (v) delivering opinions of counsel
in respect of matters contemplated by this paragraph. The documents
and opinions contemplated by this paragraph must be in form and
substance satisfactory to the Secured Creditor.

Representations, Warranties and Covenants Concerning
Intelleciual Property. :

The Obligor represents and warrants and covenants and agrees,
acknowledging and confirming that the Secured Creditor is relying on such
representations, warranties, covenants and agreements, that: '

(2)

(b)

Schedule B lists all Registrable Intellectual Property that is owned by
the Obligor on the date of this Agreement.

All Registrable Intellectual Property of the Obligor is valid, subsisting,
unexpired and enforceable, has not been abandoned and, to the
knowledge of the Obligor, does not infringe the Intellectual Property
rights of any other Person. . '
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No decision or judgment has been rendered by any Governmental
Entity which would limit, cancel or question the validity of, or the
Obligor's rlghts in, any Intellectual Property in any respect.

No action or proceedmg is pending, or, to the knowledge of the
Obligor, threatened, on the date hereof seeking to limit, cancel or
question the validity of any Intellectual Property or the Obligor’s
ownership interest therein, or which, if adversely determined, would -

- have a Material adverse effect on the value of any Intellectual

Property.

The Obligor will take all reasonable and necessary steps, including in
any proceeding before the Canadian Intellectual Property Office or any
similar Governmental Entity of any jurisdiction, to maintain and
pursue each application (and to obtain the relevant registration) and to
maintain each registration of the material Registrable Intellectual
Property, including, without limitation, filing of applications for
renewal, affidavits of use and affidavits of incontestability. :

In the event that any material Intellectual Property of the Obligor is
infringed, misappropriated or diluted by a third party, the Obligor will
(i) take such actions as the Obligor reasonably deems appropriate
under the circumstances to protect such Intellectual Property and (ii) if
such Intellectual Property is of material economic value, promptly
notify the Secured Creditor after it learns thereof and sue for
infringement, misappropriation or dilution, to seek injunctive relief
where appropriate and to recover any and all damages for such
infringement, misappropriation or dilution.

Immediately upon the request of the Secured Creditor, the Obligor will
furnish the Secured Creditor in writing the description of all
Registrable Intellectual Property or applications for Registrable
Intellectual Property of the Obligor. In addition, the Obligor will
deliver to the Secured Creditor a copy of the certificate of registration
of, or application for, such Registrable Intellectual Property with a
Confirmation of Security Interest in the form of Schedule D in respect
of such Registrable Intellectual Property confirming the assignment for
security of such Registrable Intellectual Property to the Secured
Creditor and immediately make all such filings, registrations and
recordings as are necessary or appropriate to perfect the Security
Interest granted to the Secured Creditor in the Registrable Intellectual
Property.
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ARTICLES5
GENERAL

Section 5.1 Notices.

Any notice, direction or other communication (each a “Notice”) given
regarding the matters contemplated by this Agreement must be in writing, sent by
personal delivery, courier or facsimile (but not by electronic mail} and addressed:

(a) tothe Secured Creditor at:

WF Fund ITI Limited Partnership
161 Bay Street ‘
Suite 2520

Toronto, ON Mb5]J 251

Attention: Mark McQueen
" Facsimile: 416-682-1160

with a copy. to:

Minden Gross LLP

145 King Street West
Suite 2200
Toronto, ON M5H 4G2

Attention:  Daniel Rothberg
Facsimile:  416-864-9223

(b)  to the Obligor at:

Tercon Mining PV Ltd.

#100 - 2079 Falcon Road
Kamloops, BC V2C 4]2
Attention:  Mr. Milan Soucek
Facsimile: ~ (250) 372-1555

A Notice is deemed to be delivered and received (i) if sent by personal delivery, on
the date of delivery if it is a Business Day and the delivery was made prior to 4:00
p.m. (local time in place of receipt) and otherwise on the next Business Day, (i) if
sent by same-day service courier, on the date of delivery if sent on a Business Day

~and delivery was made prior to 4:00 p.m. (local time in place of receipt) and

otherwise on the next Business Day, (iii) if sent by overnight courier, on the next
Business Day, or (iv) if sent by facsimile, on the Business Day following the date of
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confirmation of transmission by the originating facsimile. A party may change its
address for service from time to time by providing a Notice in accordance with the
foregoing, Any subsequent Notice must be sent to the party at its changed address.
Any element of a party’s address that is not specifically changed in a Notice will be
assumed not to be changed.

Sectmn 52  Discharge.

The Security Interest will not be discharged except by a written release or
discharge signed by the Secured Creditor. The Obligor will be entitled to require a
discharge by notice to the Secured Creditor upon, but only upon, (i) full and
indefeasible payment and performance of the Secured Obligations and (ii) the
Secured Creditor having no obligations under any Credit Document. Upon
discharge of the Security Interest and at the request and expense of the Obligor, the
Secured Creditor will execute and deliver to the Obligor such financing statements
and other documents or instruments as the Obligor may reasonably require and the
Secured Creditor will redeliver to the Obligor, or as the Obligor may otherwise
direct the Secured Creditor, any Collateral in its possession.

Section 5.3 No Merger, Survival of Representations and Warranties.

This Agreement does not operate by way of merger of any of the Secured
Obligations and no judgment recovered by the Secured Creditor will operate by way
of merger of, or in any way affect, the Security Interest, which is in addition to, and

-not in substitution for, any other security riow or hereafter held by the Secured
'Creditor in respect of the Secured Obligations. The representations, warranties and
covenants of the Obligor in this Agreement survive the execution and delivery of
this Agreement and any advances under the Secured Debenture. Notwithstanding
any investigation made by or on behalf of thé Secured Creditor these covenants,
représentaﬁons and warranties continue in full force and effect.

Section 5.4 Further Assurances

The Obligor will do all acts and things and execute and dehver, or cause to be
executed and delivered, all agreements, documents and instruments that the
Secured Creditor may require and take all further steps relating to the Collateral or
any other property or assets of the Obligor that the Secured Creditor may require,
including any agreements, documents or instruments required under or in
connection with the Securities Transfer Act (Ontario) for (i) protecting the Collateral,
(ii) perfecting the Security Interest, and (iii) exercising all powers, authorities and
discretions conferred upon the Secured Creditor. After the Security Interest
becomes enforceable, the Obligor will do all acts and things and execute and deliver
all documents and instruments that the Secured Creditor may require for facilitating
the sale or other disposition of the Collateral in connection with its realization.
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Section 5.5  Supplemental Security.

This Agreement is in addition to, without prejudice to and supplemental to
all other security now held or which may hereafter be held by the Secured Creditor.

Section5.6  Successors and Assigns.

This Agreement is binding on the Obligor and its successors and assigns, and
enures to the benefit of the Secured Creditor and its successors and assigns. This
Agreement may be assigned by the Secured Creditor without the consent of, or.
notice to, the Obligor, to such Person as the Secured Creditor may determine and, in
such event, such Person will be entitled to all of the rights and remedies of the
Secured Creditor as set forth in this Agreement or otherwise. In any action brought
by an assignee to enforce any such right or remedy, the Obligor will not assert
against the assignee any claim or defence which the Obligor now has or may have
against the Secured Creditor. The Obligor may not assign, transfer or delegate any
of its rights or obligations under this Agreement without the prior written consent of
the Secured Creditor which may be unreasonably withheld..

Section 5.7  Amalgamation.

The Obligor acknowledges and agrees that in the event it amalgamates with
any other corporation or corporations, it is the intention of the parties that the
Security Interest (i) subject to Section 2.4, extends to: (A) all of the property and
undertaking that any of the amalgamating corporations then owns, (B) all of the
property and undertaking that the amalgamated corporation thereafter acquires, (C)
all of the property and undertaking in which any of the amalgamating corporations

~ then has any interest and (D) all of the property and undertaking in which the

amalgamated corporation thereafter acquires any interest; and (ii) secures the
payment and performance of all debts, liabilities and obligations, present or future,
direct or indirect, absolute or contingent, matured or unmatured, at any time or
from time to time due or accruing due and owing by or otherwise payable by each
of the amalgamating corporations and the amalgamated corporation to the Secured
Creditor in any currency, however or wherever incurred, and whether incurred
alone or jointly with another or others and whether as principal, guarantor or surety
and whether incurred prior to, at the time of or subsequent to the amalgamation.
The Security Interest atiaches to the additional collateral at the time of
amalgamation and to any collateral thereafter owned or acquired by the
amalgamated corporation when such becomes owned or is acquired. Upon any

'such amnalgamation, the defined term “Obligor” means, collectively, each of the

amalgamating corporations and the amalgamated corporation, the defined term .
“Collateral” means all of the property and undertaking and interests described in (i)
above, and the defined term “Secured Obligations” means the obligations descrlbed
in (ii) above.
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Section 5.8  Severability.

If any court of competent jurisdiction from which no appeal exists or is taken,
determines any provision of this Agreement to be illegal, invalid or unenforceable,

that provision will be severed from this Agreement and the remaining provisions

will remain in full force and effect.

Section 5.9 Amendment.

This Agreement may only be amended, supplemented or otherwise modified
by written agreement executed by the Secured Creditor and the Obligor.

Section 5.10 Waivers, etc.

(1)  No consent or waiver by the Secured Creditor in respect of this Agreement is
- binding unless made in writing and SIgned by an authorized officer of the
Secured Creditor. Any consent or waiver given under this Agreement is
effective only in the specific instance and for the specific purpose for which
given. No waiver of any of the provisions of this Agreement constitutes a
waiver of any other provision.

(2) A failure or delay on the part of the Secured Creditor in exercising a right
under this Agreement does not operate as a waiver of, or impair, any right of
the Secured Creditor however arising. A single or partial exercise of a right
on the part of the Secured Creditor does riot preclude any other or further
exercise of that rlght or the exercise of any other right by the Secured
Creditor.

Section5.11  Application of Proceeds of Security.

Al monies collected by the Secured Creditor upon the enforcement of its
rights and remedies under the Security Documents and the Liens created by them
including any sale or other disposition of the Collateral, together with all other
monies received by the Secured Creditor under the Security Documents, will be .
applied as provided in the Secured Debenture. To the extent any other Credit
Document requires proceeds of collateral under such Credit Document to be applied
in accordance with the provisions of this Agreement, the Secured Creditor shall

~apply such proceeds in accordance with this Section.

Section 5.12 Conflict.

In the event of any conflict between one or more provisions of this
Agreement, the provisions of the Secured Debenture and the provisions of the
Operating Loan Agreement which cannot be resolved by all such provisions being
complied with, the provisions contained in the Secured Debenture will prevail to the
extent of such conflict. | '
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Section 5.13 Govermng Law.

This Agreement will be governed by, mterpreted and enforced in accordance:
with the laws of the Province of Ontario and the federal laws of Canada applicable
therein. |

Section 5.14 Terminatitsn, Survival.

Upon discharge of the Security Interest pursuant to Section 5.2 hereof, this
Agreement shall automatically terminate. The provisions of Article 5 shall survive
any termination of this Agreement.

IN WITNESS WHEREOF the Obligor has executed &?Agreement
TERCON MINING PV LTD.

Per:

Au[thorized Sigw{er /

#1264122 v1 | 4061837
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TERCON CONSTRUCTION LTD.

as Obligor

and

WF FUND III LIMITED PARTNERSHIP,
carrying on business as WELLINGTON FINANCIAL LP
AND WELLINGTON FINANCIAL FUND III

as Secured Creditor

SECURITY AGREEMENT

QOctober 1, 2007
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SECURITY AGREEMENT

Security agreement dated as of October 1, 2007 made by Tercon Construction
Ltd. to and in favour of WF Fund II Limited Partnership, carrying on business as
Wellington Financial LP and Wellington Financial Fund IIL

RECITALS:
(2)

The Borrower is or will become indebted or liable to the Secured
Creditor pursuant to its Series A Secured Debentures in the aggregate
principal amount of $5,000,000.00 (Cdn.) dated October 1, 2007 (as the
same may be amended, restated, supplemented or replaced from time
to time, the “Secured Debenture”) and pursuant to an Operating Loan
Agreement between the Borrower and the Secured Party dated
October 1, 2007 (as the same may be amended, restated, supplemented

~ or replaced from time to time, the “Operating Loan Agreement”);

(b)

(€)

To secure the due performance of the Borrower’s obligations to the
Secured Creditor under infer alia the Secured Debenture and the
Operating Loan Agreement, the Obligor has entered into a form of
Guarantee dated October 1, 2007 in favor of the Secured Creditor (as the
same may be amended, restated, supplemented or replaced from time
to time, the “Guarantee™); arid

 Pursuant to Section 4.1 of the Secured Debenture, the Obligor is

required to execute and deliver this Agreement in favour of the
Secured Creditor.

In consideration of the foregoing and other good and valuable consideration,
the receipt and adequacy of which are acknowledged, the Obligor agrees as follows.

Section 1.1

ARTICILE1
INTERPRETATION

Defined Terms.

As used in this Agreement, the following terms have the following meanings:

“ Agreement” means this security agreement.

“Borrower” means Tercon Investments Ltd.

“Collateral” has the meaning specified in Section 2.1.
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“Credit Documents” means the Secured Debenture, the Operating L.oan Agreement,
this Agreement and each other Security Document (as such term is defined in the
Secured Debenture).

“Event of Default” has the meaning ascribed thereto in the Guarantee;

“Expenses” has the meaning specified in Section 2.2(b).

. “Governmental Entity” means any international tribunal, agency, body commission

or other authority, any government, executive, parliament, legislature or local
authority, or any governmental entity, ministry, department or agency or regulatory
authority, court, tribunal, commission or board of or within Canada, or any other
foreign jurisdiction, or any political subdivision of any thereof or any authority
having jurisdiction therein or any quasi governmental or private body exercising
any regulatory, expropriation or taxing authority under or for the account of any of
the above. '

“Instruments” means (i) a bill, note or cheque within the meaning of the Bills of
Exchange Act (Canada) or any other writing that evidences a right to the payment of
money and is of a type that in the ordinary course of business is transferred by
delivery with any necessary endorsement or assignment, or (i} a letter of credit and
an advice of credit if the letter or advice states that it must be surrendered upon

" claiming payment thereunder, or (iii) chattel paper or any other writing that

evidences both a monetary obligation and a security interest in or a lease of specific
goods, or (iv) documents of title or any other writing that purports to be issued by or
addressed to a bailee and purports to cover such goods in the bailee’s possession as
are identified or fungible portions of an identified mass, and that in the ordinary
course of business is freated as establishing that the Person in possession of it is
entitled to receive, hold and dispose of the document and the goods it covers, or (v)
any document or writing commonly known as an instrument.

“Intellectual Property” means domestic and foreign: (i) patents, applications for
patents and reissues, divisions, continuations, renewals, extensions and
continuations-in-part of patents or patent applications; (ii) proprietary. and non-
public business information, including inventions (whether patentable or not),
inverition disclosures, improvements, discoveries, trade secrets, confidential
information, know-how, methods, processes, designs, tecfmology, technical data,

schematics, formulae and customer lists, and documentation relating to any of the

foregoing; (iii) copyrights, copyright registrations and applications for copyright
registration; (iv) mask works, mask work registrations and applications for mask
work registrations; (v) designs, design registrations, design registration applications
and integrated circuit topographies; (vi) irade names, business names, corporate
names, domain names, website names and world wide web addresses, common law
trade-marks, trade-mark registrations, trade-mark applications, trade dress and
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logos, and the goodwill associated with any of the foregoing; (vii) computer
software and programs (both source code and object code form), all proprietary
rights in the computer software and programs and ail documentation and other
materials related to the computer software and programs; and (viii) any other
intellectual property and industrial property.

“Lien” means (i) any mortgage, charge, pledge, hypothecation, security interest, .
assignment by way of security, encumbrance, lien (statutory -or otherwise), hire
purchase agreement, conditional sale agreement, deposit arrangement, title
retention agreement or arrangement, or any other assignment, arrangement or
condition that in substance secures payment or performance of an obligation, (if) any
trust arrangement, (iii} any arrangement which creates a right of set-off out of the
ordinary course of business, or (iv) any agreement to grant any such rights or
interests. ,

“QObligor” means Tercon Construction Ltd., a corporation incorporated and existing
under the laws of British Columbia, and its successors and permitted assigns.

“Registrable Intellectual Property” means any Intellectual Property in respect of
which ownership, title, security interests, charges or encumbrances are capable of
registration, recording or notation with any Governmental Entity pursuant to
applicable laws. '

“Restricted Asset” has the meaning specified in Section 2.4(1).

“Secured Creditor” means WF Fund III Limited Partnership, carrying on business
as Wellington Financial LP and Wellington Financial Fund III and its successors and
assigns.

“Secured Obligations” has the meaning specified in Section 2.2(a).

. “Security” means an obligation of an issuer or a share, participation or other interest

in an issuer or in property or an enterprise of an issuer,

(@)  that is represented by a security certificate in bearer form or registered
form, or the transfer of which may be registered on books maintained
for that purpose by or on behalf of the issuer, -

(b)  that is one of a class or series, or by its terms is divisible into a class or
series, of shares, participations, interests or_obligaﬁons, and

(c} ' that,

(i) is, or is of a type, dealt in or traded on securities exchanges or

securities markets, or
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3

T (i) isa medium for investment and by its terms expressly provides
that it is a security for the purposes of the Securities Transfer Act
(Ontario);

biit excludes

(d) any ULC Shares.

“Security Interest” has the meaning specified in Section 2.2.

“ULC Shares” means shares in any unlimited company or unlimited liability
corporation at any time owned or otherwise held by the Obligor.

(1)

2

(3)

4

)

©6)

)

(8)

Section 1. 2 Interpretation.

Termis defined in the Personal Property Secunty Act (Ontarlo) or the Securities
Transfer Act (Ontario) and used but not otherwise defined in this Agreement
have the same meanings. «

Capitalized terms used in this Agreement but not defined have the meanings
given to them in the Secured Debenture.

Any reference in any Credit Document to Liens permitted by the Secured

. Debenture and any right of the Obligor to create or suffer to exist Liens

permitted by the Secured Debenture are not intended to and do not and will
not subordinate the Security Interest to any such Lien or glve priority to any
Person over the Secured Creditor.

LA

In this Agreement the words * mcludmg “includes” and “include” mean
“including (or includes or include) without limitation”. The expressions
“Article”, “Section” and other subdivision followed by a number mean and
refer to the specified Article, Section or other subdivision of this Agreement.

Any reference in this Agreement to gender includes all genders. Words
importing the singular number only include the piural and vice versa. '

The division of this Agreement into Articles, Sections and other subdivisions
and the insertion of headings are for convenient reference only and do not
affect. its interpretation.

The schedules attached to this Agreement form an integral part of it for all
purposes of it.

Except ‘as otherwise provided in this Agreement, any reference to this
Agreement, any Credit Document or any Security Document refers to this
Agreement or such Credit Document or Security Document as the same may
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have been or may from time to time be amended, modified, extended,
renewed, restated, replaced or supplemented and includes all schedules
attached to it. Except as otherwise provided in this Agreement, any reference
in this Agreement to a statute refers to such statute and all rules and
regulations made under-it as the same may have been or may from time to
time be amended or re-enacted.

Section 2.1

ARTICLE 2
SECURITY

Grant of Security.

Subject to Section 2.4, the Obligor grants to the Secured Creditor, a security
interest in, and assigns, mortgages, charges, hypothecates and pledges to the
Secured Creditor, all of the property and undertaking of the Obligor now owned or
hereafter acquired and all of the property and undertaking in which the Obligor
now has or hereafter acquires any interest (collectively, the “Collateral”) mcludmg
all of the Obligor’s:

(@)
(b)

(d)

(e)
(f)

(@

present and after-acquired personal property;

inventory incltiding goods held for sale, lease or resale, goods

-furnished or to be furnished to third parties under contracts of lease,

consignment or service, goods which are raw materials or work in
process, goods - used in or procured for packing and materials used or
consumed in the business of the Obligor;

equipment, machinery, furniture, fixtures, plant, vehicles and other
goods of every kind and description and all licences and other rights
and all related records, files, charts, plans, drawings, specifications,
manuals and documents;

accounts due or accruing and all related agreements, books, accounts,
invoices, letters, documents and papers recording, ev1denc1ng or
relating to them;

money, documents of title and chattel paper;

- Instruments and Securities, including the Instruments and Securities

listed in Schedule A;

intangibles including all security interests, goodwill, choses in action,
contracts, contract rights, licenses and other contractual benefits;
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(h)  Intellectual Property including the Registrable Intellectual Property
- listed in Schedule B;

(i)  all substitutions and replacements of and increases, additions and,
where applicable, accessions to the property described in Section 2.1(a)
through Section 2.1(h) inclusive; and

1)) all proceeds in any form derived directly or indirectly from any

dealing with all or any part of the property described in Section 2.1(a)

. through Section 2.1(i) inclusive, including the proceeds of such
proceeds.

Section2.2  Secured Obligations.

~The security interest, assignment, mortgage, charge, hypothecation and
pledge granted by this Agreement (collectively, the “Security Interest”) secures the
payment and performance of:

(a)  all debts, liabilities and obligations, present or future, direct or indirect,
absclute or contingent, matured or unmatured, at any time or from
time to time due or accruing due and owing by or otherwise payable
by the Obligor to the Secured Creditor in any currency, however or
wherever incurred, and whether incurred by the Obligor alone or
jointly with another or others and whether as principal, guarantor or
surety and in whatever name or style (collectively, and together with
the Expenses, the “Secured Obligations”); and

(b)  all expenses, costs and charges incurred by or on behalf of the Secured
Creditor in connection with this Agreement, the Security Interest or the
Collateral, including all legal fees, court costs, receiver's or agent's
remuneration and other expenses of taking possession of, repairing,
protecting, insuring, preparing for disposition, realizing, collecting, |
selling, transferring, delivering or obtaining payment for the
Collateral, and of taking, defending or participating in any action or
proceeding in connection with any of the foregoing matters or
otherwise in connection with the Secured Creditor's interest in any
Collateral, whether or not directly relating to the enforcement of this
Agreement or any other Credit Document (collectively, the
“Expenses”). :

Section 2.3 Attachment.

(1)  The Obligor acknowledges that (i) value has been given, (ii) it has rights in

the Collateral (other than after-acquired Collateral), (iii) it has not agreed to
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postpone the time of attachment of the Security Interest, and (iv) it has
received a copy of this Agreement.

(2}  The Obligor shall not permit any of the Securities at any time to be or to
become uncertificated securities.

(3)  The Obligor delivers to and deposits with the Secured Creditor any and all
certificates evidencing the Securities listed in Schedule A, together with, in
each case, a stock power duly endorsed in blank for transfer and an
irrevocable directors or other applicable resolution of entity in from which the
Securities are issued, consenting to the transfer by the Obligor and the
Obligor hereby grants control over such Securities to the Secured Creditor in
accordance with the provisions of the Securities Transfer Act (Ontario). The
Obligor also delivers to and deposits with the Secured Creditor any
promissory note or other Instruments evidencing any amount payable in
excess of $100,000 or evidencing any rights to goods having a value in excess
of $100,000. |

(4) If the Obligor acquires any Securities or any Instruments (other than
Instruments evidencing amounts payable of less than $100,000 or evidencing
any rights to goods having a value less than $100,000), the Obligor will notify
the Secured Creditor in writing and provide the Secured Creditor with a
revised Schedule A recording the acquisiion and particulars of such
Instruments or Securities within 5 days after such acquisition.. Upon request
by the Secured Creditor, the Obligor will promptly deliver to and deposit
with the Secured Creditor, or cause the Secured Creditor to have confrol over,
such Securities or Instruments (other than Instruments evidencing amounts
payable of less than $100,000 or evidencing any rights to goods having a
value less than $100,000) as security for the Secured Obligations. The Obligor
will also promptly inform the Secured Creditor in writing of the acquisition
by the Obligor of any ULC Shares.

(5) At the request of the Secured Creditor the Obligor will (i) cause the transfer of
any Securities or Instruments to the Secured Creditor to be registered
wherever such registration may be required or advisable in the reasonable
opinion of the Secured Creditor, (ii) duly endorse any such Securities or
Instruments for transfer in blank or register them in the name of the Secured
Creditor or its nominee -or otherwise as the Secured Creditor may reasonably
direct, (iii) immediately deliver to the Secured Creditor any and all consents
or other documents which may be necessary to effect the transfer of any such
Securities or Instruments to the Secured Creditor or any third party and (iv)
deliver to or otherwise cause the Secured Creditor to have control over such
Securities or Instruments in accordance with the provisions of the Securities
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Transfer Act (Ontano) Upon the discharge of the Security Interest in
accordance with Section 5.2 hereof, the Secured Creditor shall promptly cause
all Securities or Instruments transferred to it or to any third party pursuant to
this Section 2.3(5) to be transferred back to the Obligor including duly
endorsing any such Securities or Instruments for transfer back to the Obligor
and delivering to the Obligor any and all consents or other documents which
may be necessary to effect the transfer of any such Securities or Instruments
to the Obligor. |

The Obligor will promptly notify the Secured Creditor in writing of the
acquisition by the Obligor of any Registrable Intellectual Property. The
Obligor will provide the Secured Creditor with a revised Schedule B
recording the acquisition and particulars of such additional Intellectual
Property.

Section 24  Scope of Security Interest.

(1)

2

To the extent that an assignment of amounts payable and other proceeds
arising under or in connection with, or the grant of a security interest in any
agreement, licence, permit or quota of the Obligor would result in the
termination of such agreement, licence, permit-or quota (each, a “Restricted
Asset”), the Security Interest with respect to each Restricted Asset will
constitute a trust created in favour of the Secured Creditor pursuant to which
the Obligor holds as trustee all proceeds arising under or in connection with
the Restricted Asset in trust for the Secured Creditor on the following basis:

(@)  until the Security Interest is enforceable and subject to the Secured
' Debenture, the Obligor is entitled to receive all such proceeds; and

(b)  whenever the Security Interest is enforceable, (i) all rights of the
Obligor to receive such proceeds cease and all such proceeds will be
immediately paid over to the Secured Creditor and (ii) the Obligor will
take all actions requested by the Secured Creditor to collect and
enforce payment and other rights arising under the Restricted Asset.

The Obligor will use all commeraally reasonable efforts to obtain the consent
of each other party to any and all Restricted Assets to the assignment of such
Restricted Asset to the Secured Creditor in accordance with this Agreement.
The Obligor will also use all commercially reasonable efforts to ensure that all
agreements entéred into on and after the date of this Agreement expressly
permit assignments of the benefits of such agreements as collateral security to
the Secured Creditor in accordance with the terms of this Agreement.

The Security Interest with respect to trade-marks constitutes a security
interest in, and a charge, hypothecation and pledge of, such Collateral in
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favour of the Secured Creditor, but does not constitute an assignment or
mortgage of such Collateral to the Secured Creditor.

(3)  Until the Security Interest is enforceable, the grant of the Security Interest in
the Intellectual Property does not affect in any way the Obligor's rights to
commercially exploit the Intellectual Property, defend it, enforce the Obligor's
rights in it or with respect to it against third parties in any court or claim and
be entitled to receive any damages with respect to any infringement of it.

(4)  The Security Interest does not extend to consumer goods or ULC Shares.

(5)  The Security Interest does not extend or apply to the last day of the term of
any lease or sublease of real property or any agreement for a lease or sublease
of real property, now held or hereafter acquired by the Obligor, but the
Obligor will stand possessed of any such last day upon trust to assign and
dispose of it as the Secured Creditor may reasonably direct. |

Section25  Grant of Licence to Use Intellectual Property.

At such time as the Secured Creditor is lawfully entitled to exercise its rights
and remedies under Article3, the Obligor grants to the Secufed Creditor an
irrevocable, nonexclusive licence (exercisable without payment of royalty or other
compensation to the Obligor) to use, assign or sublicense any Intellectual Property in
which the Obligor has rights wherever the same may be located, including in such
licence access to (i) all media in which any of the licensed items may be recorded or
stored, and (ii) all software and computer programs used for compilation or print-
out. The license granted under this Section is to enable the Secured Creditor to
exercise its rights and remedies under Article 3 and for no other purpose.

Section 2.6 Care and Custody of Collateral.

(1)  The Secured Creditor has no obligation to keep Collateral in its possession
identifiable.

(2)  The Secured Creditor may, after the Security Interest is enforceable, (i) notify
any Person obligated on an Instrument, Security or account to make
payments to the Secured Creditor, whether or not the Obligor was previously
making collections on such accounts, chattel paper, instruments, and (ii)
assume control of any proceeds arising from the Collateral. :

(3)  The Secured Creditor has no obligation to collect dividends, distributions or
interest payable on, or exercise any option or right in connection with, any
Securities or Instruments, The Secured Creditor has no obligation to protect
or preserve any Securities or Instruments from depreciating in value or
becoming worthless and is released from all responsibility for any loss of
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value. In the physical keeping of any Securities, the Secured Creditor is only _
obliged to exercise the same degree of care as it would exercise with respect
to its own Securities kept at the same place.

Section 2.7  Rights of the Obligor.

(1)  Until the Security Interest is enforceable, the Obligor is entitled to vote the
Securities that are part of the Collateral and to receive all dividends and
distributions on such Securities. In order to allow the Obligor to vote any
Securities registered in the Secured Creditor’s name or the name of its
nominee, at the request and the expense of the Obligor, the Secured Creditor
will, prior to the Security Interest being enforceable, and may, after the
Security Interest is enforceable, execute valid proxies appointing
proxyholders to attend and act at meetings of shareholders, and execute
resolutions in writing, all pursuant to the relevant provisions of the issuer's
governing legislation. Whenever the Security Interest is enforceable, alt rights
of the Obligor to vote (under any proxy given by the Secured Creditor (or its
nominee) or otherwise) or to receive distributions or dividends cease and all
such rights become vested solely and absolutely in the Secured Creditor.

(2) Any distributions or dividends received by the Obllgor contrary to
Section 2.7(1) or any other moneys or property received by the Obligor after
the Security Intetest is enforceable will be received as trustee for the Secured
Creditor and shall be immediately paid over to the Secured Creditor.

Section 2.8  Expenses.

The Obligor is liable for and will pay on demand by the Secured Creditor any
and all Expenses.

_ ARTICLE 3
ENFORCEMENT
Section 3.1 Enforcement.

The Secum’cy Interest becomes and is enforceable against the Obligor upon the
occurrence and dunng the continuance of an Event of Default.

Section 3.2 Remedies.

Whenever the Security Interest is enforceable, the Secured Creditor may
- realize upon the Collateral and enforce the rights of the Secured Creditor by:

(@) entry onto any premises where Collateral consisting of taﬁgible
personal property may be located;
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entry into possession of the Collateral by any method permitted by
law;

sale, grant of options to purchase, or lease of all or any part of the
Collateral; ' '

holding, storing and keeping idle or operating all or any part of the
Collateral; -

exercising and enforcing all rights and remedies of a holder of the
Securities and Instruments as if the Secured Creditor were the absolute
owner thereof (including, if necessary, causing the Collateral to be
registered in the name of the Secured Creditor or its nominee if not
already done); '

collection of any proceeds arising in respect of the Collateral;
collection, realization or sale of, or other-dealing with, accounts;

license or sublicense, whether on an exclusive or nonexclusive basis, of
any Intellectual Property for such term and on such conditions and in
such manner as the Secured Creditor in its sole judgment determines
(taking into account such provisions as may be necessary to protect
and preserve such Intellectual Property);

instruction to any bank which has entered into a control agreeiment
with the Secured Creditor to transfer all moneys, Securities and .

Instruments held by such depositary bank to an account maintained .

with or by the Secured Creditor;

application of any moneys constituting Collateral or proceeds thereof
in accordance with Section 5.11;

appointment by instrument in ‘writing of a receiver (which term as
used in this Agreement includes a receiver and manager) or agent of
all or any part of the Collateral and removal or replacement from time
to time of any receiver or agent; ‘

institution of proceedings in any court of competent jurisdiction for the
appointment of a receiver of all or any part of the Collateral;

institution of proceedings in any court of competent jurisdiction for
sale or foreclosure of all or any part of the Collateral;
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filing of proofs of claim and other documents to establish claims to the
Collateral in any proceeding relating to the Obligor; and

any other remedy or proceeding authorized or permitted under the
Personal Property Security Act (Ontario) or otherwise by law or equity.

Additional Rights.

In addition to the remedies set forth in Section3.2 and elsewhere in this
Agreement, whenever the Security Interest is enforceable, the Secured Creditor may:

7

(2)

(b)

(e)

(f)

(8)

require the Obligor, at the Obligor's expense, to assemble the Collateral

at a place or places designated by notice in writing and the Obligor

agrees to so assemble the Collateral immediately upon receipt of such
notice; :

require the Obligor, by notice in writing, to disclose to the Secured
Creditor the location or locations of the Collateral and the Obligor
agrees to promptly make such disclosure when so required;

repair, process, modify, complete or otherwise deal with the Collateral
and prepare for the disposition of the Collateral, whether on the

premises of the Obligor or otherwise;

redeem any prior security interest against any Collateral, procure the
transfer of such security interest to itself, or settle and pass the
accounts of the prior mortgagee, chargee or encumbrancer (any
accounts to be conclusive and binding on Obligor);

pay any liability secured by any Lien against any Collateral (the |
Obligor will immediately on demand reimburse the Secured Creditor
for all such payments); '

carry on all or any part of the business of the Obligor and, to the |
exclusion of all others including the Obligor, enter upon, occupy and
use all or any of the premises, buildings, and other property of or used

~ by the Obligor for such time as the Secured Creditor sees fit, free of

charge, and the Secured Creditor is not liable to the Obligor for any
act, omission or negligence in so doing or for any rent, charges,

~ depreciation or damages incurred in connection with or resulting from

such action;

borrow for the purpose of carrying on the business of the Obligor or
for the maintenance, preservation or protection of the Collateral and
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grant a se;curity interest in the Collateral, whether or not in priority to
the Security Interest, to secure repayment;

(h) commence, continue or defend any judicial or administrative
proceedings for the purpose of protecting, seizing, collecting, realizing
or obtaining possession or payment of the Collateral, and give good
‘and valid receipts and discharges in respect of the Collateral and
compromise or give time for the payment or performance of all or any
part of the accounts or any other obligation of any third party to the
Obligor; and

(i) at any public sale, and to the extent permitted by law on any private
sale, bid for and purchase any or all of the Collateral offered for sale
and upon compliance with the terms of such sale, hold, retain and

~ dispose of such Collateral without any further accountability to the
Obligor or any other Person with respect to such holding, retention or
disposition, except as required by law. In any such sale to the Secured
Creditor, the Secured Creditor may, for the purpose of making
payment for all or any part of the Collateral so purchased, use any
claim for Secured Obligations then due and payable to it as a credit
against the purchase price.

Section 3.4 - Exercise of Remedies.

The remedies under Section 3.2 and Section 3.3 may be exercised from time to

time separately or in combination and are in addition to, and not in substitution for,
any other rights of the Secured Creditor however arising or created. The Secured
Creditor is not bound to exercise any right or remedy, and the exercise of rights and
remedies is without prejudice to the rights of the Secured Creditor in respect of the
Secured Obligations intluding the right to claim for any deficiency.

Section 3.5 Receiver's Powers.

(1)

(2)

Any receiver appointed by the Secured Creditor is vested with the rights and
remedies which could have been exercised by the Secured Creditor in respect
of the Obligor or the Collateral and such other powers and discretions as are
granted in the instrument of appointment and any supplemental instruments.
The identity of the receiver, its replacement and its rermuneration-are within
the.sole and unfettered discretion of the Secured Creditor.

Any receiver appointed by the Secured Creditor will act as agent for the
Secured Creditor for the purposes of taking possession of the Collateral, but
otherwise and for all other purposes (except as provided below), as agent for
the Obligor. The receiver may sell, lease, or otherwise diépose of Collateral as

_agenf for the Obligor or as agent for the Secured Creditor as the Secured
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Creditor may determine in its discretion. The Obligor agrees to ratify and
confirm all actions of the receiver acting as agent for the Obligor, and to
release and indemnify the receiver in respect of all such actions. '

(3)  The Secured Creditor, in appointing or refraining from appointing any
receiver, does not incur liability to the receiver, the Obligor or otherwise and
is not responsible for any misconduct or negligence of such receiver.

" Section3.6  Appointment of Attorney.

The Obligor hereby irrevocably constitutes and appoints the Secured Creditor
(and any officer of the Secured Creditor) the true and lawful attorney of the Obligor.
As the attorney of the Obligor, the Secured Creditor has the power to exercise for
and in the name of the Obligor with full power of substitution, upon the occurrence
and during the continuance of an Event of Default, any of the Obligor's right
(including the right of disposal), title and interest in and to the Collateral including
the execution, endorsement, delivery and transfer of the Collateral to the Secured
Creditor, its nominees or transferees, and the Secured Creditor and its nominees or
transferees are hereby empowered to exercise all rights and powers and to perform
all acts of ownership with respect to the Collateral to the same extent as the Obligor
might do. This power of attorney is irrevocable, is coupled with an interest, has
been given for valuable consideration (the receipt and adequacy of which is
acknowledged) and survives, and does not terminate upon, the bankruptcy,
dissolution, winding up or insolvency of the Obligor. This power of attorney
extends to and is binding upon the Obligor’s successors and permitted assigns. The

" Obligor authorizes the Secured Creditor to delegate in writing to another Person any

power and authority of the Secured Creditor under this power of attorney as may be
necessary or desirable in the opinion of the Secured Creditor, and to revoke or
suspend such delegation. The power of attorney granted by the Obligor hereby
shall automatically terminate and be of no further force or effect upon the discharge
of the Security Interest in accordance with Section 5.2 hereof.

Section 3.7  Dealing with the Collateral.

(1)  The Secured Creditor is not obliged to exhaust its recourse against the
Obligor or any other Person or against any other security it may hold in
respect of the Secured Obligations before realizing upon or otherwise dealing
with the Collateral in such manner as the Secured Creditor may consider
desirable. ‘

(2)  The Secured Creditor may grant extensions or other indulgences, take and
give up securities, accept compositions, grant releases and discharges and
otherwise deal with the Obligor and with other Persons, sureties or securities
as it may see fit without prejudice to the Secured Obligations, the liability of
the Obligor or the rights of the Secured Creditor in respect of the Collateral.
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(3}  Except as otherwise provided by law or this Agreement, the Secured Creditor
is not (i) liable or accountable for any failure to collect, realize or obtain
payment in respect of the Collateral, (i) bound to institute proceedings for
the purpose of collecting, enforcing, realizing or obtaining payment of the
Collateral or for the purpose of preserving any rights of any Persons in
respect of the Collateral, (iii) responsible for any loss occasioned by any sale
or other dealing with the Collateral or by the retention of or failure to sell or
otherwise deal with the Collateral, or (iv) bound to protect the Collateral from
depreciating in value or becoming worthless. :

Section 3.8 | Standards of Sale.

Without prejudice to the ability of the Secured Creditor to dispose of the
Collateral in any manner which is commercially- reasonable, the Obligor
acknowledges that:

(a)  the Collateral may be disposed of in whole or in part;

(b)  the Collateral may be disposed of by public raucﬁon, public tender or
private contract, with or without advertising and without any other
formality;

(c)  any assignee of such Collateral may be the Secured Creditor or a
customer of any such Person; -

(d)  any sale conducted by the Secured Creditor will be-at such time and
place, on such notice and in accordance with such procedures as the
Secured Creditor, in its sole discretion, may deem advantageous;

(¢)  the Collateral may be disposed of in any manner and on any terms
necessary to avoid violation of applicable law (including compliance
with such procedures as may restrict the number of prospective
bidders and purchasers, require that the prospective bidders and
purchasers have certain qualifications, and restrict the prospective
bidders and purchasers to Persons who will represent and agree that
they are purchasing for their own account for investment and not with
a view to the distribution or resale of the Collateral) or in crder to
obtain any required approval of the disposition (or of the resulting
purchase) by any governmental or regulatory authority or official;

()  adisposition of the Collateral may be on such terms and conditions as
to credit or otherwise as the Secured Creditor, in its sole discretion,
may deem advantageous; and
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(g) the Secured Creditor may establish an upset or reserve bid or price in
respect of the Collateral.

Section 3.9  Dealings by Third Parties.

(1)

(2)

No Person dealing with the Secured Creditor or an agent or receiver is
required to determine (i) whether the Security Interest has become

. enforceable, (ii) whether the powers which such Person is purporting to

exercise have become exercisable, (iii) whether any money remains due to the
Secured Creditor by the Obligor, (iv) the necessity or expediency of the
stipulations and conditions subject to which any sale or lease is made, (v) the
propriety or regularity of any sale or other dealing by the Secured Creditor
with the Collateral, or (vi) how any money paid to Secured Creditor has been
applied. :

Any bona fide purchaser of all or any part of the Collateral from the Secured
Creditor or any receiver or agent will hold the Collateral absolutely, free from
any claim or right of whatever kind, including any equity of redemption, of
the Obligor, which it specifically waives (to the fullest extent permitted by
law) as against any such purchaser together with all rights of redemption,
stay or appraisal which the Obligor has or may have under any rule of law or
statute now existing or hereafter adopted.

ARTICLE 4
REPRESENTATIONS, WARRANTIES AND COVENANTS

- Section 4.1 General Repxﬁesentations, Woarranties and Covenants.

The Obligor represents and warrants and covenants and agrees,

acknowledging and confirming that the Secured Creditor is relying on such
representations, warranties, covenants and agreements, that: :

(@)  Continuous Perfection. Schedule C sets out the Obligor's place of
business or, if more than one, the Obligor’s chief executive office. Such
place of business or chief executive office, as the case may be, has been
located at such address for the 60 days immediately preceding the date
of this Agreement. Schedule C also sets out the address at which the
books and records of the Obligor are located, the address at which
senior management of the Obligor are located and conduct their
deliberations and make their decisions with respect to the business of
the Obligor and the address from which the invoices and accounts of
the Obligor are issued. The Obligor will not change the location of any
of these items, people or addresses without providing at least 30 days
prior written notice to the Secured Creditor. Except for sales of
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inventory made in the ordinary course of business, the Collateral, to

the extent not delivered to the Collateral Agent pursuant to

Section 2.3(3), has been kept for the 60 days immediately preceding the

date of this Agreement and will be kept at those locations listed on

Schedule C, and the Obligor will not remove the Collateral from such

locations, without providing at least 30 days prior written notice to the

Secured Creditor. The Obligor will not change its name in any manner

without providing at least 30 days prior written notice to the Secured
Creditor.

Restriction on Disposition. The Obligor will not sell, assig'n, convey,
exchange, lease, release or abandon, or otherwise dispose of, any
Collateral except as expressly permitted in the Secured Debenture.

Negative Pledge. The Obligor will not create or suffer to exist, any
Lien on the Collateral, except for Liens permitted by the Secured
Debenture.

Account Debtors. None of the account debtors in respect of any
accounts, chattel paper or intangibles and none of the obligors in

‘respect of any Instruments included in the Collateral as of the date

hereof is (i) a Governmental Entity, or (ii) in the case of any account in
excess of $100,000, is located outside of Canada or the United States of
America.

Securities and Instruments.

(i) Schedule A lists all Securities and Instruments owned or held
by the Obligor on the date of this Agreement and all such
Securities are represented by certificated sectirities.

(i)  Securities that are Collateral have been, where applicable, duly
and validly issued and acquired and are fully paid and non-
assessable. Schedule A sets out, for each class of Securities
listed in the schedule, the percentage amount that such
Securities represent of all issued and outstanding Securities of

_that class.

(iiiy ~ Except as described in Schedule A, no transfer restrictions apply
to the Securities and Instruments listed in Schedule A. The
Obligor has delivered to the Secured Creditor copies of all
shareholder, partnership or trust agreements applicable to each
issuer of such Securities and Instruments which are in the
Obligor’s possession or control. -
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(iv)  No Person has or will have any written or oral option, warrant,
right, call, commitment, conversion right, right of exchange or
other agreement or any right or privilege (whether by law, pre-
emptive or contractual) capable of becoming an option, warrant,
right, call, commitment, conversion right, right of exchange or
other agreement to acquire any right or interest in any of the
Securities and Instruments that are Collateral.

(v)  The Securities that are Collateral constitute, where applicable,
the legal, valid and binding obligation of the obligor of such
Securities, enforceable in accordance with their terms, subject
only to any limitation under applicable laws relating to (i)
bankruptcy, insolvency, fraudulent conveyance, arrangement,
reorganization or creditors’ rights generally, and (i) the
discretion that a court may exercise in the granting of equitable
remedies. -

(vi) The pledge, assignment and delivery to the Secured Creditor of
the Collateral consisting of certificated Securities pursuant to
this Agreement creates a valid and perfected first ranking
security interest in such certificated Securities, and the proceeds
of them. Such Securities and the proceeds from them are not
subject to any prior Lien or any agreement purporting to grant
to any third party a Lien on the property or assets of the Obligor

- which would include the Securities except for Permitted
Encumbrances. The Secured Creditor is entitled to all the rights,
priorities and benefits afforded by the Personal Property Security
Act (Ontario) or other relevant personal property security
legislation as enacted in any relevant jurisdiction to perfect
security interests in respect of such Collateral.

Status of Accounts Collateral. The Obligor will maintain books and
records pertaining to the Collateral in such detail, form and scope as
the Secured Creditor reasonably requires, and keep all originals of the
chattel paper which evidence accounts at locations specified on
Schedule B. The Obligor will immediately notify the Secured Creditor
if any account in excess of $500,000 arises out of contracts with any
Governmental Entity, and execute any instruments and take any steps
required by the Secured Creditor in order that all moneys due or to
become due under the contract are assigned to the Secured Creditor
and notice of such assignment is given to the Governmental Entity.
The Obligor will also immediately notify the Secured Creditor if any
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account in excess of $500,000 is with an account debtor located outside
of Canada or the United States of America.

(g) ~ Additional Security Perfection and Protection of Security Interest.
The Obligor will grant to the Secured Creditor, security interests,
assignments, mortgages, charges, hypothecations and pledges in such
property and undertaking of the Obligor that is not subject to a valid
and perfected first ranking security interest (subject only to Permitted
Liens) constituted by the Security Documents, in each relevant
jurisdiction as determined by the Secured Creditor. The Obligor will
perform all acts, execute and deliver all agreements, documents and
instruments and take such other steps as are requested by the Secured
Creditor at any time to register, file, signify, publish, perfect, maintain,
protect, and enforce the Security Interest including: (i) executing,
recording and filing of financing or other statements, and paying all

 taxes, fees and other charges payable, (ii) placing notations on its
books of account to disclose the Security Interest, (iii) delivering
acknowledgements, confirmations and subordinations ' that may be

~ necessary to ensure that the Security Documents constitute a valid and
perfected first ranking security interest (subject only to Permitted
Liens), (iv) executing and delivering any agreements, documents and
instruments that may be needed under or in connection with the
Securities Transfer Act (Ontario) and (v) delivering opinions of counsel
in respect of matters contemplated by this paragraph. The documents
and opinions contemplated by this paragraph must be in form and
substance satisfactory to the Secured Creditor.

Section 4.2 Representations, Warranties and Covenants Concerning
Intellectual Property.
The Obligor répresents and warrants and covenants and agrees,
acknowledging and confirming that the Secured Creditor is relying on such
representations, warranties, covenants and agreements, that:

(a)  Schedule B lists all Registrable Intellectual Property that is owned by
the Obligor on the date of this Agreement.

(b)  All Registrable Intellectual Property of the Obligor is valid, subsisting,
unexpired and enforceable, has not been abandoned and, to the
knowledge of the Obligor, does not infringe the Intellectual Property
rights of any other Person. '
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(c)‘ No decision or judgment has been rendered by any Governumental
Entity which would limit, cancel or question the validity of, or the
Obligor’s rights in, any Intellectual Property in any respect. ‘

(d) No action or proceeding is pending, or, to the knowledge of the

' Obligor, threatened, on the date hereof seeking to limit, cancel or

question the validity of any Intellectual Property or the Obligor's

ownership interest therein, or which, if adversely determined, would

) have a Material adverse effect on the value of any Intellectual
Property.

(¢)  The Obligor will take all reasonable and necessary steps, including in
any proceeding before the Canadian Intellectual Property Office or any
similar Governmental Entity of any jurisdiction, to maintain and
pursue each application (and to obtain the relevant registration) and to
maintain each registration of the material Registrable Intellectual
Property, including, without limitation, filing of applications for
renewal, affidavits of use and affidavits of incontestability.

()  In the event that any material Intellectual Property of the Obligor is
infringed, misappropriated or diluted by a third party, the Obligor will
(i) take such actions as the Obligor reasonably deems appropriate
under the circumstances to protect such Intellectual Property and (ii) if
such Intellectual Property is of material economic value, promptly -
notify the Secured Creditor after it leamns thereof and sue for
infringement, misappropriation or dilution, to seek injunctive relief
where appropriate and to recover any and all damages for such
infringement, misappropriation or dilution.

(g)  Immediately upon the request of the Secured Creditor, the Obligor will
furnish the Secured Creditor in writing the description of all
Registrable Intellectual Property or applications for Registrable
Intellectual Property of the Obligor. In addition, the Obligor will
deliver to the Secured Creditor a copy of the certificate of registration
of, or application for, such Registrable Intellectual Property with a
Confirmation of Security Interest in the form of Schedule D in respect
of such Registrable Intellectual Property confirming the assignment for
security of such Registrable Intellectual Property to the Secured
Creditor and immediately make all such filings, registrations and
recordings as are necessary or appropriate to perfect the Security
Interest granted to the Secured Creditor in the Registrable Intellectual
Property. '
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ARTICLE5
GENERAL

Section 5.1 Notices.

Any notice, direction or other communication (each a “Notice”) given
regarding the matters contemplated by this Agreement must be in writing, sent by
personal delivery, courief or facsimile (but not by electronic mail) and addressed:

()  tothe Secured Creditor at:

WE Fund Il Limited Partnership
161 Bay Street

Suite 2520

Toronto, ON MB5] 251

Attention:  Mark McQueen
Facsimile:  416-682-1160

with a copy to:

Minden Gross LLP

145 King Street West
Suite 2200

Toronto, ON Mb5H 4G2

Attention:  Daniel Rothberg
Facsimile:  416-864-9223

(b)  to the Obligor at:

Tercon Construction Ltd.
#100 ~ 2079 Falcon Road
Kamloops, BC V2C 4]2

- Attention:  Mr. Milan Soucek
Facsimile:  (250) 372-1555

A Notice is deemed to be delivered and received (i) if sent by personal delivery, on
‘the date of delivery if it is a Business Day and the delivery was made prior to 4:00
p.m. (local time in place of receipt) and otherwise on the next Business Day, (ii) if
sent by same-day service courier, on the date of delivery if sent on a Business Day
and delivery was made prior to 4:00 p.m. (local time in place of receipt) and
otherwise on the next Business Day, (iii) if sent by bvernight courier, on the next
Business Day, or (iv) if sent by facsimile, on the Business Day following the date of
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. confirmation of transmission by the originating facsimile. A party may ch_émge its

address for service from time to time by providing a Notice in accordance with the
foregoing. Any subsequent Notice must be sent to the party at its changed address.
Any element of a party’s address that is not specifically changed in a Notice will be
assumed not to be changed. '

Section 5.2  Discharge.

The Security Interest will not be discharged except by a written release or
discharge signed by the Secured Creditor. The Obligor will be entitled to require a
discharge by notice to the Secured Creditor upon, but only upon, (i) full and .
indefeasible payment and performance of the Secured Obligations and (i) the
Secured Creditor having no obligations under any Credit Document. Upon
discharge of the Security Interest and at the request and expense of the Obligor, the
Secured Creditor will execute and deliver to the Obligor such financing statements .
and other documents or instruments as the Obligor may reasonably require and the
Secured Creditor will redeliver to the Obligor, or as the Obligor may otherwise

“direct the Secured Creditor, any Collateral in its possession.

Section5.3 No Mérger, Survival of Representations and Warranties.

This Agreement does not operate by way of merger of any of the Secured
Obligations and no judgment recovered by the Secured Creditor will operate by way
of merger of, or in any way affect, the Security Interest, which is in addition to, and
not in substitution for, any other security now or hereafter held by the Secured
Creditor in respect of the Secured Obligations. The representations, warranties and
covenants of the Obligor in this Agreement survive the execution and delivery of
this Agreement and any advances under the Secured Debenture. Notwithstanding
any investigation made by or on behalf of the Secured Creditor these covenants,
representations and warranties continue in full force and effect.

Section 5.4 ,Furthér Assurances.

The Obligor will do all acts and things and execute and deliver, or cause to be
executed and delivered, all agreements, documents and instruments that the
Secured Creditor may require and take all further steps relating to the Collateral or
any other property or assets of the Obligor that the Secured Creditor may require,
including any agreements, documents or instruments required under or in
connection with the Securities Transfer Act (Ontario) for (i} protecting the Collateral,
(ii) perfecting the Security Interest, and (iii) exercising all powers, authorities and
discretions conferred upon the Secured Creditor. After the Security Interest
becomes enforceable, the Obligor will do all acts and things and execute and deliver
all documents and instruments that the Secured Creditor may require for facilitating
the sale or other disposition of the Collateral in connection with its realization.
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Section 5.5  Supplemental Security.

This Agreement is in addition to, without prejudice to and supplemental to
all other security now held or which may hereafter be held by the Secured Creditor.

Section5.6  Successors and Assigns.

This Agreement is binding on the Obligor and its successors and assigns, and
enures to the benefit of the Secured Creditor and its successors and assigns. This
Agreement may be assigned by the Secured Creditor without the consent of, or
notice to, the Obligor, to such Person as the Secured Creditor may determine and, in
such event, such Person will be entitled to all of the rights and remedies of the
Secured Creditor as set forth in this Agreement or otherwise. In any action brought
by an assignee to enforce any such right or remedy, the Obligor will not assert
against the assignee any claim or defence which the Obhgor now has or may have
against the Secured Creditor. The Obligor may not assign, transfer or delegate any
of its rights or obligations under this Agreement without the prior written consent of
the Secured Creditor which may be unreasonably withheld.

Section5.7  Amalgamation.

The Obligor acknowledges and agrees that in the event it amalgamates with
any other corporation or corporations, it is the intention of the parties that the
Security Interest (i) subject to Section 2.4, extends to: (A) all of the property and
undertaking that any of the amalgamating corporations then owns, (B) all of the
property and undertaking that the amalgamated corporation thereafter acquires, (C)
all of the property and undertaking in which any of the amalgamating corporations
then has any interest and (D) all of the property and undertaking in which the
amalgamated corporation thereafter acquires any interest; and (i) secures the
payment and performance of all debts, liabilities and obligations, present or future,
direct or indirect, absolute or contingent, matured or unmatured, at any time or
from time to time due or accruing due and owing by or otherwise payable by each
of the amalgamating corporations and the amalgamated corporation to the Secured
Creditor in any currency, however or wherever incurred, and whether incurred
alone or jointly with another or others and whether as principal, guarantor or surety
and whether incurred prior to, at the time of or subsequent to the amalgamation.
The Security Interest attaches to the additional collateral at the time of
amalgamation and to any collateral thereafter owned or acquired by the
amalgamatéd corporation when such becomes owned or is acquired. Upon any
such amalgamation, the defined term “Obligor” means, collectively, each of the
amalgamating corporations and the amalgamated corporation, the defined term
" “Collateral” means all of the property and undertaking and interests described in (i)
above, and the defined term “Secured Obligations” means the obligations described
in (if) above.
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Section 5.8  Severability.

If any court of competent jurisdiction from which no appeal exists or is taken,
determines any provision of this Agreement to be illegal, invalid or unenforceable,
that provision will be severed from this Agreement and the remaining provisions
will remain in full force and effect. '

Section 5.9 Amendmeht.

This Agreement may only be amended, supplemented or otherwise modified
by written agreement executed by the Secured Creditor and the Obligor.

Section 5.10 Waivers, etc.

(1)  No consent or waiver by the Secured Creditor in respect of this Agreement is
binding unless made in writing and signed by an authorized officer of the
Secured Creditor. - Any consent or waiver given under this Agreement is
effective only in the specific instance and for the specific purpose for which
given. No waiver of any of the provisions of this Agreement constitutes a
waiver of any other provision.

(2) A failure or delay on the part of the Secured Creditor in exercising a right
under this Agreement does not operate as a waiver of, or impair, any, right of
the Secured Creditor however arising. A single or partial exercise of a right
on the part of the Secured Creditor does not preclude any other or further
exercise of that right or the exercise of any other right by the Secured
Creditor.

Section 5.11  Application of Proceeds of Security.

~ All monies collected by the Secured Creditor upon the enforcement of its
rights and remedies under the Security Documents and the Liens created by them
including any sale or other disposition of the Collateral, together with all other
monies received by the Secured Creditor under the Security Documents, will be
applied as provided in the Secured Debenture. To the extent any other Credit
Document requires proceeds of collateral under such Credit Docurmnent to be applied
in accordance with the provisioné of this Agreement, the Secured Creditor shall
apply such proceeds in accordance with this Section. '

Section 512 Conflict.

In the event of any conflict between one or more provisions of this
Agreement, the provisions of the Secured Debenture and the provisions of the
Operating Loan Agreement which cannot be resolved by all such provisions being
complied with, the provisions contained in the Secured Debenture will prevail to the
extent of such conflict.
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Section 5.13 Governing Law.

This Agreement will be governed by, interpreted and enforced in accordance
with the laws of the Province of Ontario and the federal laws of Canada applicable
therein. '

Section 5.14 Termination, Survival.

Upon discharge of the Security Interest pursuant to Section 5.2 hereof, this
Agreement shall automatically terminate. The provisions of Article 5 shall survive
any termination of this Agreement.

IN WITNESS WHEREOF the Obligor has executed this Agreement.

Authorized Sigrifg Offigér /

L

#1264102 v1 | 4061837
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TERCON ENTERPRISES LTD.

' | | as Obligor
and

WEF FUND III LIMITED PARTNERSHIP,
-carrying on business as WELLINGTON FINANCIAL LP
AND WELLINGTON FINANCIAL FUND III

as Secured Creditor

SECURITY AGREEMENT

October 1, 2007
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SECURITY AGREEMENT

Security agreement dated as of October 1, 2007 made by Tercon Enterprises
Ltd. to and in favour of WE Fund TII Limited Partnership, carrying on business as
Wellington Financial LP and Wellington Financial Fund III.

RECITALS:

(@)

The Borrower is or will become indebted or liable to the Secured

' Creditor pursuant to its Series A Secured Debentures in the aggregate

(b)

(©)

principal amount of $5,000,000.00 (Cdn.) dated October 1, 2007 (as the
same may be amended, restated, supplemented or replaced from time
to time, the “Secured Debenture”) and pursuant to an Operating Loan
Agreement between the Borrower and the Secured Party dated

© October 1, 2007 (as the same may be amended, restated, supplemented

or replaced from time to time, the “Operating Loan Agreement”); .

To secure the due performance of the Borrower's obligations to the
Secured Creditor urider infer alia the Secured Debenture and the
Operating Loan Agreement, the Obligor has entered into a form of
Guarantee dated October 1, 2007 in favor of the Secured Creditor (as the
same may be amended, restated, supplemented or replaced from time
to time, the “Guarantee”); and

Pursuant to Section 4.1 of the Secured Debenture, the Obligor is
required to execute and deliver this Agreement in favour of the
Secured Creditor.

In consideration of the foregoing and other good and valuable consideration,
the receipt and adequacy of which are acknowledged, the Obligor agrees as follows.

Section 1.1

ARTICLE1
INTERPRETATION

Defined Terms. -

As used in this Agreement, the following terms have the fo]loWi.ng meanings:

“ Agreement” means this security agreement.

“Borrower” means Tercon Investments Ltd.

“Collateral” has the meaning specified in Section 2.1.
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#Credit Documents” means the Secured Debenture, the Operating Loan Agreement,
this Agreement and each other Security Document (as such term is defined in the
Secured Debenture).

“Event of Default” has the meaning ascribed thereto in the Guarantee;
“Expenses” has the meaning specified in Section 2.2(b).

“Governmental Entity” means any international tribunal, agency, body commission
or other authority, any government, executive, parliament, legislature or local
authority, or any governmental entity, ministry, department or agency or regulatory
authority, court, tribunal, commission or board of or within Canada, or any other
foreign jurisdiction, or any political subdivision of any thereof or any authority
having jurisdiction therein or any quasi governmental or private body exercising |
-any regulatory, expropriation or taxing authority under or for the account of any of
the above. ~ '

“Instruments” means (i) a bill, note or cheque within the meaning of the Bills of
Exchange Act (Canada) or any other writing that evidences a right to the payment of
money and is of a type that in the ordinary course of business is transferred by
delivery with any necessary endorsement or assignment, or (ii) a letter of credit and
an advice of credit if the letter or advice states that it must be surrendered upon
claiming payment thereunder, or (iii) chattel paper or .any other writing that
evidences both a monetary obligation and a security interest in or a lease of specific
goods, or (iv) documents of title or any other writing that purports to be issued by or
addressed to a bailee and purports to cover such goods in the bailee’s possession as
are identified or fungible portions of an identified mass, and that in the ordinary
course of business is treated as establishing that the Person in possession of it is
entitled to receive, hold and dispose of the document and the goods it covers, or (v)
any document or writing commonly known as an instrument.

~ “Intellectual Property” means domestic and foreign: (i) patents, applications for
patents and reissues, divisions, continuations, renewals, extensions and
continuations-in-part of patents or patent applications; (ii) proprietary and non-
public business information, including inventions (whether patentable or not),
invention disclosures, improvements, discoveries, trade secrets, confidential
information, know-how, methods, processes, designs, technology, technical data,
schematics, formulae and customer lists, and documentation relating to any of the
foregoing; (i) copyrights, copyright registrations and applications for copyright
registration; (iv) mask works, mask work registrations and applications for mask
work registrations; (v) designs, design registrations, design registration applications
and integrated circuit topographies; (vi) trade names, business names, corporate
names, domain names, website names and world wide web addresses, common law
trade-marks, trade-mark registrations, trade-mark applications, trade dress and
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logos, and the goodwill associated with any of the foregoing; (vii) computer
software and programs (both source code and object code form), all proprietary

'~ rights in the computer software and programs and all documentation and other

materials related to the computer software and programs; and (viii) any other
intellectual property and industrial property.

“Ljen” means (i) any mortgage, charge, pledge, hypothecation, security interest,
assignment by way of security, ‘encumbrance, lien (statutory or otherwise), hire
purchase agreement, conditional sale agreement, deposit arrangement, title
retention agreement or arrangement, or any other assignment, arrangement or
condition that in substance secures payment or performance of an obligation, (ii) any
trust arrangement, (iii) any arrangement which creates a right of set-off out of the
ordinary course of business, or (iv) any agreement to grant any such rights or
interests. : o

“Obligor” means Tercon Enterprises Ltd., a corporation incorporated and existing
under the laws of Alberta, and its successors and permitted assigns.

“Registrable Intellectual Property” means any Intellectual Property in respect of
which ownership, title, security interests, charges or encumbrances are capable of
registration, recording or notation with any Governmental Entity pursuant to
applicable laws. '

“Restricted Asset” has the meaning specified in Section 2.4(1).

#Gecured Creditor” means WF Fund III Limited Partnership, .carrying on business

* as Wellington Financial LP and Wellington Financial Fund IIT and its successors and

assigns.

“Secured Obligations” has the meaning specified in Section 2.2(a).

“Security” means an obligation of an issuer or a share, participation or other interest
in an issuer or in property or an enterprise of an issuer,

(a).  thatis represented by a security ceértificate in bearer form or registered
form, or the transfer of which may be registered on books maintained
for that purpose by or on behalf of the issuer,

' (b) thatisoneofa class or series, or by its terms is divisible into a class or
 series, of shares, participations, interests or obligations, and

(c) that,
(i) s, or is of a type, dealt in or traded on securities exchanges or

securities matkets, or
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(ii) is a medium for investment and by its terms expressly provides
that it is a security for the purposes of the Securities Transfer Act
(Ontario);

but excluc_les

(d) any ULC Shares.

“Security Interest” has the meaning specified in Section 2.2,

“ULC Shares” means shares in any unlimited company or unlimited liability
corporation at any time owned or otherwise held by the Obligor.

Section1.2  Interpretation.

(1)

2

(3)

(4)

()

(6)

“)

8)

Terms defined in the Personal Property Security Act (Ontario) or the Sécuriiies
Transfer Act (Ontario) and used but not otherwise defined in this Agreement
have the same meanings.

Capitalized terms used in this Agreement but not defined have the meanings
given to them in the Secured Debenture. - '

Any reference in any Credit Document to Liens permitted by the Secured

Debenture and any right of the Obligor to create or suffer to exist Liens
permitted by the Secured Debenture are not intended to and do not and will
not subordinate the Security Interest to any such Lien or give priority to any
Person over the Secured Creditor. | :

In this Agreement the words “including”, “includes” and “include” mean
“including (or includes or include) without limitation”. The expressions
# Article”, “Section” and other subdivision followed by a number mean and
refer to the specified Article, Section or other subdivision of this Agreement.

Any reference in this Agreement to gender includes all genders. Words
importing the singular number only include the plural and vice versa.

The division of this Agreement into Articles, Sections and other subdivisions
and the insertion of headings are for convenient reference only and do not
affect its interpretation.

The schedules attached to this ‘Agreement form an integral part of it for all
purposes of it. : :

Except as otherwise provided in this Agreement, any reference to this
Agreement, any Credit Document or any Security Document refers to this
Agreement or such Credit Document or Security Document as the same may
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have been or may from time to time be amended, modified, extended,
renewed, restated, replaced or supplemented and includes all schedules
attached to it. Bxcept as otherwise provided in this Agreement, any reference
in this Agreement to a statute refers to such statute and all rules and:
regulations made under it as the same may have been or may from time to
time be amended or re-enacted. '

Sectio_n 2.1

" ARTICLE 2
SECURITY

Grant of Security.

Subject to Section 2.4, the Obligor grants to the Secured Creditor, a security
interest in, and assigns, mortgages, charges, hypothecates and pledges to the
Secured Creditor, all of the property and undertaking of the Obligor now owned or
hereafter acquired and all of the property and undertaking in which the Obligor
now has or hereafter acquires any interest (collectively, the “Collateral”} including
all of the Obligor’s: '

(a)
®

©)

(@)

()

(8)

present and after-acquired personal property;

inventory including goods held for sale, lease or resale, goods
furnished or to be furnished to third parties under contracts of lease,
consignment or service, goods which are raw materials or work in
process, goods used in or procured for packing and materials used or
consumed in the business of the Obligor;

equipment, machinery, furniture; fixtures, plant, vehicles and other
goods of every kind and description and all licences and other rights
and all related records, files, charts, plans, drawi'.ngs, specifications,
manuals and documents;

accounts due or accruing and all related agreements, books, accounts,
invoices, letters, documents and papers recording, evidencing or
relating to them; '

money, documents of title and chattel paper;

Instruments and Securities, including the Instruments and Securities
listed in Schedule A; :

intangibles including all security interests, goodwill, choses in action,
contracts, contract rights, licenses and other contractual benefits;
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Intellectual Property including the Registrable Intellectual Property
listed in Schedule B;

all substitutions and replacements of and increases, additions and,
where applicable, accessions to the property described in Section 2.1(a)
through Section 2.1(h) inclusive; and

all proceeds in any form derived directly or indirectly from any
dealing with all or any part of the property described in Section 2.1(a)
through Section 2.1(i) inclusive, including the proceeds of such
proceeds. ' '

Secured Obligations.

The security interest, assignment, mortgage, charge, hypothecation and

- pledge granted by this Agreement (collectively, the “Security Interest”) secures the

payment and performance of:

(2)

(b)

Section 2.3

all debts, liabilities and obiigations, present or future, direct or indirect,

-absolute or contingent, matured or unmatured, at any time or from
time to time due or accruing due and owing by or otherwise payable
by the Obligor to the Secured Creditor in any currency, however or
wherever ‘incurred, and whether incurred by the Obligor alone or
jointly with another or others and whether as principal, guarantor or
surety and in whatever name or style {collectively, and together with
the Expenses, the “Secured Obligations”); and ,

all expenses, costs and charges incurred by or on behalf of the Secured
Creditor in connection with this Agreement, the Security Interest or the
Collateral, including all legal fees, court costs, receiver's .or agent's
remuneration and other expenses of taking possession of, repairing,
protecting, insuring, preparing for disposition, realizing, collecting,

selling, transferring, delivering or obtaining payment for the

Collateral, and of taking, defending or participating in any action or
proceeding in connection with any of the foregoing matters or
otherwise in connection with the Secured Creditor's interest in any
Collateral, whether or not directly relating to the enforcement of this
Agreement or any other Credit Document (collectively, the
“Expenses”). '

Attachment.

(1)  The Obligor acknowledges that (ij value has been giver, (ii) it has rights in
the Collatera] (other than after-acquired Collateral), (iii) it has not agreed to

IADBHTEROOAWEL791\DOCSIOct 2 07 DOCSL-1264110-v1-Tercor Enterprises Ltd. - Seeurity Agreement.DOC



4

©)

-7-

postpone the time of attachment of the Security Interest, and (iv) it has

received a copy of this Agreement.

The Obligor shall not permit any of the Securities at any time to be or to
become uncertificated securities. :

The Obligor delivers to and deposits with the Secured Creditor any and all
certificates evidencing the Securities listed in Schedule A, together with, in

_each case, a stock power duly endorsed in blank for transfer and an

irrevocable directors or other applicable resolution of entity in from which the
Securities are issued, consenting to the transfer by the Obligor and the
Obligor hereby grants control over such Securities to the Secured Creditor in
accordance with the provisions of the Securities Transfer Act (Ontario). The
Obligor also delivers to and deposits with the Secured Creditor any
promissory note or other Instruments evidencing any amount payable in
excess of $100,000 or evidencing any rights to goods having a value in excess
of $100,000. ' -

If the Obligor acquires any Securities or any Instruments (other than
Instruments evidencing amounts payable of less than $100,000 or evidencing
any rights to goods having a value less than $100,000), the Obligor will notify
the Secured Creditor in writing and provide the Secured Creditor with a
revised Schedule A recording the acquisition and particulars of such
Instruments or Securities within 5 days after such acquisition. Upon request
by the Secured Creditor, the Obligor will promptly deliver to and deposit
with the Secured Creditor, or cause the Secured Creditor to have control over,
such Securities or Instruments (other than Instruments evidencing amounts
payable of less than $100,000 or evidencing any rights to goods having a
value less than $100,000) as security for the Secured Obligations. The Obligor
will also promptly inform the Secured Creditor in writing of the acquisition
by the Obligor of any ULC Shares. -

At the request of the Secured Creditor the Obligor will (i) cause the transfer of
any Securities or Instruments. to the Secured Creditor to be registered
wherever such registration may be required or advisable in the reasonable
opinion of the Secured Creditor, (i) duly endorse any such Securifies or
Instruments for transfer in blank or register them in the name of the Secured
Creditor or its nominee or otherwise as the Secured Creditor may reasonably
direct, (iii) immediately deliver to the Secured Creditor any and all consents
or other documents which may be necessary to effect the transfer of any such
Securities or Instruments to the Secured Creditor or any third party and (iv)
deliver to or otherwise cause the Secured Creditor to have control over such.
Securities or Instruments in accordance with the provisions of the Securities
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Transfer Act (Ontario). Upon the discharge of the Security Interest in
accordance with Section 5.2 hereof, the Secured Creditor shall promptly cause
all Securities or Instruments transferred to it or to any third party pursuant to
this Section 2.3(5) to be transferred back to the Obligor including duly
endorsing any such Securities or Instruments for transfer back to the Obligor
and delivering to the Obligor any and all consenits or other documents which
may be necessary to effect the transfer of any such Securities or Instruments
to the Obligor. '

The Obligor will promptly notify the Secured Creditor in writing of the
acquisition by the Obligor of any Registrable Intellectual Property. The
Obligor will provide the Secured Creditor with a revised Schedule B
recording the acquisition and particulars of such additional Intellectual

Property.

Section24  Scope of Secuxity Interest.

@

(2)
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~ To the extent that an assignment of amounts payable and other proceeds

arising under or in connection with, or the grant of a security interest in any
agreement, licence, permit or quota of the Obligor would result in the
termination of such agreement, licence, permit or quota (each, a “Restricted
Asset”), the Security Interest with respect to each Restricted Asset will
constitute a trust created in favour of the Secured Creditor pursuant to which
the Obligor holds as trustee all proceeds arising under or in connection with

the Restricted Asset in trust for the Secured Creditor on the following basis: '

(a) until the Security Interest is enforceable and subject to the Secured
Debenture, the Obligor is entitled to receive all such proceeds; and

(b) whenever the Security Interest is enforceable, (i) all rights of the
Obligor to receive such proceeds- cease and all such proceeds will be
immediately paid over to the Secured Creditor and (ii) the Obligor will
take ‘all actions requested by the Secured Creditor to collect and

enforce payment and other rights arising under the Restricted Asset.

" The Obligor will use all commercially reasonable efforts to obtain the consent

of each other party to any and all Restricted Assets to the assignment of such
Restricted Asset to the Secured Creditor in accordance with this Agreement.
The Obligor will also use all commercially reasonable efforts to ensure that all
agreements entered into on and after the date of this Agreement expressly
permit assignments of the benefits of such agreements as collateral security to
the Secured Creditor in accordance with the terms of this Agreement.

The Secuiity Interest with respeét to trade-marks constitutes a security
interest in, and a charge, hypothecation and pledge of, such Collateral in
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favour of the Secured Creditor, but does not constitute an assignment or
mortgage of such Collateral to the Secured Creditor.

(3)  Until the Security Interest is enforceable, the grant of the Security Interest in
the Intellectual Property does not affect in any way the Obligor's rights to
comumnercially exploit the Intellectual Property, defend it, enforce the Obligot's
rights in it or with respect to it against third parties in any court or claim and
be entitled to receive any damages with respect to any infringement of it.

(8)  The Security Interest does not extend to consumer goods or ULC Shares.

(5)  The Security Interest does not extend or apply to the last day of the term of

. any lease or sublease of real property or any agreement for a lease or sublease

of real property, now held or hereafter acquired by the Obligor, but the

Obligor will stand possessed of any such last day upon trust to assign and
dispose of it as the Secured Creditor may reasonably direct.

Section2.5  Grant of Licence to Use Intellectual Property.

At such time as the Secured Creditor is lawfully entitled to exercise its rights
and remedies under Article3, the Obligor grants to the Secured Creditor an
irrevocable, nonexclusive licence (exercisable without payment of royalty or other
compensation to the Obligor) to use, assign or sublicense any Intellectual Property in '
which the Obligor has rights wherever the same may be located, including in such
licence access to (i) all media in which any of the licensed items may be recorded or
stored, and (ii) all software and computer programs used for compilation or print-
out. The license granted under this Section is to enable the Secured Creditor to
exercise its rights and remedies under Article 3 and for no other purpose.

Section 2.6  Care and Custody of Collateral.

(1)  The Secured Creditor has no obligation to keep Collateral in its possession
~ identifiable.

(2)  The Secured Creditor may, after the Security Interest is enforceable, (i) notify
any Person obligated on an Instrument, Security or account to make
payments to the Secured Creditor, whether or not the Obligor was previously
making collections on such accounts, chattel paper, instruments, and (ii)
assume control of any proceeds arising from the Collateral.

(3 The Secured Creditor has no obligation to collect dividends, distributions or
interest payable on, or exercise any option or right in connection with, any
Securities or Instruments. The Secured Creditor has no obligation to protect
or preserve any Securities or Instruments from depreciating in value or
becoming worthless and is released from all responsibility for any loss of
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value. In the physical keeping of any Securities, the Secured Creditor is only
obliged to exercise the same degree of care as it would exercise with respect
to its own Securities kept at the same place.

Section2.7  Rights of the Obligor.

(1)  Until the Security Interest is enforceable, the Obligor is entitled to vote the
Securities that are part of the Collateral and to receive all dividends and
distributions on such Securities. In order to allow the Obligor to vote any
Securities registered in the Secured Creditor’s name or the name of its
nominee, at the request and the expense of the Obligor, the Secured Creditor

. will, prior to the Security Interest being enforceable, and may, after the

Security Interest is enforceable, —execute valid proxies appointing
proxyholders to. attend and act at meetings of shareholders, and execute

. resolutions in writing, all pursuant to the relevant provisions of the issuer's
governing legislation. Whenever the Security Interest is enforceable, all rights
of the Obligor to vote (under any proxy given by the Secured Creditor (or its
nominee) or otherwise) or to receive distributions or dividends cease and all
such rights become vested solely and absolutely in the Secured Creditor.

(2) Any distributions or dividends received by the Obligor contrary to
Section 2.7(1) or any other moneys or property received by the Obligor after
the Security Interest is enforceable will be received as trustee for the Secured
Creditor and shall be immediately paid over to the Secured Creditor.

‘The Obligor is liable for and will pay on demand by the Secured Creditor any
and all Expenses.

ARTICLE 3
ENFORCEMENT

Section 3.1 Enforcement.

The Security Interest becomes and is enforceable against the Obligor upon the

occurrence and during the continuance of an Event of Default.

Section 3.2 Remedies.

Whenever the Security Interest is enforceable, the Secured Creditor may
realize upon the Collateral and enforce the rights of the Secured Creditor by:

(@) entry onto any premises where Collateral consisting of tangible
personal property may be located;
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entry into possession of the Collateral by any method permitted by
law; '

" sale, grant of options to purchase, or lease of all or any part of the

Collateral;

holding, storing and keeping idle or opefating all or any part of the
Collateral; = . :

exercising and enforcing all rights and remedies of a holder of the
Securities and Instruments as if the Secured Creditor were the absolute -
owner thereof (including, if necessary, causing the Collateral to be
registered in the name of the Secured Creditor or its nominee if not
already done); '

collection of any proceeds arising in respect of the Collateral;

. collection, realization or sale of, or other dealing with, accounts;

Jicense or sublicense, whether on an exclusive or nonexclusive basis, of
any Intellectual Property for such term and on such conditions and in -
such manner as the Secured Creditor in its sole judgment determines
(taking into account such provisions as may be necessary to protect
and preserve such Intellectual Property);

instruction to any bank which has entered into a conirol agreement
with the Secured Creditor to transfer all moneys, Securities and
Instruments_held by such depositary bank to an account maintained
with or by the Secured Creditor; ‘

application of any moﬁeys constituting Collateral or proceeds thereof
in accordance with Section 5.11; .

appointment by instrument in writing of a receiver (which term as
used in this Agreement includes a receiver and manager) or agent of
all or any part of the Collateral and removal or replacement from time
to time of any receiver or agent;

institution of proceedings in any court of competent jurisdiction for the
appointment of a receiver of all or any part of the Collateral;

institution of proceedings in any court of competent jurisdiction for
sale or foreclosure of all or any part of the Collateral; '
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filing of proofs of claim and other documents to'_establish claims to the
Collateral in any proceeding relating to the Obligor; and

any other remedy or proceeding authorized or permitted under the
Personal Property Security Act (Ontario) or otherwise by law or equity.

Additional Rights.

In addition to the remedies set forth in Section 3.2 and elsewhere in this
Agreement, whenever the Security Interest is enforceable, the Secured Creditor may:

(2)

(b)
(€)

@

()

(8)

require the Obligor, at the Obligor's expense, to assemble the Collateral
at a place or places designated by notice in writing and the Obligor
agrees to so assemble the Collateral immediately upon receipt of such
notice;

reqﬁire the Obligor, by notice in wﬁﬁng, to disclose to the Secured
Creditor the location or locations of the Collateral and the Obligor
agrees to promptly make such disclosure when so required;

repair, process, modify, complete or otherwise deal with the Collateral
and prepare for the disposition of the Collateral, whether on the
premises of the Obligor or otherwise;

redeem any prior security interest against any Collateral, procure the
transfer of such security interest to itself, or settle and pass the
accounts of the prior mortgagee, chargee or encumbrancer (any
accounts to be conclusive and binding on Obligor);

pay any Iiat;ility secured by any Lien against any Collateral (the
Obligor will immediately on demand reimburse the Secured Creditor
for all such payments); ‘

carry on all or any part of the business of the Obligor and, to the
exclusion of all others including the Obligor, enter upon, occupy and
use all or any of the premises, buildings, and other property of or used
by the Obligor for such time as the Secured Creditor sees fit, free of .
charge, and the Secured Creditor is not liable to the Obligor for any
act, omission or negligence in so doing or for any rent, charges,
depreciation or damages incurred in connection with or resulting from
such action; :

borrow for the purpose of carrying on the business of the Obligor or
for the maintenance, preservation or protection of the Collateral and
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grant a security interest in the Collateral, whether or not iri priority to
the Security Interest, to secure repayment; ‘

(h) commence, continue or defend any judicial or administrative
proceedings for the purpose of protecting, seizing, collecting, realizing
or obtaining possession or payment of the Collateral, and give good
and valid receipts and discharges in respect of the Collateral and
comipromise or give time for the payment or performance of all or any
part of the accounts or any other obligation of any third party to the
Obligor; and

(i) - at any public sale, and to the extent permitted by law on any private
sale, bid for and purchase any or all of the Collateral offered for sale
" and upon compliance with the terms of such sale, hold, retain and
dispose of such Collateral without any further accountability to the
Obligor or any other Person with respect to such holding, retention or
disposition, except as required by law. Inany such sale to the Secured
Creditor, the Secured Creditor may, for the purpose of making -
payment for all or any part of the Collateral so purchased, use any
claim for Secured Obligations then due and payable to it as a credit
against the purchase price.

Section 3.4 Exercise of Remediés.

The remedies under Section 3.2 and Section 3.3 may be exercised from time to
time separately or in combination and are in addition to, and not in substitution for,
any other rights of the Secured Creditor however arising or created. The Secured
Creditor is not bound to exercise any right or remedy, and the exercise of rights and
remedies is without prejudice to the rights of the Secured Creditor in respect of the
Secured Obligations including the right to claim for any deficiency. '

Section 3.5 Receiver's Powers. .

(1)  Any receiver appointed by the Secured Creditor is vested with the rights and
remedies which could have been exercised by the Secured Creditor in respect
of the Obligor or the Collateral and such other powers and discretions as are
granted in the instrument of appointment and any supplemental instruments.
The identity of the receiver, its replacement and its remuneration are within
the sole and unfettered discretion of the Secured Creditor. '

(2)  Any receiver appointed by the Secured Creditor will act as. agent for the
Secured Creditor for the purposes of taking possession of the Collateral, but
otherwise and for all other purposes (except as provided below), as agent for
the Obligor. The receiver may sell, lease, or otherwise dispose of Collateral as
agent for the Obligor or as agent for the Secured Creditor as the Secured
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Creditor may determine in its discretion. The Obligor agrees to ratify and
confirm all actions of the receiver acting as agent for the Obligor, and to
release and indemnify the receiver in respect of all such actions. '

(3) The Secured Creditor, in appointing or refraining from appointing any
. receiver, does not incur liability to the receiver, the Obligor or otherwise and
_ is not responsible for any misconduct or negligence of such receiver.

Section 3.6  Appointment of Attorney. '

The Obligor heréby irrevocably constitutes and appoints the Secured Creditor
(and any officer of the Secured Creditor) the true and lawful attorney of the Obligor.
As the attorney of the Obligor, the Secured Creditor has the power to exercise for
and in the name of the Obligor with full power of substitution, upon the occurrence
and during the continuance of an Event of Default, any of the Obligor's right
(including the right of disposal), title and interest in and to the Collateral including
the execution, endorsement, delivery and transfer of the Collateral to the Secured
Creditor, its nominees or transferees, and the Secured Creditor and its nominees or
transferees are hereby empowered to exercise all rights and powers and to perform
all acts of ownership with respect to the Collateral to the same extent as the Obligor
might do. This power of attorney is irrevocable, is coupled with an interest, has
been given for valuable consideration (the receipt and adequacy of which is
acknowledged) and survives, and does not terminate upon, the bankruptcy,
dissolution, winding up or insolvency of the Obligor. This power of attorney
extends to and is binding upon the Obligor’s successors and permitted assigns. . The
Obligor authorizes the Secured Creditor to delegate in writing to another Person any
power and authority of the Secured Creditor under this power of attorney as may be
necessary or desirable in the opinion of the Secured Creditor, and to revoke or
suspend such delegation. The power of attorney granted by the Obligor hereby
shall automatically terminate and be of no further force or effect upon the discharge
of the Security Interest in accordance with Section 5.2 hereof.

Section 3.7  Dealing with the Collateral.

(1)  The Secured Creditor is not obliged to exhaust its recourse against the
Obligor or any -other Person or against any other security it may hold in
respect of the Secured Obligations before realizing upon or otherwise dealing
with the Collateral in such manner as the Secured Creditor may consider
desirable. ‘

(2)  The Secured Creditor may grant extensions or other indulgences, take and
give up securities, accept compositions, grant releases and discharges and
otherwise deal with the Obligor and with other Persons, sureties or securities |
as it may see fit without prejudice to the Secured Obligations, the liability of
the Obligor or the rights of the Secured Creditor in respect of the Collateral.
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(3)  Except as otherwise provided by law or this Agreement, the Secured Creditor
is not (i) liable or accountable for any failure to collect, realize or obtain
payment in respect of the Collateral, (ii) bound to institute proceedings for
the purpose of collecting, enforcing, realizing or obtaining payment of the
Collateral or for the purpose of preserving any rights of any Persons in
respect of the Collateral, (iii) responsible for any loss occasioned by any sale
or other dealing with the Collateral or by the retention of or failure to sell or
otherwise deal with the Collateral, or (iv) bound to protect the Collateral from
depreciating in value or becoming worthless. ' :

Section 3.8 Standards of Sale.

Without prejudice to the ability of the Secured Creditor to dispose of the
Collateral in any manner which is commercially reasonable, the Obligor
acknowledges that:

()
(b)

(©

(d)

@

- the Collateral may be disposed of in whole or in part;’

the Collateral may be disposed of by public auction, public tender or
private contract, with or without advertising and without any other
formality;

any assignee’ of such Collateral may be the Secured Creditor or a
customer of any such Person;

_any sale conducted by the Secured Creditor will be at such time and

place, on such notice and in accordance with such procedures as the
Secured Creditor, in its sole discretion, may deem advantageous;

the Collateral may be disposed of in any manner and on any terms
necessary to avoid violation of applicable law (including compliance
with such procedures as may restrict the number- of prospective
bidders and purchasers, require that the prospective bidders and
purchasers have certain qualifications, and restrict the prospective

- bidders and purchasers to Persons who will represent and agree that

they are purchasing for their own account for investment and not with
a view to the distribution or resale of the Collateral) or in order to
obtain any required approval of the disposition (or of the resulting

-purchase) by any governmental or regulatory authority or official;

a disposition of the Collateral may be on such terms and conditions as

- to credit or otherwise as the Secured Creditor, in its sole discretion,

may deem advantageous; and
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() the Secured Creditor may establish an upset or reserve bid or price in
respect of the Collateral.

Section3.9  Dealings by Third Parties.

&

2)

No Person dealing with the Secured Creditor or an agent or receiver is
required to determine (i) whether the Security Interest has become
enforceable, (ii) whether the powers which such Person is purporting to
exercise have become exercisable, (iii) whether any money remains due to the .
Secured Creditor by the Obligor, (iv) the necessity or expediency of the:
stipulations and conditions subject to which any sale or lease is made, (v) the

. propriety or regularity of any sale or other dealing by the Secured Creditor
with the Collateral, or (vi) how any money paid to Secured Creditor has been
applied. '

Any bona fide purchaser of all or any part of the Collateral from the Secured
Creditor or any receiver or agent will hold the Collateral absolutely, free from
any claim or right of whatever kind, including any equity of redemption, of
the Obligor, which it specifically waives (to the fullest extent permitted by -
law) as against any such purchaser together with all rights of redemption,
stay or appraisal which the Obligor has or may have under any rule of law or
statute now existing or hereafter adopted.

ARTICLE 4
REPRESENTATIONS, WARRANTIES AND COVENANTS

Sectiondl  General Representations, Warranties and Covenants.

The Obligor represents ard warrantss and covenants and agrees,

. acknowledging and confirming that the Secured Creditor is relying on such -

representations, watranties, covenants and agreements, that:

(a) Continuous Perfection. Schedule C sets out the Obligor's place of
business or, if more than one, the Obligor’s chief executive office. Such
place of business or chief executive office, as the case may be, has been
located at such address for the 60 days immediately preceding the date
of this Agreement. Schedule C also sets out the address at which the
books and records of the Obligor are located, the address at which
senjor management of the Obligor are located and conduct their
delibérations and make their decisions with respect to the business of
the Obligor and the address from which the invoices and accounts of
the Obligor are issued. The Obligor will not change the location of any
of these items, people or addresses without providing at least 30 days
prior written notice to the Secured Creditor. Except for sales of

[DBHTEROISWEL70 \DOCS\O 2 07 DOCS1-1264110-v1-Tercon Enterprises Ltd. - Security Agreement DOC



(b)
()

(d)

(€)

-17 -

inventory made in the ordinary course of business, the Collateral, to
the extent not delivered to the Collateral Agent pursuant to
Section 2.3(3), has been kept for the 60 days immediately preceding the
date of this Agreement and will be kept at those locations listed on
Schedule C, and the Obligor will not remove the Collateral from such
locations, without providing at least 30 days prior written notice to the
Secured Creditor. The Obligor will not change its name in any manner
without providing at least 30 days prior written notice to the Secured
Creditor.

Restriction on Disposition. The Obligor will not sell, assign, convey,
exchange, lease, release or abandon, or otherwise dispose of, any
Collateral except as expressly permitted in the Secured Debenture.

Negative Pledge. The Obligor will not create or suffer to exist, any
Lien on the Collateral, except for Liens permitted by the Secured
Debenture. ' '

Account Debtors. None of the account debtors in respect of any
accounts, chattel paper or intangibles.and none of the obligors in
respect of any Instruments included in the Collateral as of the date
hereof is (i) a Governmental Entity, or (ii) in the case of any account in
excess of $100,000, is located outside of Canada or the United States of
America. ' ' '

Securities and Instruments.

(i)  Schedule A lists all Securities and Instruments owned or held
by the Obligor on the date of this Agreément and all such
Securities are represented by certificated securities.

(i)  Securities that are Collateral have been, where applicable, duly
‘ and validly issued and acquired and are fully paid and non-
assessable. Schedule A sets out, for each class of Securities
listed in the schedule, the percentage amount that such

Securities represent of all issued and outstanding Securities of
that class.

- (iii)  Except as described in Schedule A, no transfer restrictions apply

to the Securities and Instruments listed in Schedule A. The
Obligor has delivered to the Secured Creditor copies of all -
shareholder, partnership or trust agreements applicable to each
issuer of such Securities and Instruments which are in the
Obligor’s possession or control.
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(iv) No Person has or will have any written or oral option, warrant,
right, call, commitment, conversion right, right of exchange or
other agreement or any right or privilege (whether by law, pre-
emptive or contractual) capable of becoming an option, warrant,
right, call, commitment, conversion right, right of exchange or
other agreement to acquire any right or interest in any of the
Securities and Instruments that are Collateral. '

(v)  The Securities that are Collateral constitute, where applicable,
the legal, valid and binding obligation of the obligor of such
Securities, enforceable in accordance with their terms, subject
only to any limitation under applicable laws relating to ()
bankruptcy, insolvency, fraudulent conveyance, arrangement,
reorganization or creditors’ rights generally, and (i) the
discretion that a court may exercise in the granting of equitable
remedies. '

(vi) The pledge, assignment and delivery to the Secured Creditor of
the Collateral consisting of certificated Securities pursuant to
this_ Agreement creates a valid and perfected first ranking
security interest in such certificated Securities, and the proceeds
of them. Such Securities and the proceeds from them are not
subject to any prior Lien or any agreement purporting to grant
to any third party a Lien on the property or assets of the Obligor
which would include the Securities except for. Permitted
Encumbrances. The Secured Creditor is entitled to all the rights,
priorities and benefits afforded by the Personal Property Security
Act (Ontario) or other relevant personal property security
legislation as enacted in any relevant jurisdiction to perfect
security interests in respect of such Collateral.

Status of Accounts Collateral. The Obligor will maintain books and
records pertaining to the Collateral in such detail, form and scope as

 the Secured Creditor reasonably requires, and keep all originals of the

chattel paper which evidence accounts at locations specified on
Schedule B. The Obligor will immediately notify the Secured Creditor
if any account in excess of $500,000 arises out of contracts with any
Governmental Entity, and execute any instruments and take any steps .
required by the Secured Creditor In order that-all moneys due or to
become due under the contract are assigned to the Secured Creditor
and notice of such assignment is given to the Governmental Entity.
The Obligor will also immediately notify the Secured Creditor if any
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account in excess of $500,000 is with an account debtor located outside
of Canada or the United States of America.

(g) Additional Security Perfection and Protection of Security Interest.
The Obligor will grant to the Secured Creditor, security interests,
assignments, mortgages, charges, hypothecations and pledges in such -
property and undertaking of the Obligor that is not subject to a valid
and perfected first ranking security interest (subject only to Permitted
Liens) constituted by the ‘Security Documents, in each relevant
jurisdiction as determined by the Secured Creditor. The Obligor will
perform all acts, execute and deliver all agreements, documents and
instruments and take such other steps as are requested by the Secured
Creditor at any time to register, file, signify, publish, perfect, maintain,
protect, and enforce the Security Interest including: (i) executing,
recording and filing of financing or other statements, and paying all
taxes, fees and other charges payable, (i) placing notations on its
books of account to disclose the Security Interest, (iii) delivering
acknowledgements, confirmations and subordinations that may be
necessary to ensure that the Security Documents constitute a valid and
perfected first ranking security interest (subject only to Permitted
Liens), (iv) executing and delivering any agreements, documents and
instruments -that may be needed under or in connection with the
Securities Transfer Act (Ontario) and (v) delivering opinions of counsel
in respect of matters contemplated by this paragraph. The documents -
and opinions contemplated by this paragraph must be in form and
substance satisfactory to the Secured Creditor.

Section 4.2 Representations, Warranties and Covenants Concerning
- Intellectual Property. -
The Obligor represents and warrants and covenants and agrees,
acknowledging and confirming that the Secured Creditor is relying on such
representations, warranties, covenants and agreements, that:

(2)  Schedule B lists all Registrable Intellectual Property that is owned by
the Obligor on the date of this Agreement. '

(b)  All Registrable Intellectual Property of the Obligor is valid, subsisting,
unexpired and enforceable, has not been abandoned and, to the
knowledge of the Obligor, does not infringe the Intellectual Property
rights of any other Person.
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No decision or judgment has been rendered by any Governmental

" Entity which would limit, cancel or question the validity of, or the

Obligor's rights in, any Intellectual Property in any respect.

No action or proceeding is pending, or, to the knowledge of the
Obligor, threatened, on the date hereof seeking.to limit, cancel or
question the validity of any Intellectual Property or the Obligor’s
ownership interest therein, or which, if adversely determined, would
have a Material adverse effect on the value of any Intellectual

Property.

The Obligor will take all reasonable and necessary steps, including in
any proceeding before the Canadian Intellectual Property Office or any
similar Governmental Entity of any jurisdiction, to maintain and
pursue each application (and to obtain the relevant registration) and to
maintain each registration of the material Registrable Intellectual
Property, including, without limitation, filing of applications for
renewal, affidavits of use and affidavits of incontestability.

In the event that any material Intellectual Property of the Obligor is
infringed, misappropriated or diluted by a third party, the Obligor will

" (i) take such actions as the Obligor reasonably deems appropriate

under the circumstances to protect such Intellectual Property and (i) if
such Intellectual Property is of material economic value, promptly
notify the Secured Creditor after it learns thereof and sue -for
infringement, misappropriation or dilution, to seek injunctive relief
where appropriate and to recover any and all damages for such
infringement, misappropriation or dilution. '

Immediately upon the request of the Secured Creditor, the Obligor will
furnish the Secured Creditor in writing the description of all
Registrable Intellectual Property or applications for Registrable
Intellectual Property of the Obligor. In addition, the Obligor will
deliver to the Secured Creditor a copy of the certificate of registration
of, or application for, such Registrable Intellectual Property with a

- Confirmation of Security Interest in the form of Schedule D in respect

of such Registrable Intellectual Property confirming the assignment for

. security of such Registrable Intellectual Property to the Secured

Creditor and immediately make all such filings, registrations and
recordings as are necessary or appropriate to perfect the Security '
Interest granted to the Secured Creditor in the Registrable Intellectual
Property. .
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" ARTICLES
GENERAL

Section 5.1  Notices.

Any notice, direction or other communication (each a “Notice”) given
regarding the matters contemplated by this Agreement must be in writing, sent by
personal delivery, courier or facsimile (but not by electronic mail) and addressed:

(a)  to the Secured Creditor at:

WF Fund 171 Limited Partnership -
161 Bay Street

Suite 2520

Toronto, ON MB5J 251

Attention: Mark McQueen
Facsimile:  416-682-1160

with a copy to:

Minden Gross LLP

145 King Street West
Suite 2200

Toronto, ON M5H 4G2

Attention:  Daniel Rothberg
Facsimile:  416-864-9223

(b) . tothe Obligor at:

Tercon Enterprises Ltd.

#100 - 2079 Falcon Road
Kamloops, BC V2C 4]2
Attention;  Mr. Milan Soucek
Facsimile:  (250) 372-1555

A Notice is deemed to be delivered and received (i) if sent by personal delivery, on
the date of delivery if it is a Business Day and the delivery was made prior to 4:00
p.m. (local time in place of receipt) and otherwise on the next Business Day, (ii) if .
sent by same-day service courier, on the date of delivery if sent on a Business Day
and delivery was made prior to 4:00 p.m. (local time in place of receipt) and
otherwise on the next Business Day, (iii) if sent by overnight courier, on the next
Business Day, or (iv) if sent by facsimile, on the Business Day following the date of
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confirmation of transmission by the originating facsimile. A party may change its
address for service from time to time by providing a Notice in accordance with the
foregoing. Any subsequent Notice must be sent to the party at its changed address.

' Any element of a party’s address that is not specifically changed in a Notice will be

assumed not to be changed.

Section 5.2  Discharge.

The Security Interest will not be discharged except by a written release or
discharge signed by the Secured Creditor. The Obligor will be entitled to require a
discharge by notice to the Secured Creditor upon, but only upon, (i) full and
indefeasible payment and performance of the Secured Obligations and. (i) the
Secured Creditor having no obligations under any Credit Document. Upon
discharge of the Security Interest and at the request and expense of the Obligor, the
Secured Creditor will execute and deliver to the Obligor such financing statements
and other documents or. instruments as the Obligor may reasonably require and the
Secured Creditor will redeliver to the Obligor, or as the Obligor may otherwise
direct the Secured Creditor, any Collateral in its possession.

Section5.3  No Merger, Survival of RePresentations and Warranties.

This Agreement does not operate by way of merger of any of the Secured
Obligations and no judgment recovered by the Secured Creditor will operate by way
of merger of, or in any way affect, the Security Interest, which is in addition to, and
not in substitution for, any other security now or hereafter held by the Secured
Creditor in respect of the Secured Obligations. The representations, warranties and
covenants of the Obligor in this Agreement survive the execution and delivery of
this Agreement and any advances under the Secured Debenture. Notwithstanding -
any investigation made by or on behalf of the Secured Creditor these covenants,
representations and warranties continue in full force and effect.

Section 5.4 Further Assurances.

‘The Obligor will do all acts and things and execute and deliver, or cause to be
executed and delivered, all agreements, documents and instruments that the
Secured Creditor may require and take all further steps relating to the Collateral or
any other property or assets of the Obligor that the Secured Creditor may require,
including any agreements, documents or instruments required under or in
connection with the Securities Transfer Act (Ontario) for (i) protecting the Collateral,
(if) perfecting the Security Interest, and (iii) exercising all powers, authorities and
discretions conferred upon the Secured Creditor. - After the Security Interest
becomes enforceable, the Obligor will do all acts and things and execute and deliver
all documents and instruments that the Secured Creditor may require for facilitating
the sale or other disposition of the Collateral in connection with its realization.
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Section 5.5  Supplemental Security.

- This Agreement is in addition to, without prejudice to and supplemental to
all other security now held or which may hereafter be held by the Secured Creditor.

Section5.6  Successors and Assigns.

This Agreement is binding on the Obligor and its successors and assigns, and
enures to the benefit of the Secured Creditor and its successors and assigns. This
Agreement may be assigned by the Secured Creditor without the consent of, or
notice to, the Obligor, to such Person as the Secured Creditor may determine and, in
such event, such Person will be entitled to all of the rights and remedies of the
Secured Creditor as set forth in this Agreement or otherwise. In any action brought
by an asmgnee to enforce any such right or remedy, the Obligor will not assert
against the assignee any claim or defence which the Obllgor now has or may have
against the Secured Creditor. The Obligor may not assign, transfer or delegate any
of its rights or obligations under this Agreement without the prior written consent of
the Secured Creditor which may be unreasonably withheld.

Section5.7  Amalgamation.

The Obligor acknowledges and agrees that in the event it amalgamates with
any other corporation or corporations, it is the intention of the parties that the.
Security Interest (i) subject to Section 2.4, extends to: (A) all of the property and
undertaking that any of the amalgamating corporations then owns, (B) all of the
property and undertaking that the amalgamated corporation thereafter acquires, (C)
all of the property and undertaking in which any of the amalgamating corporations
then has any interest and (D) all of the property and undertaking in which the
‘amalgamated corporation thereafter acquires any interest; and (ii) secures the .
payment and performance of all debts, liabilities and obligations, present or future,
direct or indirect, absolute or contingent, matured or unmatured, at any time or
from time to time due or accruing due and owing by or otherwise payable by each
of the amalgamating corporations and the amalgamated corporation to the Secured
Creditor in any currency, however or wherever incurred, and whether incurred
alone or jointly with another or others and whether as principal, guarantor or surety
and whether incurred prior to, at the time of or subsequent to the amalgamation.
The Security Interest attaches to the additional collateral at the time of
amalgamation and to any collateral thereafter owned or acquired by the
amalgamated corporation when such becomes owned or is acquired. Upon any
such amalgamation, the defined term “Obligor” means, collectively, each of the
amalgamating corporations and the amalgamated corporation, the defined term
“Collateral” means all of the property and undertaking and interests described in (i)
above, and the defmed term “Secured Obligations” means the obligations described
in (if) above.
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Section 5.8  Severability. , ' .

If any court of competent jurisdiction from which no appeal exists or is taken,
determines any provision of this Agreement to be illegal, invalid or unenforceable,
that provision will be severed from this Agreement and the remaining provisions

, will remain in full force and effect.

Section 5.9 Amendment.

This Agreement‘may only be amended, supplemented or otherwise modified
by written agreement executed by the Secured Creditor and the Obligor.

Section 5.10 Waivers, etc.

(1)  No consent or waiver by the Secured Creditor in respect of this Agreement is
binding unless made in writing and signed by an authorized officer of the
Secured Creditor. Any consent or waiver given under this Agreement is
effective only in the specific instance and for the specific purpose for which
given. No waiver of any of the provisions of this Agreement constitutes a
waiver of any other provision.

@) A failure or delay on the part of the Secured Creditor in exercising a right
under this Agreement does not operate as a waiver of, or impair, any right of
the Secured Creditor however arising. A single or partial exercise of a right
on the part of the Secured Creditor does not preclude any other or further
exercise of that right or the exercise of any other right by the Secured
Creditor.

Section 5.11 Application of Proceeds of Security.

All monies collected by the Secured Creditor upon the enforcement of its
rights and remedies under the Security Documents and the Liens created by them
including any sale or other disposition of the Collateral, together with all other
monies received by the Secured Creditor under the Security Documents, will be
applied as provided in the Secured Debenture. To the extent any other Credit
Document requires proceeds of collateral under such Credit Document to be applied
in accordance with the provisions of this Agreement, the Secured Creditor shall
apply such proceeds in accordance with this Section.

Section 512  Conflict. |
In the event of any conflict between one ‘or more provisions. of this

- Agreement, the provisions of the Secured Debenture and the provisions of the

Operating Loan Agreement which cannot be resolved by all such provisions being
complied with, the provisions contained in the Secured Debenture will prevail to the
extent of such conflict. '
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Section5.13 Governing Law.

This Agreement will be governed by, interpreted and enforced in accordance
with the laws of the Province of Ontario and the federal laws of Canada applicable
“therein. : ‘ : :

Section 514 Termination, Survival.

"Upon discharge of the Security Interest pursuant to Section 5.2 hereof, this
Agreement shall automatically terminate. The provisions of Article 5 shall survive
any termination of this Agreement.

Anithorized SiWer )
i-

#1264110 v1 | 4061837
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TERCON PROPERTIES LTD.

as Obligor

and

WF FUND III LIMITED PARTNERSHIP,
carrying on business as WELLINGTON FINANCIAL LP
AND WELLINGTON FINANCIAL FUND III

as Secured Creditor

SECURITY AGREEMENT

October 1, 2007
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SECURITY AGREEMENT

Security agreement dated as of October 1, 2007 made by Tercon Propertles
Ltd. to and in favour of WF Fund III Limited Partnership, carrying on business as
We]lmgton Financial LP and Wellington Financial Fund IIL

. RECITALS:

(@)

(b)

()

The Borrower is or will become indebted or liable to the Secured
Creditor pursuant to its Series A Secured Debentures in the aggregate
principal amount of $5,000,000.00 (Cdn.) dated October 1, 2007 (as the
same may be amended, restated, supplemented or replaced from time
to time, the “Secured Debenture”) and pursuant to an Operating Loan
Agreement between the Borrower and the Secured Party dated
October 1, 2007 (as the same may be amended, restated, supplemented
or replaced from time to time, the “Operating Loan Agreement”);

To secure the due performance of the Borrower’s obligations to the
Secured Creditor under infer alin the Secured Debenture and the
Operating Loan Agreement, the Obligor has entered into a form of
Guarantee dated October 1, 2007 in favor of the Secured Creditor (as the
same may be amended, restated, supplerented or replaced from time
to time, the “Guarantee”); and

Pursuant to Section 4.1 of the Secured Debenture, the Obligor is
required to execute and deliver this Agreement in favour of the
Secured Creditor. :

In consideration of the foregoing and other good and valuable consideration,

the receipt and adequacy of which are acknowledged, the Obligor agrees as follows.

Section 1.1

ARTICLE 1
INTERPRETATION

Defined Terms.

As used in this Agreement, the following terms have the following meanings:

“Agreement” means this security agreement.

“Borrower” means Tercon Investments Ltd.

“Collateral” has the meaning specified in Section 2.1.
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“Credit Documents” means the Secured Debenture, the Operating Loan Agreement,
this Agreement and each other Security Document (as such term is defined in the -
I “Secured Debenture).

“Event of Default” has the meaning‘ ascribed thereto in the Guarantee;
“Expenses” has the meaning specified in Section 2.2(b).

“Governmental Entity” means any international tribunal, agency, body commission
or other authority, any government, executive, parliament, legislature or local
authority, or any governmental entity, ministry, department or agency or regulatory
authority, court, tribunal, commission or board of or within Canada, or any other
foreign jurisdiction, or any political subdivision of any thereof or any authority
having jurisdiction therein. or any quasi governmental or private body exercising
any regulatory, expropriation or taxing authority under or for the account of any of
the above, :

“Instruments” means (i) a bill, note or cheque within the meaning of the Bills of
Exchange Act (Canada) or any other writing that evidences a right to the payment of
morney and is of a type that in the ordinary course of business is transferred by
; delivery with any necessary endorsement or assignment, or (ii) a letter of credit and
R an advice of credit if the letter or advice states that it must be surrendered upon
i claiming payment thereunder, or (iii) chattel paper or any other writing that

' evidences both a monetary obligation and a security interest in or a lease of specific
goods, or (iv) documents of title or any other writing that purports to be issued by or
addressed to a bailee and purports to cover such goods in the bailee’s possession as
are identified or fungible portions of an identified mass, and that in the ordinary
course of business is treated as establishing that the Person in possession of it is
) ~‘—m——--—warrl:ﬂ:led—’co—recerwa—1‘161131-4‘:\11(31—elétspe:se—ef the-document and-the-goods-it-covers,or-(v)
: any document or writing commonly known as an instrument.

“Intellectual Property” means domestic and foreign: (i) patents, applications for
patents and reissues, divisions, continuations, renewals, extensions and
continuations-in-part of patents or patent applications; (ii) proprietary and non-
_ public business information, including inventions (whether patentable or not),

; invention disclosures, improvements, discoveries, trade secrets, confidential
o information, know-how, methods, processes, designs, technology, technical data,
v schematics, formulae and customer lists, and documentation relating to any of the

‘ foregoing; (iii) copyrights, copyright registrations and applications for copyright
] registration; (iv) mask works, mask work registrations and applications for mask -
) work registrations; (v) designs, design registrations, design registration applications
o and integrated circuit topographies; (vi) trade names, business names, corporate
names, domain names, website names and world wide web addresses, common law

trade-marks, trade-mark registrations, trade-mark applications, trade dress and
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logos, and the goodwill associated with any of the foregoing; (vii) computer
software and programs (both source code and object code formi), all proprietary
rights in the computer software and programs and all documentation and other
materials related to the computer software and programs; and (viii) any other
intellectual property and industrial property.

“Lien” means (i) any mortgage, charge, pledge, hypothecation, security interest,
assignment by way of security, encumbrance, lien (statutory or otherwise), hire
purchase agreement, conditional sale agreement, deposit arrangement, title
retention agreement or arrangement, or any other assignment, arrangement or
condition that in substance secures payment or performance of an obligation, (i) any
trust arrangement, (iii) any arrangement which creates a right of set-off out of the
ordinary course of business, or (iv) any agreement to grant any such rights or
interests. ' '

“Obligor” means Tercon Properties Ltd.,, a corporation incorporated and existing
under the laws of British Columbia, and its successors and permitted assigns.

“Registrable Intellectual Property” means any Intellectual Property in respect of
which ownership, title, security interests, charges or encumbrances are capable of
registration, recording or notation with any Governmental Entity pursuant to

_ applicable laws.

“Restricted Asset” has the meaning specified in Section 2.4(1).

“Secured Creditor” means WF Fund III Limited Partnership, carrying on business
as Wellington Financial LP and Wellington Financial Fund III and its successors and

assigns.

“Secured Obligations” has the meaning specified in Section 2.2(a).

“Security” means an obligation of an issuer or a share, participation or other interest
in an issuer or in property or an enterprise of an issuer,

(a)  that is represented by a security certificate in bearer form or registered
form, or the transfer of which may be registered on books maintained
for that purpose by or on behalf of the issuer,

(b)  thatis oneof a class or series, or by its terms is divisible into a class or
series, of shares, participations, interests or obligations, and

(c) - that,
(i) s, or is of a type, dealt in or traded on securities exchanges or

securities markets, or
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(i) isa medium for investment and by its terms expressly provides
that it is a security for the purposes of the Securities Transfer Act
(Ontario); '

but excludes

(d) any ULC Shares.

“Security Interest” has the meaning specified in Section 2.2.

“ULC Shares” means shares in any unlimited company or unlimited liability

corporation at any time owned or otherwise held by the Obligor.

Section1.2  Interpretation.

@

e

)

@

Terms defined in the Personal Property Security Act (Ontario) or the Securities
Transfer Act (Ontario) and used but not otherwise defined in this Agreement
have the same meanings.

+ Capitalized terms used in this Agreemeht but not defined have the meanings

given to them in the Secured Debenture.

Any reference in any Credit Document to Liens permitted by the Secured
Debenture and any right of the Obligor to create or suffer to exist Liens
permitted by the Secured Debenture are not intended to and do not and will
not subordinate the Security Interest to any such Lien or give priority to any

. Person over the Secured Creditor.

In this Agreement the words “including”, “includes” and “include” mean
“including (or includes or include) without limitation”. The expressions

()

(6)

)

®)

“Article”, “Section” and other subdivision followed by a number mean and
refer to the speciﬁed Article, Section or other subdivision of this Agreement.

Any reference in this Agreement to gender includes all genders. Words .
importing the singular number only include the plural and vice versa.

' The division of this Agreement into Articles, Sections and other subdivisions

and the insertion of headings are for convenient reference only and do not
affect its interpretation.

The schedules attached to this Agreement form an integral part of it for all
purposes of it.

Except as otherwise provided in this Agreement, any reference to this
Agreement, any Credit Document or any Security Document refers to this
Agreement or such Credit Document or Security Document as the same may
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have been or may from time to time be amended, modified, extended,
renewed, restated, replaced or supplemented and includes all schedules
attached to it. Except as otherwise provided in this Agreement, any reference
in this Agreement to a statute refers' to such statute and all rules and
regulations made under it as the same may have been or may from time to
time be amended or re-enacted.

ARTICLE 2
SECURITY

Section 21  Grant of Security.

Sub]ect to Section 2.4, the Obligor grants to the Secured Creditor, a security
interest in, and assigns, mortgages, charges, hypothecates and pledges to the
Secured Creditor, all of the property and undertaking of the Obhgor now owmned or
hereafter acquired and all of the property and undertaking in which the Obligor
now has or hereafter acquires any interest (collectively, the “Collateral”) including
all of the Obligor’s:

(@)  presentand after—acquired personal property;

(b) - inventory mcludmg goods held for sale, lease or resale, goods
furnished or to be futnished to third parties under contracts of lease,
consignment or service, goods which are raw materials or work in
“process, goods used in or procured for packing and materials used or
consumed in the business of the Obligor;

()  equipment, machinery, furniture, fixtures, plant, vehicles and other
goods of every kind and description and all licences and other rights

and all related records, files, charts, plans, drawings, specifications,
manuals and documents;

(d)  accounts due or accruing and all related agreements, books, accounts,
invoices, letters, documents and papers recording, evidencing or
relating to them;

(&) money, documents of title and chattel paper;

® Instruments and Securities, including the Instruments and Securities
listed in Schedule A;

(g) - intangibles including all security interests, goodwill, choses in action,
contracts, contract rights, licenses and other contractual benefits;
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(h) Intellectual Property including the Registrable Intellectual Propérty
listed in Schedule B; :

(i)  all substitutions and replacements of and increases, additions and,
where applicable, accessions to the property described in Section 2.1(a)
through Section 2.1(h) inclusive; and :

) all proceeds in any form derived directly or indirectly from any
dealing with all or any part of the property described in Section 2.1(=)
through Section 2.1(i) inclusive, including the proceeds of such
proceeds.

Section 2.2  Secured Obligations.

The security interest, assignment, mortgage, charge, hypothecation and
pledge granted by this Agreement (collectively, the “Security Interest”) secures the
payment and performance of: ‘

(a) all debts, liabilities and obligations, present or future, direct or indirect,
absolute or contingent, matured or unmatured, at any time or from
time to time due or accruing due and owing by or otherwise payable
by the Obligor to the Secured Creditor in any currency, however or
wherever incurred, and whether incurred by the Obligor alone or
jointly with another or others and whether as principal, guarantor or
surety and in whatever name or style (collectively, and together with
the Expenses, the “Secured Obligations”); and '

(b)  all expenses, costs and charges incurred by or on behalf of the Secured

Creditor in connection with this Agreement, the Security Interest or the
e W ateral;-including —all-egat-fees;—court-costs;, receiver's-oragents ——————
' remuneration and other expenses of taking possession of, repairing,
protecting, insuring, preparing for disposition, realizing, collecting,
selling, transferring, delivering or obtaining payment for the
Collateral, and of taking, defending or participating in any action or
proceeding in connection with any of the foregoing matters or
otherwise in connection with the Secured Creditor's interest in any
Collateral, whether or not directly relating to the enforcement of this
Agreement or any other Credit - Document (collectively, the
“Expenses”). :

Section 2.3 Attachment.

(1)  The Obligor acknowledges that (i) value has been given, (ii) it has rights in
the Collateral (other than after-acquired Collateral), (ifi) it has not agreed to
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postpone the time of attachment of the Security Interest, and (iv) it has
received a copy of this Agreement.

(2)  The Obligor shall not permit any of the Securities at any time to be or to
become uncertificated securities.

(3)  The Obligor delivers to and deposits with the Secured Creditor any and all.
certificates evidencing the Securities listed in Schedule A, together with, in
each case, a stock power duly endorsed in blank for transfer and an
irrevocable directors or other applicable resolution of entity in from which the
Securities are issued, consenting to the transfer by the Obligor and the
Obligor hereby grants control over such Securities to the Secured Creditor in
accordance with the provisions of the Securities Transfer Act (Ontario). The
Obligor also delivers to and deposits with the Secured Creditor any
promissory note or other Instruments evidencing any amount payable in
excess of $100,000 or evidencing any rights to goods having a value in excess
of $100,000.

(4) If the Obligor acquires any Securities or any Instruments (other than
Instruments evidencing amounts payable of less than $100,000 or evidencing
any rights to goods having a value less than $100,000), the Obligor will notify
the Secured Creditor in writing and provide the Secured Creditor with a
revised Schedule A recording thé acquisition and particulars of such
Instruments or Securities within 5 days after such acquisition. Upon request

" by the Secured Creditor, the Obligor will promptly deliver to and deposit
with the Secured Creditor, or cause the Secured Creditor to have control over,
such Securities or Instruments (other than Instruments evidencing amounts
payable of less than $100,000 or evidencing any rights to goods having a
~~—valiie léss than $100,000) a5 security for the Secured Obligations The Obligor ————
will also promptly inform the Secured Creditor in writing of the acqu1s1hon
by the Obligor of any ULC Shares.

(5) At the request of the Secured Creditor the Obligor will (i) cause the transfer of
any Securities or Instruments to the Secured Creditor to be registered
wherever such registration may be required or advisable in the reasonable
opinion of the Secured Creditor, (ii) duly endorse any such Securities or
Instruments for transfer in blank or register them in the name of the Secured
Creditor or its nominee or otherwise as the Secured Creditor may reasonably
direct, (iii) immediately deliver to the Secured Creditor any and all consents
or other documents which may be necessary to effect the transfer of any such
Securities or Instruments to the Secured Creditor or any third party and (iv)
deliver to or otherwise cause the Secured Creditor to have control over such
Securities or Instruments in accordance with the provisions of the Securities
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Transfer Act (Ontario). Upon the discharge of the Security Interest in
accordance with Section 5.2 hereof, the Secured Creditor shall promptly cause
all Securities or Instruments transferred to it or to any third party pursuant to -
this Section 2.3(5) to be transferred back to the Obligor including duly
endorsing any such Securities or Instruments for transfer back to the Obligor
and delivering to the Obligor any and all consents or other documents which
may be necessary to effect the transfer of any such Securities or Instruments
to the Obligor.

(6) The Obligor will promptly notify the Secured Creditor in writing of the
acquisition by.the Obligor of any Registrable Intellectual Property. The
Obligor will provide the Secured Creditor with a revised Schedule B
recording the acquisition and particulars of -such additional Intellectual

Property.

Section 24  Scope of Security Interest.

(1) To the extent that an assignment of amounts payable and other proceeds
arising under or in connection with, or the grant of a security interest in any
. agreement, licence, permit or quota of the Obligor would result in the

termination of such agreement, licence, permit or quota (each, a “Restricted
Asset”), the Security Interest with respect to each Restricted Asset will
constitute a trust created in favour of the Secured Creditor pursuant to which
- the Obligor holds as trustee all proceeds arising under or in connection with

the Restricted Asset in trust for the Secured Creditor on the following basis:

(@) until the Security Interest is enforceable and subject to the Secured
Debenture; the Obligor is entitled to receive all such proceeds; and

“(by " ~whenever the Security Triterestis—enforceable, (i —alirights—of the ——————
Obligor to receive such proceeds cease and all such proceeds will be
immediately paid over to the Secured Creditor and (ii) the Obligor will
take all actions requested by the Secured Creditor to collect and
enforce payment and other rights arising under the Restricted Asset.

The Obligor will use all commercially reasonable efforts to obtain the consent
of each other party to any and all Restricted Assets to the assignment of such
Restricted Asset to the Secured Creditor in accordance with this Agreement.
The Obligor will also use all commercially reasonable efforts to ensure that all
agreements entered into on and after the date of this Agreement expressly
permit assignments of the benefits of such agreements.as collateral security to
the Secured Creditor in accordance with the terms of this Agreement.

(2)  The Security Interest with respect to trade-marks constitutes a security
interest in, and a charge, hypothecation and pledge of, such Collateral in’
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favour of the Secured Creditor, but does not constitute an assignment or
mortgage of such Collateral to the Secured Creditor.

(3) - Until the Security Interest is enforceable, the grant of the Security Interest in
the Intellectual Property does not affect in any way the Obligor's rights to
cammercially exploit the Intellectual Property, defend it, enforce the Obligor's
rights in it or with respect to it against third parties in any court or claim and

be entitled to receive any damages with respect to any infringement of it.

“4) | The Security Interest does not extend to consumer goods or ULC Shares.

(5)  The Security Interest does not extend or apply to the last day of the term of
any lease or sublease of real property or any agreement for a lease or sublease
of real property, now held or hereafter acquired by the Obligor, but the
Obligor will stand possessed of any such last day upon trust to assign and
dispose of it as the Secured Creditor may reasonably direct.

Section2.5  Grant of Licence to Use Intellectual Property.

At such time as the Secured Creditor is lawfully entitled to exercise its rights
and remedies under Article3, the Obligor grants to -the Secured Creditor an
irrevocable, nonexclusive licence (exercisable without payment of royalty or other
compensation to the Obligor) to use, assign or sublicense any Intellectual Property in
which the Obligor has rights wherever the same may be located, including in such
licence access to (i) all media in which any of the licensed items may be recorded or
stored, and. (ii) all software and computer programs used for compilation or print-
out. The license granted under this Section is to enable the Secured Creditor to
exercise its rights and remedies under Article 3 and for no other purpose.

Section 2:6——Care-and-Custody-of Collateral:
(1)  The Secured Creditor has no obligation to keep Collateral in its possession
identifiable.

(2)  The Secured Creditor may, after the Security Interest is enforceable, (i) notify
any Person obligated on an Instrument, Security or account to make
payments to the Secured Creditor, whether or not the Obligor was previously
making collections on such accounts, chattel paper, instruments, and (ii)
assume control of any proceeds arising from the Collateral. '

(3)  The Secured Creditor has no obligation to collect dividends, distributions or
: interest payable on, or exercise any option or right in connection with, any
Securities or Instruments. The Secured Creditor has no obligation to protect
or preserve any Securities or Instruments from depreciating in value or
becoming worthless and is released from all responsibility for any loss of.
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value. In the physical keeping of any Securities, the Secured Creditor is only
obliged to exercise the same degree of care as it would exercise with respect
to its own Securities kept at the same place.

Section2.7  Rights of the Obligor.

(1)  Until the Security Interest is enforceable, the Obligor is entitled to vote the
Securities that are part of the Collateral and to receive all dividends and
distributions on such Securities. In order to allow the Obligor to vote any
Securities registered in the Secured Creditor’s name or the name of its
nominee, at the request and the expense of the Obligor, the Secured Creditor
will, prior to the Security Interest being enforceable, and may, after the
Security Interest is enforceable, execute valid proxies appointing
proxyholders to attend and act at meetings of shareholders, and execute
resolutions in writing, all pursuant to the relevant provisions of the issuer's
governing legislation. Whenever the Security Interest is enforceable, all rights
of the Obligor to vote (under any proxy given by the Secured Creditor (or its
nominee) or vtherwise) or to receive distributions or dividends cease and all
such rights become vested solely and absolutely in the Secured Creditor.

(2) Any distributions or dividends received by the Obligor contrary to
Section 2.7(1) or any other moneys or property received by the Obligor after
the Security Interest is enforceable will be received as trustee for the Secured
Creditor and shall be immediately paid over to the Secured Creditor.

Section2.8  Expenses.

The Obligor is liable for and will pay on demand by the Secured Creditor any
and all Expenses.

- ARTICLE 3
ENFORCEMENT
Section 31  Enforcement.
" - The Security Interest becomes and is enforceable against the Obligor upon the
occurrence and during the continuance of an Event of Default.
Section 3.2 Reﬁedies.

Whenever the Security Interest is enforceable, the Secured Creditor may
realize upon the Collateral and enforce the rights of the Secured Creditor by:

(a) entry onto any premises where Collateral consisting of tangible '
personal property may be located;
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entry into possession of the Collateral by any method permitted by .
law; '

sale, grant of options to purchase, or lease of all or any part of the
Collateral;

holding, storing and keeping idle or operating all or any part of the
Collateral;

exercising and enforcing all rights and remedies of a holder of the
Securities and Instruments as if the Secired Creditor were the absolute
owner thereof (including, if necessary, causing the Collateral to be
registered in the name of the Secured Creditor or its nominee if not
already done); '

collection of any proceeds arising in respect of the Collateral;
collection, realization or sale of, or other dealing with, accounts;

license or sublicense, whether on an exclusive or nonexclusive basis, of
any Intellectual Property for such term and on such conditions and in
such manner as the Secured Creditor in its sole judgment determines
(taking into account such provisions as may be necessary to protect
and preserve such Intellectual Property);

instruction to any bank which has entered into a control agreement
with the Secured Creditor to transfer all moneys, Securities and
Instruments held by such depositary bank to an account maintained
with or by the Secured Creditor;

0

(k)

@

(m)

application of any moneys constituting Collateral or proceeds thereof
in accordance with Section 5.11; '

appointment by instrument in writing of a receiver (which term as
used in this Agreement includes a receiver and manager) or agent of
all or any part of the Collateral and removal or replacement from time
to time of any receiver or agent;

institution of proceedings in any court of competent jurisdiction for the
appointment of a receiver of all or any part of the Collateral;

institution of proceedings in any court of competent jurisdiction for
sale or foreclosure of all or any part of the Collateral;
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(n)  filing of proofs of claim and other documents to establish claims to the
Collateral in any proceeding relating to the Obligor; and

(0) any other remedy or proceeding authorized or permitted under the
Personal Property Security Act (Ontario) or otherwise by law or equity.

Section 3.3  Additional Rights.

 In addition to the remedies set forth in Section3.2 and. elsewhere in this
Agreement, whenever the Security Interest is enforceable, the Secured Creditor may:

(a) | require the Obligor, at the Obligor's expense, to assemble the Collateral
. at a place or places designated by notice in writing and the Obligor
_agrees to 5o assemble the Collateral immediately upon receipt of such
notice; '

 (b) require the Obligor, by notice in writing, to disclose to the Secured
Creditor the location or locations of the Collateral and the Obligor
agrees to promptly make such disclosure when so required;

(c)  repair, process, modify, complete or otherwise deal with the Collateral
and prepare for the disposition of the Collateral, whether on the
premises of the Obligor or otherwise; :

(d) redeem any prior security interest against any Collateral, procure the

transfer of such security interest to itself, or settle and pass the

* dccounts of the prior mortgagee, chargee or encumbrancer (any
‘accounts to be conclusive'and binding on Obligor);

(¢)  pay any liability secured by any Lien against any Collateral (the

'Obligor will immediately on demand reimburse the Secured Creditor
for all such payments);

()  carry on all or any part of the business of the Obligor and, to the
exclusion of all others including the Obligor, enter upon, occupy and
use all or any of the premises, buildings, and other property of or used
by the Obligor for such time as the Secured Creditor sees fit, free of
charge, and the Secured Creditor is not liable to the Obligor for any
act, omission or negligence in so doing or for any rent, charges,
depreciation or damages incurred in connection with or resulting from
such action;

(g}  borrow for the purpose of carrying on the business of the Obligor or
' for the maintenance, preservation or protection of the Collateral and
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grant a security interest in the Collateral, whether or not in priority to
the Security Interest, to secure repayment;

(h) commence, continue or defend any judicial or administrative
proceedings for the purpose of protecting, seizing, collecting, realizing
or obtaining possession or payment of the Collateral, and give good
and valid receipts and discharges in respect of the Collateral and
compromise or give time for the payment or performance of all or any
part of the accounts or any other obligation of any third party to the
Obligor; and '

(i)  at any public sale, and to the extent permitted by law on any private
sale, bid for and purchase any or all of the Collateral offered for sale
and upon compliance with the terms of such sale, hold, retain and
dispose of such Collateral without any further accountability to the
Obligor or any other Person with respect to such holding, retention or
disposition, except as required by law. In any such sale to the Secured
Creditor, the Secured Creditor may, for the purpose of making
payment for all or any part of the Collateral so purchased, use any
claim for Secured Obligations then due and payable to it as a credit
against the purchase price.

Section 34  Exercise of Remedies.

The remedies under Section 3.2 and Section 3.3 may. be exercised from timeto
time separately or in combination and are in addition to, and not in substitution for,
any other rights of the Secured Creditor however arising or created. The Secured
Creditor is not bound to exercise any right or remedy, and the exercise of rights and
remedies is without prejudice to the rights of the Secured Creditor in respect of the

Secured Obligations including the right to claim for any deficiency.

Section 3.5 Receiver's Powers.

(1)  Any receiver appointed by the Secured Creditor is vested with the rights and
remedies which could have been exercised by the Secured Creditor in respect
of the Obligor or the Collateral and such other powers and discretions as are
granted in the instrument of appointment and any supplemental instruments.
The identity of the receiver, its replacement and its remuneration are within
the sole and unfettered discretion of the Secured Creditor.

(2)  Any receiver appointed by the Secured Creditor will act as agent for the
Secured Creditor for the purposes of taking possession of the Collateral, but
otherwise and for all other purposes (except as provided below), as agent for
the Obligor. The receiver may sell, lease, or otherwise dispose of Collateral as

~agent for the Obligor or as agent for the Secured Creditor as the Secured
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Creditor may determine in its discretion. The Obligor agrees to ratify and
confirm all actions of the receiver acting as agent for the Obligor, and to
release and indemnify the receiver in respect of all such actions.

(3) The Secured Creditor, in appointing or refraining from appointing any
receiver, does not incur liability to the receiver, the Obligor or otherwise and
is not responsible for any misconduct or negligence of such receiver.

Section 3.6  Appointment of Attorney.

‘The Obligor hereby irrevocably constitutes and appoints the Secured Creditor
(and any officer of the Secured Creditor) the true and lawful attorney of the Obligor.
As the attorney of the Obligor, ‘the Secured Creditor has the power to exercise for
and in the name of the Obligor with full power of substitution, upon the occurrence
and during the continuance of an Event of Default, any of the Obligor's right
(including the right of disposal), title and interest in and to the Collateral including
the execution, endorsement, delivery and transfer of the Collateral to the Secured
- Creditor, its nominees or transferees, and the Secured Creditor and its nominees or
ttansferees are hereby empowered to exercise all rights and powers and to perform
all acts of ownership with respect to the Collateral to the same extent as the Obligor
might do. This power of attorney is irrevocable, is coupled with an interest, has
been given for valuable consideration (the receipt and adequacy of which is
acknowledged) and survives, and does not terminate upon, the bankruptcy,
dissolution, winding up or insolvency of the Obligor. This power of attorney
extends to and is binding upon the Obligor’s successors and permitted assigns. The
Obligor authorizes the Secured Creditor to delegate in writing to another Person any
power and authority of the Secured Creditor under this power of attorney as may be
necessary or desirable in the opinion of the Secured Creditor, and to revoke or
suspend such delegation. The power of attorney granted by the Obligor hereby

shall automatically terminate and be of no further force or effect upon the discharge
of the Security Interest in accordance with Section 5.2 hereof.

Section 3.7  Dealing with the Collateral.

(1)  The Secured Creditor is not obliged to exhaust its recourse against the
Obligor or any other Person or against any other security it may hold in
respect of the Secured Obligations before realizing upon or otherwise dealing
with the Collateral in such manner as the Secured Creditor may consider
desirable.

(2)  The Secured Creditor may grant extensions or other indulgences, take and
give up securities, accept compositions, grant releases and discharges and
otherwise deal with the Obligor and with other Persons, sureties or securities
as it may see fit without prejudice to the Secured Obligations, the liability of
the Obligor or the rights of the Secured Creditor in respect of the Collateral.
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(3)  Except as otherwise provided by law or this Agreement, the Secured Creditor
is not (i) liable or accountable for any failure to collect, realize or obtain
payment in respect of the Collateral, (i} bound to institute proceedings for
the purpose of. collecting, enforcing, realizing or obtaining payment of the
Collateral or for the purpose of preserving any rights of any Persons in
respect of the Collateral, (iii) responsible for any loss occasioned by any sale
or other dealing with the Collateral or by the retention of or failure to sell or
otherwise deal with the Collateral, or (iv) bound to protect the Collateral from
depreciating in value or becoming worthless.

Section 3.8 Standards of Sale.

Without prejudice to the ability of the Secured Creditor to dispose of the
Collateral in any manner which is commercially reasonable, the Obligor
acknowledges that:

(a)  the Collateral may be disposed of in whole or in part;

(b)  the Collateral may be disposed of by public auction, public tender or
private contract, with or without advertising and without any other
~ formality; )

(¢)  any assignee of such Collateral may be the Secured Creditor or a
customer of any such Person;

(d)  any sale conducted by the Secured Creditor will be at such time and-

place, on such notice and in accordance with such procedures as the
Secured Creditor, in its sole discretion, may deem advantageotis;

() C@ammmmm_mwy
necessary to avoid violation of applicable law (including compliance
with such procedures- as may restrict the number of prospective
bidders and purchasers, require that the prospective bidders and
purchasers have certdin qualifications, and restrict the prospective
bidders and purchasers to Persons who will represent and agree that
they are purchasing for their own account for investment and not with
a view to the distribution or resale of the Collateral) or in order to
obtain any required approval of the disposition (or of the resulting
purchase) by any governmental or regulatory authority or official;

(ff  a disposition of the Collateral may be on such terms and conditions as
to credit or otherwise as the Secured Creditor, in its sole discretion,
may deem advantageous; and
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(g)  the Secured Creditor may establish an upset or reserve bid or price in
-respect of the Collateral.

N | Section 3.9  Dealings by Third Partles

" (1) No Person dealing with the Secured Credltor or an agent or receiver is

| ' required to determine (i) whether the Security Interest has become
enforceable, (i) whether the powers which such Person is purporting to
exercise have become exercisable, (iii) whether any money remains due to the
Secured Creditor by the Obligor, (iv) the necessity or-expediency of the
stipulations and conditions subject to which any sale or lease is made, (v) the
propriety or regularity of any sale or other dealing by the Secured Creditor
‘with the Collateral, or (vi) how any money paid to Secured Creditor has been
applied. ‘

(2)  Any bona fide purchaser of all or any part of the Collateral from the Secured
T Creditor or any receiver or agent will hold the Collateral absolutely, free from
any claim or right of whatever kind, including any equity of redemption, of
the Obligor, which it specifically waives (to the fullest extent permitted by
law) as against any such purchaser together with all rights of redemption,
stay or appraisal which the Obligor has or may have under any rule of law or

statute now existing or hereafter adopted.

ARTICLE4
REPRESENTATIONS WARRANT IES AND COVENANTS

Section4.1 . General Representations, Warranties and Covenants.
‘The Obligor represents and warrants and covenants and agrees,

' W*—mhmwiedgjng—mdmrﬁmng—&ahﬂﬁecwe&—&edﬂﬂrﬂs—re}ymg—eﬁum .

representations, warranties, covenants and agreements, that:

(@) Continuous Perfection. Schedule C sets out the Obligor's place of

1 business or, if more than one, the Obligor’s chief executive office. Such
. : place of business or chief executive office, as the case may be, has been
located at such address for the 60 days immediately preceding the date '

? ‘ - of this Agreement. Schedule C also sets out the address at which the
~ books and records of the Obligor are located, the address at which
_ senior management of the Obligor are located and conduct their
l deliberations and make their decisions with respect to the business of
: the Obligor and the address from which the invoices and accounts of
T the Obligor are issued. The Obligor will not change the location of any
- of these items, peoplé or addresses without providing at least 30 days
| prior written notice to the Secured Creditor. Except for sales of
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inventory made in the ordinary course of business, the Collateral, to
the - extent not delivered to the Collateral Agent pursuant to
Section 2.3(3), has been kept for the 60 days immediately preceding the
date of this Agreement and will be kept at those locations listed on
Schedule C, and the Obligor will not remove the Collateral from such
locations, without providing at least 30 days prior written notice to the
Secured Creditor. The Obligor will not change its name in any manner.
without providing at least 30 days prior written notice to the Secured
Creditor.

Restriction on Disposition. The Obligor will not sell, assign, convey,
exchange, lease, release or abandon, or otherwise dispose of, any
Collateral except as expressly permitted in the Secured Debenture.

Negative Pledge. The Obligor will not create or suffer to exist, any
Lien on the Collateral, except for Liens permitted by the Secured.
Debenture.

Account Debtors. None of the account debtors in respect of any
accounts, chattel paper or intangibles and none of the obligors in
respect of any Instruments included in the Collateral as of the date
hereof is (i) a Governmental Entity, or (ii) in the case of any account in
excess of $100,000, is located outside-of Canada or the United States of
America. '

Securities and Instruments.

- (@) Schedule A lists all Securities and Instruments owned or held

by the Obligor on the date of this Agreement and all such

Securities are represented by certificated securities.

(i)  Securities that are Collateral have been, where applicable, duly
and validly issued and acquired and are fully paid and non-
assessable. Schedule A sets out, for each class of Securities
listed in the schedule, the percentage amount that such
Securities represent of all issued and outstandmg Securities of
that class.

(iii) Except as described in Schedule A, no transfer restrictions apply
to the Securities and Instruments listed in Schedule A. The
Obligor has delivered to' the Secured Creditor copies of all.
shareholder, partnership or trust agreements applicable to each
issuer of such Securities and Instruments which are in the
Obligor’s possession or control.
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(iv) No Person has or will have any written or oral option, warrant,
right, call, commitment, conversion right, right of exchange or
other agreement or any right or privilege (whether by law, pre-
emptive or contractual) capable of becoming an option, warrant,
right, call, commitment, conversion right, right of exchange or
other agreement to acquire any right or interest in any of the
Securities and Instruments that are Collateral.

(v)  The Securities that are Co]lateral constitute, where applicable,
the legal, valid and binding obligation of the obligor of such
Securities, enforceable in accordance with their terms, subject
only to any limitation under applicable laws relating to (i)
bankruptcy, insolvency, fraudulent conveyance, arrangement,
reorganization or creditors’ rights generally, and (i) the
discretion that a court may exercise in the granting of equitable
remedies.

(vi) The pledge, assignment and delivery to the Secured Creditor of
the Collateral consisting of certificated Securities pursuant to
this Agreement creates a valid and perfected first ranking
security interest in such certificated Securities, and the proceeds
of them. Such Securities and the proceeds from them are not
subject to any prior Lien or any agreement purporting to grant
to any third party a Lien on the property or assets of the Obligor
which would include the Securities except for Permitted
Encumbrances. The Secured Creditor is entitled to all the rights,
priorities and benefits afforded by the Personal Property Security
Act (Ontario) or other relevant personal property security

legislatiorias “enacted in any relevant jurisdictionr to perfect
security interests in respect of such Collateral.

(fy  Status of Accounts Collateral. The Obligor will maintain books and
records pertaining to the Collateral in such detail, form and scope as
the Secured Creditor reasonably requires, and keep all originals of the
chatte] paper which evidence accounts at locations specified on
Schedule B. The Obligor will immediately notify the Secured Creditor
if any account in excess of $500,000 arises out of contracts with any
Governmental Entity, and execute any instruments and take any steps

- required by the Secured Creditor in order that all moneys due or to
become due under the contract are assigned to the Secured Creditor
and notice of such assignment is given to the Governmental Entity.
The Obligor will also immediately notify the Secured Creditor if any
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account in excess of $500,000 is with an account debtor located outside
of Canada or the United States of America.

"(g)  Additional Security Perfection and Protection of Security Interest.
The Obligor will grant to the Secured Creditor, security interests,
assignments, mortgages, charges, hypothecations and pledges in such
property and undertaking of the Obligor that is not subject to a valid
and perfected first ranking security interest (subject only to Permitted
Liens) constituted by the Security Documents, in each relevant
jurisdiction as determined by the Secured Creditor. The Obligor will
perform all acts, execute and deliver all agreements, documents and
instruments and take such other steps as are requested by the Secured
Creditor at any time to register, file, signify, publish, perfect, maintain,
protect, and enforce the Security Interest including: (i) executing,
recording and filing of financing or other statements, and paying all
taxes, fees and other charges payable, (ii) placing notations on ifs
books of account to disclose the Security Interest, (iii) delivering
acknowledgements, confirmations and subordinations that may be
necessary to ensure that the Security Documents constitute a valid and
perfected first ranking security interest (subject only to Permitted
Liens), (iv) executing and delivering any agreements, documents and
instruments that may be needed under or in connection with the
Securities Transfer Act (Ontano) and (v) delivering opinions of counsel
in respect of matters contemplated by this paragraph. The documents
and opinions contemplated by this paragraph must be in form and
substance satisfactory to the Secured Creditor.

Section 4.2 Representations, Warranties and Covenants Concerning

Tt~ 1L L Ix 1
1IN CCIUAE Y [UPCI I.y-
The Obligor represents and warrants and covenants and agrees,

acknowledging and confirming that the Secured Creditor is relying on such
representations, warranties, covenants and agreements, that:

(@)  Schedule B lists all Registrable Intellectual Property that is owned by
the Obligor on the date of this Agreement.

(b)  All Registrable Intellectual Property of the Obligor is valid, subsisting,
unexpired and enforceable, has not been abandoned and, to the
knowledge of the Obligor, does not infringe the Intellectual Property
rights of any other Person.
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No decision or judgment has been rendered by any Governmental
Entity which would limit, cancel or question the validity of, or the
Obligor’s rights in, any Intellectual Property in any respect.

No action or proceeding is pending, or, to the knowledge of the
Obligor, threatened, on the date hereof seeking to limit, cancel or
question the validity of any Intellectual Property or the Obligor’s
ownership interest therein, or which, if adversely determined, would
have a Material adverse effect on the value of any Intellectual
Property

The Obligor will take all reasonable and necessary steps, including in
any proceeding before the Canadian Intellectual Property Office or any
similar Governmental Entity of any jurisdiction, to maintain and
pursue each application (and to obtain the relevant registration) and to
maintain each registration of the material Registrable Intellectual
Property, including, without limitation, filing of applications for
renewal, affidavits of use and affidavits of incontestability.

In the event that any material Intellectual Property of the Obligor is
infringed, misappropriated or diluted by a third party, the Obligor will
(i) take such actions as the Obligor reasonably deems appropriate
under the circumstances to protect such Intellectual Property and (ii) if
such Intellectual Property.is of material economic value, promptly
notify the Secured Creditor after it learns thereof and sue for
infringement, misappropriation or dilution, to seek injunctive relief
where appropriate and to recover any and all damages for such
infringement, misappropriation or dilution.

(2)

Immediately upon the request of the Secured Creditor, the Obligor will
furnish the Secured Creditor in writing the description of all

Registrable Intellectual Property or applications for Registrable

Intellectual Property of the Obligor. In addition, the Obligor will
deliver to the Secured Creditor a copy of the certificate of registration
of, or application for, such Registrable Intellectual Property with a
Confirmation of Security Interest in the form of Schedule D in respect
of such Registrable Intellectual Property confirming the assignment for
security of: such Registrable Intellectual Property to the Secured
Creditor and immediately make all such filings, registrations and
recordings as are necessary or appropriate to perfect the Security
Interest granted to the Secured Creditor in the Registrable Intellectual
Property.
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ARTICLE 5
GENERAL

Section 5.1 Notices.

Any notice, direction or other communication (each a “Notice”) given
regarding the matters contemplated by this Agreement must be in writing, sent by
personal dehvery, courier or facsimile (but not by electromc maﬂ) and addressed:

(a)  tothe Secured Creditor at:

WF Fund III Limited Partnership
161 Bay Street

Suite 2520

Toronto, ON M5] 251

Attention:  Mark McQueen
Facsimile:  416-682-1160

with a copy to:

Minden Gross LLP

145 King Street West
Suite 2200

Toronto, ON M5H 42

Attention:  Daniel Rothberg
" Facsimile:  416-864-9223

P
l>2
e’

. to.the n'h]ign;l; at:

Tercon Properties Ltd.

#100 - 2079 Falcon Road
Kamloops, BC V2C 4]2
Attentior:  Mr. Milan Soucek
Facsimile: (250} 372-1555

A Notice is deemed to be delivered and received (i) if sent by personal delivery, on
the date of delivery if it is a Business Day and the delivery was made prior to 4:00
p.m. (local time in place of receipt) and otherwise on the next Business Day, (ii) if
sent by same-day service courier, on the date of delivery if sent on a Business Day
and -delivery was made prior to 4:00 p.m. (local time in place of receipt) and
otherwise on the next Business Day, (iii) if sent by overnight courier, on the next
Business Day, or (iv) if sent by facsimile, on the Business Day following the date of
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confirmation of transmission by the originating facsimile. A party may change its
address for service from time to time by providing a Notice in accordance with the
foregoing. Any subsequent Notice must be sent to the party at its changed address.
Any element of a party’s address that is not specifically changed in a Notice will be
assumed not to be changed.

Section 5.2  Discharge.

‘The Security Interest will not be dlscharged except by a written release or
discharge signed by the Secured Creditor. The Obligor will be entitled to require a
discharge by notice to the Secured Creditor upon, but only upon, (i} full and
indefeasible payment and performance of the Secured Obligations and (ii) the
Secured Creditor having no obligations under any Credit Document. Upon
discharge of the Security Interest and at the request and expense of the Obligor, the
Secured Creditor will execute and deliver to the Obligor such financing statements
and other documents or instruments as the Obligor may reasonably require and the
Secured Creditor will redeliver to the Obligor, or as the Obligor may otherwise
direct the Secured Creditor, any Collateral in its possession.

Section5.3  No Merger, Survival of Represenfations and Warranties.

This Agreement does not operate by way of merger of any of the Secured
Obligations and no judgment recovered by the Secured Creditor will operate by way
‘of merger of, or in any way affect, the Security Interest, which is in addition to, and
not in substitution for, any other security now or hereafter held by the Secured
Creditor in respect of the Secured Obligations. The representations, warranties and.
covenants of the Obligor in this Agreement survive the execution and delivery of
this Agreement and any advances under the Secured Debenture. Notwithstanding
any investigation made by or on behalf of the Secured Creditor these covenants,
representations and warranties continue in full force and effect.

Section 5.4 Further Assurances.

The Obligor will do all acts and thmgs and execute and deliver, or cause to be
executed and delivered, all agreements, documents and instruments that the
Secured Creditor may require and take all further steps relating to the Collateral or
any other property or assets of the Obligor that the Secured Creditor may require,
including any agreements, documents or instruments required under or in
connection with the Securities Transfer Act (Ontario) for (i) protecting the Collateral,
(ii) perfecting the Security Interest, and (iii) exercising all powers, authorities and
discretions conferred upon the Secured Creditor. After the Security Interest
becomes enforceable, the Obligor will do all acts and things and execute and deliver
all documents and instruments that the Secured Creditor may require for facilitating -

the sale or other dlsposmon of the Collateral in connection with its realization.
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Section5.5  Supplemental Security.

This Agreement is in addition to, without prejudice to and supplemental to
all other security now held or which may hereafter be held by the Secured Creditor.

Section5.6  Successors and Assigns.

This Agreement is binding on the Obligor and its successors and assigns, and
enures to the benefit of the Secured Creditor and its successors and assigns. This -
Agreement may be assigned by the Secured Creditor without the consent of, or
notice to, the Obligor, to such Person as the Secured Creditor may determine and, in
such event, such Person will be entitled to all of the rights and remedies of the
Secured Creditor as set forth in this Agreement or otherwise. In any action brought

by an assignee to enforce any such right or remedy, the Obligor will not assert

against the assignee any claim or defence which the Obligor now has or may have
against the Secured Creditor. The Obligor may not assign, transfer or delegate any -
of its rights or obligations under this Agreement without the prior written consent of
the Secured Creditor which may be unreasonably withheld.

Section 5.7 Amaigamation.

The Obligor acknowledges and agrees that in the event it amalgamates with
any other corporation or corporations, it is the intention of the parties that the

- Security Interest (i) subject to Section 2.4, extends to: (A) all of ‘the property and

undertaking that any of the amalgamating corporations then owns, (B) all of the
property and undertaking that the amalgamated corporation thereafter acquires, (C)
all of the property and undertaking in which any of the amalgamating corporations
then has any interest and (D) all of the property and undertaking in which the
amalgamated corporation thereafter acquires any interest; and (ii) secures the
payment and performance of all debts, liabilities and obligations, present or future,

’—Mmm_ahsdui&mmnhngmﬂmm¢mmmmmﬂmww—w
N
-

from time to time due or accruing due and owing by or otherwise payable by each
of the amalgamating corporations and the amalgamated corporation to the Secured
Creditor in any currency, however or wherever incurred, and whether incurred
alone or jointly with another or others and whether as principal, guarantor or surety
and whether incurred prior to, at the time of or subsequent to the amalgamation.

~ The Security Interest attaches to the additional collateral at the time of

amalgamation and to any collateral thereafter owned or acquired by the
amalgamated corporation when such becomes owned or is acquired. Upon any
such amalgamation, the defined term “Obligor” means, collectively, each of the
amalgamating corporations and the amalgamated corporation, the defined term

- “Collateral” means all of the property and undertaking and interests described in (i)

above and the defined term “Secured Obligations” means the obligations described
in (ii) above. '
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Section5.8  Severability.

If any court of competent jurisdiction from which no appeal exists or is taken,
determines any provision of this Agreement to be illegal, invalid or unenforceable,
that provision will be severed from this Agreement and the remaining provisions
will remain in full force and effect. :

Section 5.9 Amendment.

This Agreement may only be amended, supplemented or otherwise modified
by written agreement executed by the Secured Creditor and the Obligor. '

Section 5.10 Wéivers, etc.

(1)  No consent or waiver by the Secured Creditor in respect of this Agreement is
binding unless made in writing and signed by an authorized officer of the
Secured Creditor. Any consent or waiver given under this Agreement is
effective only in the specific instance and for the specific purpose for which

"~ given. No waiver of any of the provisions of this Agreement constitutes a
waiver of any other provision.

(2) A failure or delay on the part of the Secured Creditor in ekercising a right
under this Agreement does not operate as a waiver of, or impair, any right of
the Secured Creditor however arising. A single or parﬂal exercise of a right
on the part of the Secured Creditor does not preclude any other or further
exercise' of that right or the exercise of any other right by the Secured
Creditor. '

Section 511 Application of Proceeds of Security.

All monies collected by the Secured Creditor upon the enforcement of its
rights and remedies under the Security Documents and the Liens created by them

including any sale or other disposition of the Collateral, together with all other
monies received by the Secured Creditor under the Security Documents, will be
applied as provided in the Secured Debenture. To the extent any other Credit
Document requires proceeds of collateral under such Credit Document to be applied
in accordance with the provisions of this Agreement, the Secured Creditor shall
apply such proceeds in accordance with this Section.

Section 512  Conflict.

In the event of any conflict between one or more provisions of this
Agreement the provisions of the Secured Debenture and the provisions of the
Operating Loan Agreement which cannot be resolved by all such provisions being
complied with, the provisions contamed in the Secured Debenture will prevail to the
extent of such conflict.
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Section 5.13 Governing Law.

This Agreement will be governed by, interpreted and enforced in accordance
with the laws. of the Province of Ontario and the federal laws of Canada applicable
therein.

Section 5,14 Termination, Survival.

Upon discharge of the Security Interest pursuant to Section 5.2 hereof, this
Agreement shall automatically terminate. The prov1s1ons of Article 5 shall survive
any termination of this Agreement.

IN WITNESS WHEREOF the Obligor has executed I:l?s Agreement,

TERCON PROP TES LTD,
Per: / 1

&

#1264128 v1 | 4061837
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FNP VENTURES INC.

as Obligor
and

WEF FUND III LIMITED PARTNERSHIP, -
carrying on business as WELLINGTON FINANCIAL LP
'~ AND WELLINGTON FINANCIAL FUND III

as Secured Creditor

SECURITY AGREEMENT

October 1, 2007
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SECURITY AGREEMENT

Securify agreement dated as of October 1, 2007 made by FNP Ventures Inc. to
and in favour of WF Fund II Limited Partnership, carrying on business as
Wellington Financial LP and Wellington Financial Fund I1L

RECITALS:

(@)

(b)

(©

The Borrower is or will become indebted or liable to the Secured
Creditor pursuant to its Series A Secured Debentures in the aggregate
principal amount of $5,000,000.00 (Cdn.) dated October 1, 2007 (as the
same may be amended, restated, supplemented or replaced from time
to time, the “Secured Debenture”) and pursuant to an Operating Loan
Agreement between the Borrower and the Secured Party dated
October 1, 2007 (as the same may be amended, restated, supplemented
or replaced from time to time, the “Operating Loan Agreement”);

. To secure the due performance of the Borrower’s obligations to the

Secured Creditor under infer alia the Secured Debénture and the
Operating Loan Agreement, the Obligor has entered into a form of
Guarantee dated October 1, 2007 in favor of the Secured Creditor (as the
same may be amended, restated, supplemented or replaced from time
to time, the “Guarantee”); and

Pursuant to Section 4.1 of the Secured Debenture, the Obligor is
required to execute and deliver this Agreement in favour of the
Secured Creditor.

In consideration of the foregoing and other good and valuable consideration,

the receipt and adequacy of which are acknowledged, the Obligor agrees as follows.

Section 1.1

ARTICLE1
INTERPRETATION

Defined Terms.

As used in this Agreement, the following terms have the following meanings:

“Agreement” means this security agreement.

;

“Borrower” means Tercon Investrnents Ltd.

“Collateral” has the meaning specified in Section 2.1.
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“Credit Documents” means the Secured Debenture, the Operating Loan Agreement,
this Agreement and each other Security Document (as such term is defined in the
Secured Debenture). '

“Event of Default” has the meaning a_écribed thereto in the Guarantee;
“Expenses” has the meaning specified in Section 2.2(b).

“Governmental Entity” means any international tribunal, agency, body commission
or other authority, any government, executive, parliament, legislature or local
authority, or any governmental entity, ministry, department or agency or regulatory
authority, court, tribunal, commission or board of or within Canada, or any other
foreign jurisdiction, or any political subdivision of any thereof or any authority
having jurisdiction therein or any quasi governmental or private body exercising
any regulatory, expropriation or taxing authority under or for the account of any of

~ the above.

“Instraments” means (i) a bill, note or cheque within the meaning of the Bills of
Exchange Act (Canada) or any other writing that evidences a right to the payment of
money and is of a type that in the ordinary course of business is transferred by
delivery with any necessary endorsement or assignment, or (ii) a letter of credit and
an advice of credit if the letter or advice states that it must be surrendered upon
claiming payment thereunder, or (iii) chattel paper or any other writing that
evidences both a monetary obligation and a security interest in or a lease of specific
goods, or (iv) documents of title or any other writing that purports to be issued by or
addressed to a bailee and purports to cover such goods in the bailee’s possession as

.are identified or fungible portions of an identified mass, and that in the ordinary

course of business is treated as establishing that the Person in possession of it is

any document or writing commonly known as an instrument.

“Intellectual Property” means domestic and foreign: (i) patents, applications for
patents and reissues, divisions, continuations, renewals, extensions and
continuations-in-part of patents or patent applications; (ii) proprietary and non-
public business information, including inventions (whether patentable or not),
invention disclosures, improvements, discoveries, trade secrets, confidential
information, know-how, methods, processes, designs, technology, technical data,
schematics, formulae and customer lists, and documentation relating to any of the
foregoing; (iii) copyrights, copyright registrations and applications for copyright
registration; (iv) mask works, mask work registrations and applications for mask
work registrations; (v) designs, design registrations, design registration applications
and integrated circuit topographies; (vi) irade names, business names, corporate
names, domain names, website names and world wide web addresses, common law

trade-marks, trade-mark reglst-ratlons trade-mark applications, trade dress and
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logos, and the goodwill associated with any of the foregoing; (vii) computer
software and programs (both source code and object code form), all proprietary
rights in the computer software and programs and all documentation and other
materials related to the computer software and programs; and (viii) any other
intellectual property and industrial property.

“Lien” means (i) any mortgage, charge, pledge, hypothecation, security interest,
assignment by way of security, encumbrance, lien (statutory or otherwise), hire
purchase agreement, conditional sale agreement, deposit arrangement, title
retention' agreement or arrangement, or ‘any other assignment, arrangement or
condition that in substance secures payment or performance of an obligation, (ii) any
trust arrangement, (iii) any arrangement which creates a right of set-off out of the
ordinary course of business, or (iv) any agreement to grant any such rights or
interests.

“Obligor” means FNP Ventures Inc., a corporation incorporated and existing under
the laws of British Columbia, and its successors and permitted assigns.

“Registrable Intellectual Property” means any Intellectual Property in respect of
which ownership, title, security interests, charges or encumbrances are capable of
registration, recording or notation with any Governmental Entity pursuant to
applicable laws.

“Restricted Asset” has the meaning specified in Section 2.4(1).

“Secured Creditor” means WF Fund III Limited Partnership, carrying on business
as Wellmgton Financial LP and Wellington Financial Fund IIf and 1ts successors and
assigns.

“Secured Obllgatlons has the meaning specified in Sectlon 2.2(a).

“Security” means an obligation of an issuer or a share, participation or other interest
in an issuer or in property or an enterprise of an issuer,

(a)  that is represented by a security certificate in bearer form or registered
form, or the transfer of which may be registered on books maintained
for that purpose by or on behalf of the issuer,

(b)  that is one of a class or series, or by its terms is divisible into a class or
series, of shares, participations, interests or obligations, and

(c)  that,
(i)  is, or is of a type, dealt in or traded on securities exchanges or

securities markets, or
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(i)  is a medium for investment and by its terms expressly provides
that it is a security for the purposes of the Securities Transfer Act
(Ontario);

but excludes

(d) any ULC Shares.

“Security Interest” has the meaning specified in Section 2.2.

“ULC Shares” means shares in any unlimited company or unlimited liability
corporation at any time owned or otherwise held by the Obligor..

Section1.2  Interpretation.

(1)

@

(3)

4)

‘Terms defined in the Personal Property Security Act (Ontario) or the Securities

Transfer Act (Ontario) and used but not otherwise defined in this Agreement

. have the same meanings.

Capitalized terms used in this Agréement but not defined have the meanings
given to them in the Secured Debenture.

Any reference in any Credit Document to Liens permitted by the Secured.
Debenture and any right of the Obligor to create or suffer to exist Liens
permitted by the Secured Debenture are not intended to and do not and will
not subordinate the Security Interest to any such Lien or give priority to any
Person over the Secured Creditor. '

i)

In this Agreement the words “including”, “includes” and “include” mean
“including (or includes or include) without limitation”. The expressions

()

©6)

)

(8)

7Article”, “Section” and other subdivision followed by a number mearn and
refer to the specified Article, Section or other subdivision of this Agreement.

Any reference in this Agreement to gender includes all genders. Words
importing the singular number only include the plural and vice versa.

The division of this Agreement into Articles, Sections and other subdivisions
and the insertion of headings are for convenient reference only and do not
affect its interpretation.

The schedules attached to this Agreement form an mtegral part of it for all
purposes of it.

Except as otherwise p.fovided, in this Agreement, any reference to this
Agreement, any Credit Document or any Security Document refers to this
Agreement or such Credit Document or Security Document as the same may
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have been or may from time to time be amended, modified, extended,

renewed, restated, replaced or supplemented and includes all schedules
attached to it. Except as otherwise provided in this Agreement, any reference
in this Agreement to a statute refers to such statute and all rules and
regulations made under it as the same may have been or may from time to
time be amended or re-enacted.

Section 2.1

ARTICLE 2
SECURITY

Grant of Security.

Subject to Section 2.4, the Obligor grants to the Secured Creditor, a security
interest in, and assigns, mortgages, charges, hypothecates and pledges to the
Secured Creditor, all of the property and undertaking of the Obligor now owned or
hereafter acquired and all of the property and undertaking in which the Obligor
now has or hereafter acquires any interest (collectively, the ”Collateral”) including
all of the Obligor’s:

(@)
(b)

(©

present' and after-acquired personal property;

inventory including goods held for sale, lease or resale, goods
furnished or to be furnished to third parties under contracts of lease,
consignment or service, goods which are raw materials or work in
process, goods used in or procured for packing and materials used or
consumed in the business of the Obligor;

equipment, machinery, furniture, fixtures, plant, vehicles and other
coods of every kind and description and all licences and other rights

(d)

(@)
®

®

and all related records, files, charts, plans, drawings, specifications,
manuals and documents;

accounts due or accruing and all related agreements, books, accounts,
invoices, letters, documents and papers recording, evidencing or
relating to them; :

money, documents of title and chattel paper;

Instruments and Securities, including the Instruments and Securities:
listed in Schedule A; '

intémgibles including all security interests, goodwill, choses in action,

contracts, contract i‘ights,' licenses and other contractual benefits;

HADBH\TEROD\WEL 70 \DOCS\DOCS 1-1254087-v| -FNP Veniures Ing. - Secusity Agreement Oct 2 07.D0C



-6-

R (h)  Intellectual Property including the Registrable Intellectual Property
listed in Schedule B;

i ' (i) all substitutions and replacements of and increases, additions and,
y where applicable, accessions to the property described in Section 2.1(a)
1 through Section 2.1(h) inclusive; and

{i) all proceeds in any. form derived directly or indirectly from any
_ ' , dealing with all or any part of the property described in Section 2.1(a)

through Section 2.1(i) inclusive, including the proceeds of such
" proceeds.

Section22 . Secured Obligations.

The security interest, assignment, mortgage, 'ch.arge, hypothecation and
pledge granted by this Agreement (collectively, the “Security Interest”) secures the
payment and performance of: |

(a)  all debts, liabilities and obllga‘aons, present or future, direct or indirect,

' absolute or contingent, matured or unmatured, at any time or from
time to time due or accruing due and owing by or otherwise payable
by the Obligor to the Secured Creditor in any currency, however or
wherever incurred, and whether incurred by the Obligor alone or
jointly with another or others and whether as principal, guarantor or
surety and in whatever name or style (collectively, and together with
the Expenses, the “Secured Obligations”); and

(b)  all expenses, costs and charges incurred by or on behalf of the Secured
Creditor in cormection with this Agreement the Security Interest or the
= remuneratlon and other expenses of taking possession of, repalrmg,
protecting, insuring, preparing for disposition, realizing, collecting,
selling, transferring, delivering or obtaining payment for the
Collateral, and of taking, defending or participating in any action or
proceeding in connection with any of the foregoing matters or
I otherwise in connection with the Secured Creditor's interest in any
| I Collateral, whether or not directly relating to the enforcement of this

Agreement or any other Credit Document (collectively, the
“Expenses”). :

Section 2.3 Attachment.

‘ (1)  The Obligor acknowledges that (i) value has been given, (ii) it has rights in
the Collateral (other than after-acquired Collateral), (iii) it has not agreed to
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postpone the time of attachment of the Security Interest, and (iv) it has
received a copy of this Agreement.

g .(2)  The Obligor shall not permit any of the Securities at any time to be or to
become uncertificated securities.

(3)  The Obligor delivers to and deposits with the Secured Creditor any and all
certificates evidencing the Securities listed in Schedule A, together with, in
each case, a stock power duly endorsed in blank for transfer and an
irrevocable directors or other applicable resolution of entity in from which the
Securities are issued, consenting to the transfer by the Obligor'and the
Obligor hereby grants control over such Securities to the Secured Creditor in
accordance with the provisions of the Securities Transfer Act (Ontario). The
Obligor also delivers to and deposits with the Secured Creditor any
promissory note or other Instruments evidencing any amount payable in

excess of $100,000 or evidencing any rights to goods having a value in excess
of $100,000.

(4) If the Obligor acquires any Securities or any Instruments (other than
Instruments evidencing amounts payable of less than $100,000 or evidencing
any rights to goods having a valueless than $100,000), the Obligor will notify
the Secured Creditor in writing and provide the Secured Creditor with a
revised Schedule A recording the acquisition and particulars of such
Instruments or Securities within 5 days after such acquisition. Upon request
by the Secured Creditor, the Obligor will promptly deliver to and deposit
with the Secured Creditor, or cause the Secured Creditor to have control over,

_ such Securities or Instruments (other than Instruments evidencing amounts

| payable of less than $100,000 or evidencing any rights to goods having a

»w——vﬂﬂe%sﬁhm%}G%GG}a&sewﬁ%y%ef%heSeeﬁeé%hgaﬂmﬁ%&@bhg@r—-_

- will also promptly inform the Secured Creditor in writing of the acqulsltlon

) ‘ by the Obligor of any ULC Shares.

x (5) At the request of the Secured Creditor the Obligor will (i) cause the transfer of
P f _ any Securities or Instruments to the Secured Creditor to be registered

wherever such registration may be required or advisable in the reasonable
' ] opinion of the Secured Creditor, (ii) duly endorse any such Securities or

Instruments for transfer in blank or register them in the name of the Secured
, Creditor or its nominee or otherwise as the Secured Creditor may reasonably
: l direct, (iif) immediately deliver to the Secured Creditor any and all consents
or other documents which may be necessary to effect the transfer of any such
Securities or Instruments to the Secured Creditor or any third party and (iv)
deliver to or otherwise cause the Secured Creditor to have control over such
Securities or Instruments in accordance with the provisions of the Securities
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i ' Transfer Act (Ontario). Upon the discharge of the Security Interest in
. accordance with Section 5.2 hereof, the Secured Creditor shall promptly cause
R all Securities or Instruments transferred to it or to any third party pursuant to
i ~ this Section 2.3(5) to be transferred back to the Obligor. including duly
' endorsing any such Securities or Instruments for transfer back to the Obligor
[ _ and delivering to the Obligor any and alf consents or other documents which
- may be necessary to effect the transfer of any such Securities or Instruments
: l to the Obligor.

(6)  The Obligor will promptly notify the Secured Creditor in writing of the:

i 1 acquisition by the Obligor of any Registrable Intellectual Property. The

‘ Obligor will provide the Secured Creditor with a revised Schedule B

, recording the acquisition and particulars of such additional Intellectual
| | Property.

Section 2.4 Scope of Security Interest.

| (1) To the extent that an assignment of amounts payable and other proceeds
arising under or in connection with, or the grant of a security interest in any
' : agreement, licence, permit or quota of the Obligor would result in the
\ termination of such agreement, licence, permit or quota (each, a “Restricted
Asset”), the Security Interest with respect to each Restricted Asset will
constitute a trust created in favour of the Secured Creditor pursuant to which
the Obligor holds as trustee all proceeds arising under or in connection with
the Restricted Asset in trust for the Secured Creditor on the following basis:

: ' , ()  until the Security Interest is enforceable and subjecf to the Secured
’ Debenture, the Obligor is entitled to receive all such proceeds; and

4 Obligor to receive such proceeds cease and all such proceeds will be
immediately paid over to the Secured Creditor and (ii) the Obligor will
! take all actions requested by the Secured Creditor to collect and
L enforce payment and other rights arising under the Restricted Asset.

_ . The Obligor will use all commercially reasonable efforts to obtain the consent

i of each other party to any and all Restricted Assets to the assignment of such-

Restricted Asset to the Secured Creditor in accordance with this Agreement.

v The Obligor will also use all commercially reasonable efforts to ensure that all

' i agreements entered into on and after the date of this Agreement expressly

‘ | permit assignments of the benefits of such agreements as collateral security to
bey the Secured Creditor in accordance with the terms of this Agreement.

(2)  The Security Interest with respect to trade-marks constitutes a security
interest in, and a charge, hypothecation and pledge of, such Collateral in
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favour of the Secured Cre'ditor, but does not constitute an assignment or
mortgage of such Collateral to the Secured Creditor.

(3)  Until the Security Interest is enforceable, the grant of the Security Interest in
the Intellectual Property does not affect in any way the Obligor's rights to
commercially exploit the Intellectual Property, defend it, enforce the Obligor's
rights in it or with respect to it against third parties in any court or claim and

~ be entitled to receive any damages with respect to any infringement of it.

(4) = The Security Interest does not extend to consumer goods or ULC Shares.

(5)  The Security Interest does not extend or apply to the last-day of the term of
any lease or sublease of real property or any agreement for a lease or sublease
of real property, now held or hereafter acquired by the Obligor, but the
Obligor will stand possessed of any such last day upon trust to assign and
dispose of it as the Secured Creditor may reasonably direct.

Section 2.5 © Grant of Licence to Use Intellectual Property.

At such time as the Secured Creditor is lawfully entitled to exercise its rights
and remedies under Article3, the Obligor grants to the Secured Creditor an
irrevocable, nonexclusive licence (exercisable without payment of royalty or other
compensation to the Obligor) to use, assign or sublicense any Intellectual Property in
which the Obligor has rights wherever the same may be located, including in such
licence access to (i) all media in which any of the licensed items may be recorded or
stored, and (ii) all software and computer programs used for compilation or print-
out. The license granted under this Section is to enable the Secured Creditor to
exercise its rights and remedies under Article 3 and for no other purpose.

(1)  The Secured Creditor has no obligation to kéep Collateral in its possession
identifiable.

(2)  The Secured Creditor may, after the Security Interest is enforceable, (i) notify
any Person obligated on an Insttument, Security or account to make
payments to the Secured Creditor, whether or not the Obligor was previously
making collections on such accounts, chattel paper, instruments, and (if)
assume control of any proceeds arising from the Collateral.

(3}  The Secured Creditor has no obligation to collect dividends, distributions or
interest payable on, or exercise any option or right in connection with, any

~ Securities or Instruments. The Secured Creditor has no obligation to protect

or preserve any Securities or Instruments from depreciating in value or
becoming worthless and is released from all responsibility for any loss of
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value. In the physical keeping of any Securities, the Secured Creditor is only
obliged to exercise the same degree of care as it would exercise with respect
to its own Securities kept at the same place.

© Section 2.7 Rights of the Obligor.

(1)  Until the Security Interest is enforceable, the Obligor is entitled to vote the
Securities that are part of the Collateral and to receive all dividends and
distributions on such Securities. In order to allow the Obligor to vote any
Securities registered in the Secured Creditor’s name or the name of its |
nominee, at the request and the expense of the Obligor, the Secured Creditor
will, prior to the Security Interest being.enforceable, and may, after. the
Security Interest is enforceable, execute valid proxies appointing
proxyholders to attend and act at meetings of shareholders, and execute
resolutions in writing, all pursuant to the relevant provisions of the issuer's
governing legislation. Whenever the Security Interest is enforceable, all rights
of the Obligor to vote (under any proxy given by the Secured Creditor (or its

- nominee) or otherwise) or to receive distributions or dividends cease and all
such rights become vested solely and absolutely in the Secured Creditor.

(2) Any distributions or dividends: received by the Obligor contrary to
Section 2.7(1) or any other moneys or property received by the Obligor after
the Security Interest is enforceable will be received as trustee for the Secured
Creditor and shall be immediately paid over to the Secured Creditor.

Section2.8  Expenses.

The Obligor is liable for and will pay on demand by the Secured Creditor any
and all Expenses.

ARTICLE 3
ENFORCEMENT

Section3.1  Enforcemerit.

The Security Interest becomes and is enforceable against the Obligor upon the -
occurrence and during the continuance of an Event of Default.

Section 3.2 Remedies.

Whenever the Security Interest is enforceable, the Secured Creditor may
realize upon the Collateral and enforce the rights of the Secured Creditor by:

(a) - eﬁtry onto any premises where Collateral consisting of tangible
personal property may be located;

TADBHTERICOWELTONDOCSYBOCS I- 126408 T-v1-ENP Yentures Ine. - Sceurity Agreement Oct 2 07.00C



(b)

(d)

C

(f)
(8)
(h)

(1)

Je11 -

entry into possession of the Collateral by any method permitted by.
law; :

sale, grant of options to purchase, or lease of all or any part of the
Collater_al;

holding, storing and keeping idle or operating all or any part of the
Collateral; ‘ | ‘ .

exercising and enforcing all rights and remedies of a holder of the
Securities and Instruments as if the Secured Creditor were the absolute
owner thereof (including, if necessary, causing the Collateral to be
registered in the name of the Secured Creditor or its nominee if not
already done);

collection of any proceeds arising in respect of the Collateral; -
coilection, realization or sale of, or other dealing with, _accounts;

license or sublicense, whether on an exclusive or nonexclustve basis, of
any Intellectual Property for such term and on such conditions and in
such manner as the Secured Creditor in its sole judgment determines
(taking into account such provisions as may be necessary to protect
and preserve such Intellectual Property);

instruction to any bank which has entered into a control agreement
with the Secured Creditor to transfer all moneys, Securities and
Instruments held by such depositary bank to an account maintained
with or by the Secured Creditor; '

(k)

O

(m)

application of any moneys constituting Collateral or proceeds thereof
in accordance with Section 5.11;

appointment by instrument in writing of a receiver (which term as
used in this Agreement includes a receiver and managet) or agent of
all or any part of the Collateral and removal or replacement from time

to time of any receiver or agent;

institution of proceedings in any court of competent jurisdiction for the
appointment of a receiver of all or any part of the Collateral;

institution of proceedings in any court of competent jurisdiction for
sale or foreclosure of all or any part of the Collateral;

[ADBHA\T EROORWELZO NDOCS\DOCS |- 1264087 v -FNP Véntures Ine. - Security Agreement Oc1 2 07.D0C



-12-

(n) filing of proofs of claim and other documents to establish claims to the
Collateral in any proceeding relating to the Obligor; and

(0) any other remedy or proceeding authorized or permitted under the
Personal Property Security Act (Ontario) or otherwise by law or equity.

Section 3.3 - Additional Rights.

In addition to the reimedies set forth in Section 3.2 and elsewhere in this
Agreement, whenever the Security Interest is enforceable, the Secured Creditor may:

(@)  require the Obligor, at the Obligor's expense, to assemble the Collateral
at a place or places designated by notice in writing and the Obligor
agrees to so assemble the Collateral immediately upon receipt of such
notice; ’ ‘ ' '

(b)  require the Obligor, by notice in writing, to disclose to the Secured
Creditor the location or locations of the Collateral and the Obligor
agrees to promptly make such disclosure when so required;

(¢)  repair, process, modify, complete or otherwise deal with the Collateral
and prepare for the disposition of the Collateral, whether on the
premises of the Obligor or otherwise;

(d) .redeem any prior security interest against any Collateral, procure the
transfer of such security interest to itself, or settle and pass the
accounts of the prior mortgagee, chargee or encumbrancer (any
accounts to be conclusive and binding on Obligor); '

(e) . pay any liability secured by any Lien against any Collateral (the

Obligor will immediately on demand reimburse the Secured Creditor
for all such payments);

(f)  carry on all or any part of the business of the Obligor and, to the
exclusion of all others-including the Obligor, enter upon, occupy and
use all or any of the premises, buildings, and other property of or used
by the Obligor for such time as the Secured Creditor sees fit, free of
charge, and the Secured Creditor is not liable to the Obligor for any
act, omission or negligence in so doing or for any rent, charges,
depreciation or damages incurred in connection with or resulting from
such action;

(g)  borrow for the purpose of carrying on the business of the Obligor or
for the maintenance, preservation or protection of the Collateral and
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grant a security interest in the Collateral, whether or riot in pnonty to
the Security Interest, to secure repayment;

~(h) commence, continue or defend any judicial or administrative

proceedings for the purpose of protecting, seizing, collecting, realizing
or obtaining possession or payment of the Collateral, and give good
and valid receipts and discharges in respect of the Collateral and
compromise or give time for the payment or performance of all or any
part of the accounts or any other obligation of any third party to the
Obligor; and

‘(i)  at any public sale, and to the extent permitted by law on any private

sale, bid for and purchase any or all of the Collateral offered for sale
and upon compliance with the terms of such sale, hold, retain and
dispose of such Collateral without any further accountability to the
Obligor or any other Person with respect to such holding, retention or
disposition, except as required by law. In any such sale to the Secured
Creditor, the Secured Creditor may, for the purpose of making
payment for all or any part of the Collateral so purchased, use any
claim for Secured Obligations then due and payable to it as a credit
against the purchase price. '

Section 34 Exercise of Remedies.

' The remedies under Section 3.2 and Section 3.3 may be exercised from time to
- time separately or in combination and are in addition to, and not in substitution for,

any other rights of the Secured Creditor however arising or created. The Secured .
Creditor is not bound to exercise any right or remedy, and the exercise of rights and
remedies is without prejudice to the rights of the Secured Creditor in respect of the

Secured Obligations including the right to claim for any deticiency.

Section 3.5 = Receiver's Powers.

1)

(2)

‘Any receiver appointed by the Secured Creditor is vested with the rights and

remedies which could have been exercised by the Secured Creditor in respect
of the Obligor or the Collateral and such other powers and discretions as are
granted in the instrument of appointment and any supplemental instruments.
The identity of the receiver, its replacement and its remuneration are within
the sole and unfettered discretion of the Secured Creditor.

Any receiver appointed by the Secured Creditor will act as agent for the
Secured Creditor for the purposes of taking possession of the Collateral, but
otherwise and for all other purposes (except as provided below), as agent for
the Obligor. The receiver may sell, lease, or otherwise dispose of Collateral as
agent for the Obligor or as agent for the Secured Creditor as the Secured
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Creditor may determine in its discretion. The Obligor agrees to rafify and
confirm all actions of the receiver acting as agent for the Obligor, and to
release and indemnify the receiver in respect of all such actions.

(3)  The Secured Creditor, in appointing or refraining from appointing any
receiver, does not incur liability to the receiver, the Obligor or otherwise and
. is not responsible for any misconduct or negligence of such receiver.

Section 3.6  Appointment of Attorney.

The Obligor hereby irrevocably constitutes and appoints the Secured Creditor
(and any officer of the Secured Creditor) the true and lawful attorney of the Obligor.
As the attorney of the Obligor, the Secured Creditor has the power to exercise for
and in the name of the Obligor with full power of substitution, upon the occurrence
and during the continuance of an Event of Default, any of the Obligor's. right
(including the right of disposal), title and interest in and to the Collateral including’
the execution, endorsement, delivery and transfer of the Collateral to the Secured
Creditor, its nominees or transferees, and the Secured Creditor and its nominees or
transferees are hereby empowered to exercise all rights and powers and to perform
all acts of ownership with respect to the Collateral to the same extent as the Obligor

might do. This power of attorney is irrevocable, is coupled with an interest, has

been given for valuable consideration (the receipt and adequacy of which is
acknowledged) and survives, and does not terminate upon, -the bankruptcy,
dissolution, winding up or insolvency of the Obligor. This power of attorney
extends to and is binding upon the Obligor’s successors and permitted assigns. The
Obligor authorizes the Secured Creditor to delegate in writing to another Person any
power and authority of the Secured Creditor under this power of attorney as may be
necessary or desirable in the opinion of the Secured Creditor, and to revoke or
suspend such delegation. The power of attorney granted by the Obligor hereby

shall automatically terminate and be of no further force or effect upon the discharge
of the Security Interest in accordance with Section 5.2 hereof.

Section 3.7 Dealing with the Collateral.

(1)  The Secured Creditor is not obliged to exhaust its recourse against the
Obligor or any other Person or against any other security it may hold in
respect of the Secured Obligations before realizing upon or otherwise dealing
with the Collateral in such manner as the Secured Creditor may consider
desirable.

(2)  The Secured Creditor may grant extensions or other indulgences, take and
give up securities, accept compositions, grant releases and discharges and
otherwise deal with the Obligor and with other Persons, sureties or securities
as it may see fit without prejudice to the Secured Obligations, the liability of
the Obligor or the rzghts of the Secured Creditor in respect of the Collateral.
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(3)  Except as otherwise provided by law or this Agreement, the Secured Creditor

©is not (i) liable or accountable for any failure to collect, realize or obtain
payment in respect of the Collateral, (ii) bound to institute proceedings for
the purpose of collecting, enforcing, realizing or obtaining payment of the
Collateral or for the purpose of . preserving any rights of any Persons in:
respect of the Collateral, (iii) responsible for any loss occasioned by any sale.
or other dealing with the Collateral or by the retention of or failure to sell or
otherwise deal with the Collateral, or (iv) bound to protect the Collateral from
depreciating in value or becoming worthless.

Section 3.8 Standards of Sale

Without prejudice to the ability of the Secured Creditor to dispose of the
Collateral in any manner which is commercially reasonable, the Obligor |
acknowledges that: :

(a)  the Collateral may be disposed of in whole or in part;

(b)  the Collateral may be disposed of by public auction, public tender or
private contract, with or without advertising and without any other
formality;

- {¢) any aSsignee of such Collateral may be the Secured Creditor or a
customer of any such Person;

(d) any sale conducted by the Secured Creditor will be at such time and
place, on such notice and in accordance with such procedures as the
Secured Creditor, in its sole discretion, may deem advantageous;

necessary to avoid violation of applicable law (including compliance
with such procedures as may restrict the number of prospective
bidders and purchasers, require that the prospective bidders and
purchasers have certain qualifications, and restrict the prospective
bidders and purchasers to Persons who will represent and agree that -
they are purchasing for their own account for investment and not with
a view to the distribution or resale of the Collateral) or in order to
obtain any required approval of the disposition (or of the resulting
purchase) by any governmental or regulatory authority or official;

® a disposition of the Collateral may be on such terms and conditions as
to credit or otherwise as the Secured Cred1t0r in its sole discretion,
may deem advantageous; and
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(g)  the Secured Creditor may establish an upset or reserve bid or price in
respect of the Collateral.

Section 3.9  Dealings by Third Parties.

(1)  No Person dealing with the Secured Creditor or an agent or receiver is
required to determine (i) whether the Security Interest has become.
enforceable, (i) whether the powers which such Person is purporting to
exercise have become exercisable, (iii) whether any money remains due to the
Secured Creditor by the Obligor, (iv) the necessity or expediency of the
stipulations and conditions subject to which any sale or lease is made, (v) the
propriety or regularity of any sale or other dealing by the Secured Creditor
with the Collateral, or (vi) how any money paid to Secured Creditor has been
applied.

()  Any-bona fide purchaser of all or any part of the Collateral from the Secured
Creditor or any receiver or agent will hold the Collateral absolutely, free from
any claim or right of whatever kind, including any equity of redemption, of
the Obligor, which it specifically waives (to the fullest extent permitted by
law) as against any such purchaser together with all rights of redemption,
stay or appraisal which the Obligor has or may have under any rule of law or
statute now existing or hereafter adopted.

ARTICLE 4
REPRESENTATIONS, WARRANTIES AND COVENANTS

Section4.1  General Representatidns, Warranties and Covenants.
The Obligor represents and warrants and covenants and agrees,

acknowledgifig and corfirming that the Secured Creditor 15 relying o such ——

representations, warranties, covenants and agreements, that:

(a)  Continuous Perfection. Schedule C sets out the Obligor's place of
business or, if more than one, the Obligor’s chief executive office. Such
place of business or chief executive office, as the case may be, has been
located at such address for the 60 days immediately preceding the date
of this Agreement. Schedule C also sets out the address at which the
books and records of the Obligor are located, the address at which
senior management of the Obligor are located and conduct their
deliberations and make their decisions with respect to the business of
the Obligor and the address from which the invoices and accounts of

~ the Obligor are issued. The Obligor will not change the location of any
* of these items, people or addresses without providing at least 30 days
prior written notice to the Secured Creditor. Except for sales of
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(e)

-17 -

~ inventory made in the ordinary course of business, the Collateral, to

the extent not delivered to the Collateral Agent pursuant to
Section 2.3(3), has been kept for the 60 days immediately preceding the
date of this Agreement and will be kept at those locations listed on
Schedule C, and the Obligor will not remove the Collateral from such
locations, without providing at least 30 days prior written notice to the
Secured Creditor. The Obligor will not change its name in any manner
without providing at least 30 days prior written notice to the Secured
Creditor.

Restriction on Dispositioﬁ. The Obligor will not sell, assign, convey,
exchange, lease, release or abandon, or otherwise dispose of, any
Collateral except as expressly permitted in the Secured Debenture.

Negative Pledge. The Obligor will not crea'te or suffer to exist, any
Lien on the Collateral, except for Liens permitted by the Secured
Debenture.

Account Debtors. None of the account debtors in respect of any
accounts, chattel paper or intangibles and none of the obligors in
respect of any Instruments included in the Collateral as of the date
hereof is (i) a Governmental Entity, or (ii) in the case of any account in
excess of $100,000, is located outside of Canada or the United States of
America.

Securities and Instruments.

(i)  Schedule A lists all Securities and Instruments owned or held

le;r the Obligor on the date of this. Agreement and_all_such

Securities are represented by certificated securities.

(i)  Securities that are Collateral have been, where applicable, duly
and validly issued and acquired and are fully paid and non-
assessable. Schedule A sets out, for each class of Securities
listed it the schedule, the percentage amount that such
Securities represent of all issued and outstanding Securities of
that class.

(i)  Bxcept as described in Schedule A, no transfer restrictions apply
to the Securities and Instruments listed in Schedule A. The
Obligor has delivered to the Secured Creditor copies of all
shareholder, partnership or trust agreements applicable to each
issuer of such Securities and Instruments which are in the
Obligor's possession or control. '
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" (iv) No Person has or will have any written or oral option, warrant,

right, call, commitment, conversion right, right of exchange or
other agreement or any right or privilege (whether by law, pre-
emptive or contractual) capable of becoming an option, warrant,
right, call, commitment, conversion right, right of exchange or
other agreement to acquire any right or interest in any of the
Securities and Instruments that are Collateral.

(v) - The Securities that are Collateral constitute, where applicable,
the legal, valid and binding obligation of the obligor of such
Securities, enforceable in accordance with their terms, subject
only to any limitation under applicable laws relating to (i)
bankruptcy, insolvency, fraudulent conveyance, arrangement,
reorganization or creditors’ rights generally, and (i) the
discretion that a court may exercise in the granting of equitable

- remeédies.

(vi) The pledge, assignment and delivery to the Secured Creditor of
the Collateral consisting of certificated Securities pursuant to
this Agreement creates a valid and perfected first ranking
security interest in such certificated Securities, and the proceeds
of them. Such Securities and .the proceeds from them are not
subject to any prior Lien or any agreement purporting to grant
to any third party a Lien on the property. or assets of the Obligor
whichi would include the Securities except for Permitted
Encumbrances. The Secured Creditor is entitled to all the rights,
priorities and benefits afforded by the Personal Property Security
Act (Ontario) or other relevant personal property security

)

legislation as enacted in any relevant jurisdiction to perfect
- security interests in respect of such Collateral. :

Status of Accounts Collateral. The Obligor will maintain books and
records pertaining to the Collateral in such -detail, form and scope as
the Secured Creditor reasonably requires, and keep all originals of the
chattel paper which evidence accounts at locations specified on
Schedule B. The Obligor will immediately notify the Secured Creditor
if any account in excess of $500,000 arises out of contracts with any
Governmental Entity, and execute any instruments and take any steps
required by the Secured Creditor in order that all moneys due or to
become due under the contract are assigned to the Secured Creditor
and notice of such assignment is given to the Governmental Entity.
The Obligor will also immediately notify the Secured Creditor if any
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account in excess of $500,000 is with an abcount debtor located outside
of Canada or the United States of America.

(g) Additional Security Perfection and Protection of Security Imterest.
The Obligor will grant to the Secured Creditor, security interests,
assignments, mortgages, charges, hypothecations and pledges in such
property and undertaking of the Obligor that is not subject to a valid
and perfected first ranking security interest (subject only to Permitted
Liens) constituted by the Security Documents, in each relevant
jurisdiction as determined by the Secured Creditor. The Obligor will
perform all acts, execute and deliver all agreements, docurnents and
instruments and take stch other steps as are requested by the Secured
Creditor at any time to register, file, signify, publish, perfect, maintain,
protect, and enforce the Security Interest including: (i) executing,
recording and filing of financing or other statements, and paying all
taxes, fees and other charges payable, (if) placing notations on its
books of account to disclose the Security Interest, (iii) delivering
acknowledgements, confirmations and subordinations that may be
necessary to ensure that the Security Documents constitute a valid and
perfected first ranking security interest (subject only to Permitted
Liens), {iv) executing and delivering any agreements, documents and
instruments that may be needed under or in connection with the

' Securities Transfer Act (Ontario) and (v) delivering opinions of counsel
in respect of matters contemplated by this paragraph. The documents
and opinions contemplated by this paragraph must be in form and
substance satisfactory to the Secured Creditor.

Section 4.2 Representations, Warranties and Covenants Concerning

Intellectual Property.

The Obligor represents and warrants and covenants and agrees,
acknowledging and confirming that the Secured Creditor is relying on such
representations, warranties, covenants and agreements, that:

(a)  Schedule B lists all Registrable Intellectual Property that is owned by
the Obligor on the date of this Agreement.

(b)  All Registrable Intellectual Property of the Obligor is valid, subsisting,
unexpired and enforceable, has not been abandoned and, to the
knowledge of the Obligor, does not infringe the Intellectual Property

. rights of any other Person. :

[ADBHVTERCOSAWEL70NDOCENDOCS1- 126408 7-v!-FNP Ventures Inc. - Securiiy Agresment Oct 2 07.D0C



©)

(d)

®

-20-

'No decision or judgment has been rendered by any Governmental

Entity which would limit, cancel or question the validity of, or the
Obligor's rights in, any Intellectual Property in any respect.

No action or proceeding is pending, or, to the knowledge of the
Obligor, threatened, on the date hereof seeking to limit, cancel or
question the validity of any Intellectual Property or the Obligor’s
ownership interest therein, or which, if adversely determined, would
have a Material adverse effect on the value of any Intellectual
Property.

The Obligor will take all reasonable and necessary steps, including in
any proceeding before the Canadian Intellectual Property Office or any
similar Governmental Entity of any jurisdiction, to maintain and
pursue each application (and to obtain the relevant registration) and to
rmaintain each registration of the material Registrable Intellectual
Property, including, without limitation, filing of applications for
renewal, affidavits of use and affidavits of incontestability.

In the event that any material Intellectual Property of the Obligor is
infringed, misappropriated or diluted by a third party, the Obligor will
(i) take such actions as the Obligor reasonably deems appropriate
under the circumstances to protect such Intellectual Property and (ii) if
such Intellectual Property is of material economic value, promptly
notify the Secured Creditor after it learns thereof and sue for
infringement, misappropriation or dilution, to seek injunctive relief
where appropriate and to recover any and all damages for such
infringement, misappropriation or dilution. . '

Tmmediately upon the request of the Secured Creditor, the Obligor will
furnish the Secured Creditor in writing the description of all
Registrable Intellectual Property or applications for Registrable
Intellectual Property of the Obligor. In addition, the Obligor will
deliver to the Secured Creditor a copy of the certificate of registration -

‘of, or application for, such Registrable Intellectual Property with a

Confirmation of Security Interest in the foim of Schedule D in respect
of such Registrable Intellectual Property confirming the assignment for
security of such Registrable Intellectual Property to the Secured
Creditor and immediately make all such filings, registrations and
recordings as are necessary or appropriate to perfect the Security
Interest granted to the Secured Creditor in the Registrable Intellectual
Property.
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ARTICLE 5
GENERAL

Section 5.1 Notices.

Any notice, direction or other communication (each a “Notice”) given
regarding the matters contemplated by this Agreement must be in writing, sent by
_personal delivery, courier or facsimile (but not by electronic mail) and addressed:

(a)  to the Secured Creditor at:

WE Fund 1II Limited Partnership
" 161 Bay Street

Suite 2520

Toronto, ON MBb5J 251

Attention:  Mark McQueen
Facsimile:  416-682-1160 °

with a copy to:

Minden Gross LLP

145 King Street West
Suite 2200 '
Toronto, ON M5H 4G2

Attention:  Daniel Rothberg
Facsimile: = 416-864-9223

(b) 1o the Ubiligor at:

FNP Ventures Inc.

#100 - 2079 Falcon Road
Kamloops, BCV2C4]2 .
Attention:  Mr. Milan Soucek
Facsimile:  (250) 372-1555

A Notice is deemed to be delivered and received (i) if sent by personal delivery, on
the date of delivery if it is a Business Day and the delivery was made prior to 4:00
p.m. (local time in place of receipt) and otherwise on the next Business Day, (ii) if
sent by same-day service courier, on the date of delivery if sent on 4 Business Day
and delivery was made prior to 4:00 p.m. (local time in place of receipt) and
otherwise on the next Business Day, (iii) if sent by overnight courier, on the next
Business Day, or (iv) if sent by facsimile, on the Business Day following the date of
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confirmation of transmission by the originating facsimile. A party may change its
address for service from time to time by providing a Notice in accordance with the
foregoing. Any subsequent Notice must be sent to the party at its changed address.
Any element of a party’s address that is not specifically changed in a Notice will be
assumed not to be changed. ' -

Section 52  Discharge.

. The Security Interest will not be discharged except by a written release or
discharge signed by the Secured Creditor. The Obligor will be entitled to require a
discharge by notice to the Secured Creditor upon, but only upon, (i) full and

_indefeasible payment and performance of the Secured Obligations and (ii) the

Secured Creditor having no obligations under any Credit Document. ‘Upon
discharge of the Security Interest and at the request and expense of the Obligor, the
Secured Creditor will execute and deliver to the Obligor such financing statements
and other documents or instruments as the Obligor may reasonably require and the
Secured Creditor will redeliver to the Obligor, or as the Obligor may otherwise -
direct the Secured Creditor, any Collateral in its possession.

Section 5.3 No Merger, Survival_ of Representaﬁons and Warranties.

This Agreement does not operate by way of merger of any of the Secured
Obligations and no judgment recovered by the Secured Creditor will operate by way
of merger of, or in any way affect, the Security Interest, which is in addition to, and -
not in substitution for, any other security now or hereafter held by the Secured
Creditor in respect of the Secured Obligations. The representations, warranties and
covenants of the Obligor in this Agreement survive the execution and delivery of
this Agreement and any advances under the Secured Debenture. Notwithstanding
any investigation made by or on behalf of the Secured Creditor these covenants,

representations-and-warranties-continue in full force and effect

Section 5.4 Further Assurances. -

The Obligor will do all acts and things and execute and deliver, or cause to be
exécuted and delivered, all agreements, documents and instruments that the
Secured Creditor may require and take all further steps relating to the Collateral or
any other property or assets of the Obligor that the Secured Creditor may require,
including any agreements, documents or instruments required under or in

" connection with the Securities Transfer Act (Ontario) for (i) protecting the Collateral,

(ii) perfecting the Security Interest, and (iii) exercising all powers, authorities and
discretions conferred upon the Secured Creditor. After the Security Interest
becomes enforceable, the Obligor will do all acts and things and execute and deliver
all documents and instruments that the Secured Creditor may require for facilitating
the sale or other disposition of the Collateral in connection with its realization.
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Section 5.5  Supplemental Security. .

This Agreement is in addition to, without prejudice to and supplemental to
all other security now held or which may hereafter be held by the Secured Creditor.

Section5.6  Successors and Assigns. -

This Agreement is binding on the Obligor and its successors and assigns, and
enures to the benefit of the Secured Creditor and its successors and assigns. This
Agreement may be assigned by the Secured Creditor without the consent of, or
notice to, the Obligor, to such Person as the Secured Creditor may determine and, in
such event, such Person will be entitled to all of the rights and remedies of the
Secured Creditor as set forth in this Agreement or otherwise. In any action brought
by an assignee to enforce any such right or remedy, the Obligor will not assext
against the assignee any claim or defence which-the Obligor now has or may have
against the Secured Creditor. The Obligor may not assign, transfer or delegate any
of its rights or obligations under this- Agreement without the prior written consent of
the Secured Creditor which may be unreasonably withheld.

Section 5.7  Amalgamation.

The Obligor acknowledges and agrees that in the event it amalgamates with
any other corporation or corporations, it is the intention of the parties that the
Security Interest (i) subject to Section 2.4, extends to: (A) all of the property and
undertaking that any of the amalgamating corporations then owns, (B) all of the
property and undertaking that the amalgamated corporation thereafter acquires, (C)
all of the property and undertaking in which any of the amalgamating corporations
then has any interest and (D) all of the property and undertaking in which the
amalgamated corporation thereafter acquires any interest; and (ii) secures the
payment and performance of all debts, liabilities and obligations, present or future,

ditector indirect, absolute or tontingent; matured or urmratured;at-any time—or
from time to time due or accruing due and owing by or otherwise payable by each
of the amalgamating corporations and the amalgamated corporation to the Secured
Creditor in any currency, however or wherever incurred, and whether incurred
alone or jointly with another or others and whether as principal, guarantor or surety
and whether incurred prior to, at the time of or subsequent to the amalgamation.
The Security Interest attaches to the additional collateral at the time of
amalgamation and to any collateral thereafter owned or acquired by the
_ amalgamated corporation when such becomes owned or is acquired. Upon any
such amalgamation, the defined term “Obligor” means, collectively, each of the
amalgamating corporations and the amalgamated corporation, the defined term
#Collateral” means all of the property and undertaking and interests described in (i)
above, and the defined term “Secured Obligations” means the obligations described
in (ii) above.
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Section5.8  Severability.

If any court of competent jurisdiction from which no appeal exists or is taken,
determines any provision of this Agreement to be illegal, invalid or unenforceable,
that provision will be severed from this Agreement and the remaining provisions

- will remain in full force and effect.

Section 5.9 Amendment.

This Agreement may only be amended, supplemented or otherwise modified
by written agreement executed by the Secured Creditor and the Obligor.

Sectionn 5.10 Waivers, etc,

(1)  No consent or waiver by the Secured Creditor in respect of this Agreement is
binding unless made in writing and signed by an authorized officer of the
Secured Creditor. Any consent or waiver given under this Agreement is
effective only in the specific instance and for the specific purpose for which
given. No waiver of any of the provisions of this Agreement constitutes a
waiver of any other provision.

(2) A failure or delay on the part of the Secured Creditor in exercising a right
under this Agreement does not operate as a waiver of, or impair, any right of
the Secured Creditor however arising, A single or partial exercise of a right |
on the part of the Secured Creditor does not preclude any other or further
exercise of that right or the exercise of ary other right by the Secured
Creditor. | |

Section 511 Application of Proceeds of Security.
All monies collected by the Secured Creditor upon the enforcement of its

'——righﬁ-md—remedieﬁﬂdeﬁhe%eeuﬁw@ewmnéih&uenwea@ﬂ by them

including any sale or other disposition of the Collateral, together with all other
monies received by the Secured Creditor under the Security Documents, will be
applied as provided in the Secured Debenture. To the extent any other Credit
Document requires proceeds of collateral under such Credit Document to be applied
in accordance with the provisions of this Agreement, the Secured Creditor shall
apply such proceeds in accordance with this Section. |

Seétion 512 Conflict.

In the event of any conflict between one or more provisions of this
Agreement, the provisions of the Secured Debenture and the provisions of the
Operating Loan Agreement which cannot be resolved by all such provisions being
complied with, the provisions contained in the Secured Debenture will prevail to the
extent of such conflict.
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Section 513 Governing Law. '

This Agreement will be governed by, interpreted and enforced in accordance
with the laws of the Province of Ontario and the federal laws of Canada applicable
therein, '

Section 5.14 Términation, Survival.

Upon discharge of the Security Interest pursuant to Section 5.2 hereof, this
Agreement shall automatically terminate. The provisions of Article 5 shall survive
any termination of this Agreement.

IN WITNESS WHEREOF the Obligor has executed ttu'7Agreement.

FNP VENTURES//I €.
Per: /

- #1264087 v1 | 4061837
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