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Introduction

1.

On August 18, 2015, on application by Hallmark Resources Ltd. (“Hallmark”), the Court of
Queen’s Bench of Alberta (the “Court”) pronounced an order (the “Receivership Order”)
appointing Grant Thornton Limited (the “Receiver”) as receiver and manager of Aqua-Pure
Ventures Inc. (“Aqua-Pure” or the “Company”). A copy of the Receivership Order is

attached to this report as Appendix 1.

The purpose of this report (the “Receiver’s First Report”) is to provide this Honourable

Court and other interested parties with:

a) preliminary background information on the Company, its operations, assets,

creditors and current financial situation; and

b) information on the Receiver’s application seeking approval of an agreement (the
“Amending Agreement”) to amend the terms of a licensing agreement with a third
party, which would provide immediate access to funds required to address Fountain

Quail’s (defined below) short-term liquidity issue.

Unless otherwise stated, all monetary amounts noted herein are expressed in Canadian
dollars. Capitalized terms not otherwise defined herein shall adopt the meaning as defined in
Hallmark’s application materials, including the affidavit of Jeffery Halldorson sworn on

August 0, 2015 (the “Halldorson Affidavit”).

Limitations of Report

4.

The information contained in the Receiver’s First Report has been obtained from the
recotrds of the Company, publicly available information, and/or is based upon discussions
with and representations made by the Company’s management and other professional
advisors retained in this matter. The information was not audited nor otherwise verified by
the Receiver as to its accuracy or completeness, nor has it necessarily been prepared in
accordance with generally accepted accounting principles and the reader is cautioned that
this report may not disclose all significant matters about the Company. Accordingly, we do

not express an opinion or any other form of assurance on the information presented herein.
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The Receiver may refine or alter its observations as further information is obtained or is

brought to its attention after the date of this report.

The Receiver assumes no responsibility or liability for any loss or damage occasioned by any
party because of the circulation, publication, reproduction, or use of the Receiver’s First
Report. Any use that any party makes of this report, or any reliance on or decisions to be

made based on it is the responsibility of such party.

A copy of the Receiver’s First Report and other relevant documents in the restructuring
proceedings are available on the Receiver’s website at:

WWW .grantthornton.ca/aquapureventures

Background

7.

10.

11.

Aqua-Pure is a publicly traded corporation formed pursuant to the laws of Alberta with a
registered and records office located in Calgary, Alberta. Aqua-Pure is listed on the TSX
Venture Exchange under the symbol “AQE”.

Aqua-Pure owns 100% of the shares of a holding company, Aqua-Pure Ventures (USA) Inc.
(“Aqua-Pure USA”), a corporation formed under the laws of the state of Nevada, USA.

Aqua-Pure and Aqua-Pure USA together hold 100% ownership in Fountain Quail Water
Management LLC (“Fountain Quail”) a company formed under the laws of the state of

Texas, USA.

The Company is engaged in the research, development and application of remediation and
recycling technology for contaminated waste-water from industrial operations. For example,
Aqua-Pure's technology is used for recycling waste-water created by hydraulic fracturing

operations.

Aqua-Pure's commercial waste-water recycling operations are carried out entirely by
Fountain Quail. Fountain Quail’s head office is located in Keller, Texas, and conducts all of
its operations in the United States. Aqua-Pure also licenses use of its technology to third

parties.
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12. The Receivet’s preliminary review of Aqua-Pure’s financial matters indicate the material

assets include intellectual property and patents, its wholly owned interest in Aqua-Pure USA

and Fountain Quail and an inter-company debt receivable from Fountain Quail in the

approximate amount of $44 million, secured by a general security agreement in favour of

Aqua-Pure, which grants Aqua-Pure a security interest in all present and after-acquired

assets, property and undertakings of Fountain Quail (the “Aqua-Pure GSA”). A copy of the

Aqua-Pure GSA is attached to this report as Appendix 2.

Initial Activities of the Receiver

13. The Receivet’s initial activities included:

2)

b)

)

0

Sales Process

meeting with management of Aqua-Pure to gain an understanding of the business, its

assets, operations and creditors, including the immediate liquidity issues of Fountain

Quail;

engaging the services of Bennett Jones LLP as legal counsel to the Receiver and
Rothgerber Johnson & Lyons LLP who is assisting the Receiver with US legal

matters;

contacting and meeting with key stakeholders to discuss the current financial
situation of Aqua-Pure to discuss the receivership proceedings and current liquidity

issues;

contacting the Company’s prior insurer to understand the current status of
insurance. The Receiver is in the process of confirming the adequacy of the current

coverage; and

undertaking a review of the Amending Agreement, discussed further below.

14. As indicated in the Halldorson Affidavit, the Company completed a sales process in the

spring of 2015 to solicit offers to purchase some or all of Aqua-Pure’s and/or Fountain

Quail’s assets.
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15. As a result of that process, the Company identified a transaction that was viewed as desirable

by the Company and key stakeholders, including primary secured creditors. As such, the

Company executed a letter of intent to complete a transaction with the proposed arms-

length purchaser (the “Prospective Purchaser”).

16. The Receiver has spoken with the Prospective Purchaser and is advised that it intends to

proceed with a transaction; however the deal mechanics require further negotiations and

consideration.

17. The Receiver anticipates providing further comments on the Sales Process in a future report.

Creditors

18. The Receiver understands the secured claims against the Company are approximately as

follows:

2)

b)

d)

Security Agreement — Agriculture Financial Services Corporation (“AFSC”) —

$2,500,000, plus accrued interest and costs;

Convertible Secured Debenture — Hallmark — principal sum of $7,020,000 plus

accrued interest and costs;

Secured Convertible Promissory Notes — (Axiom Financing as defined in the
Halldorson Affidavit) — principal sum of $2,150,000, plus accrued interest and costs;

and

Secured Convertible Promissory Notes (Prosdocimi Financing as defined in the
Halldorson Affidavit) — Various — principal sum of $2,200,000 USD plus accrued

interest and costs.

19. An Intercreditor, Agency and Priority Agreement was entered into on July 20, 2015 between

Hallmark, the Axiom Financing Investors and the Prosdocimi Investors. This agreement,

amongst other matters, confirmed the parties’ direction to proceed with a transaction with
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the Prospective Purchaser, and that the parties shall rank pari passu for all secured

indebtedness and appoint Hallmark as the Collateral Agent for the parties.

20. The Receiver’s counsel is undertaking a review of the security documents and registrations
of the secured parties, including the Aqua-Pure GSA, and will provide the Receiver with an

opinion on its validity and enforceability of the same in due course.

Liquidity Issues & Amending Agreement

21. Aqua-Pure’s primary asset is its wholly-owned subsidiary Fountain Quail. Historically,
Fountain Quail has been heavily financed by Aqua-Pure through both equity injections and

various financing arrangements.

22. Immediately upon appointment, the Receiver was advised that Fountain Quail has
insufficient cash resources to fund, among other critical costs, payroll coming due at the end
of August 2015. The Receiver has been in dialogue with Richard Broderick, the President of
Fountain Quail, to obtain an understanding of the financial status and to obtain information
on immediate cash requirements. The Receiver is advised that due to the financial status of

Fountain Quail, its ability to secure additional financing is limited and unlikely.

23. The Receiver is reviewing items presented as critical payments by Fountain Quail which
includes approximately $62,000 in payroll due to the payroll service provider on August 27,
2015.

24. Prior to the appointment of the Receiver, management of the Company, in consultation with
Hallmark and the Prospective Purchaser, negotiated the Amending Agreement with Eureka
Resources LL.C (“Eureka”), whereby the terms of the agreement would be amended in
exchange for immediate cash consideration. A copy of the Amending Agreement is attached
to this report as part of the Confidential Appendix 3 to this report. The Receiver is of the
opinion that disclosing the content of the Amending Agreement publically is not in the best

interests of the Company, and therefore it should remain confidential.

25. The Receiver and its counsel have reviewed the Amending Agreement and held discussions

with the key stakeholders. The Receiver can advise that Hallmark, the Prospective Purchaser
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and Fountain Quail are supportive of the Amending Agreement. The Confidential Appendix
3 includes further correspondence from these key stakeholdets in suppott of the Amending

Agreement.

26. The Receiver’s initial investigation into obtaining intetim financing from the existing secured
lenders of Aqua-Pure or third party lender on an expedited basis indicates that they are not

willing to advance funding under the Receiver’s Cettificate.

27. Given the support of the key stakeholders and the urgency to obtain a soutce of funding for

payroll, the Receiver respectfully recommends the Coutt approve the Amending Agreement.

Recommendation and Intended Course of Action

28. The Receiver respectfully recommends that the Court approve the Amending Agreement.

29. Subject to approval of the Amending Agreement from the Coutt, the Receiver intends to
advance, under the Aqua-Pure GSA, the funds necessary from the Amending Agreement to

fund payroll and other critical costs of Fountain Quail.

30. As directed in the Receivership Order, the Receivet intends to conduct a review of the sales
process completed prior to the receivership proceedings, and, if determined appropriate,
negotiate a binding agreement with the Prospective Purchaser, subject only to approval of

the Coutt.
DATED at Calgary Alberta, the 24™ day of August 2015.

Grant Thomton Limited,
in 1ts capacity as recezver of
Aqua-Pure Ventures Inc.
and not in its personal capacity

P//Q AN

ew Ba51 CA CIRP Nathan Bell, CA, CIRP
Senior Vice President Manager
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Appendix 1

COURT FILE NUMBER  1501-09111
COURT OF QUEEN'S BENCH OF ALBERTA

COURT
JUDICIAL CENTRE CALGARY
PLAINTIFF(S) HALLMARK RESOURCES LTD.
DEFENDANT(S) AQUA-PURE VENTURES INC.
DOCUMENT RECEIVERSHIP ORDER a &
p=i
B
Burnet, Duckworth & Palmer LLP §.
2400, 525 — 8 Avenue SW 1) §
ADDRESS FOR SERVICE AND Ca gary, Alberta T2P 1G1 S &
CONTACT INFORMATION OF wyer: Trevor Batty =
PARTY FILING THIS DOCUMENT Phone Number: (403) 260-0263 g
‘ Fax Number: (403) 260-0332 o
Email Address: tbatty@bdplaw.com g
File No. 61741-8 3
32

DATE ON WHICH ORDER WAS PRONOUNCED: August 18, 2015
LOCATION WHERE ORDER WAS PRONOUNCED: Calgary
NAME OF JUSTICE WHO MADE THIS ORDER: Mr. Justice Yamauchi

RECEIVERSHIP ORDER

UPON the application of Hallmark Resources Ltd. ("Hallmark") in respect of Aqua-Pure
Ventures Inc. (the "Debtor"); AND UPON having read the Application, the Affidavit of Jeffery
Halldorson, sworn August 6, 2015, filed (the "Halldorson Affidavit"); AND UPON reading the consent
of Grant Thornton Limited to act as receiver and manager (“Receiver”) of the Debtor, filed; AND UPON
hearing counsel for Hallmark and other interested parties; IT IS HEREBY ORDERED AND

DECLARED THAT:

SERVICE

1. The time for service of the notice of application for this order is hereby abridged and service

thereof is deemed good and sufficient.

6937005.1



APPOINTMENT

2.

Pursuant to section 243(1) of the Bankruptcy and Insolvency Act, R.S.C. 1985, c. B-3 (“BIA”),
and sections 13(2) of the Judicature Act, R.S.A. 2000, c.J-2, 99(a) of the Business Corporations
Act, R.S.A. 2000, ¢.B-9, and 65(7) of the Personal Property Security Act, R.S.A. 2000, ¢.P-7,
Grant Thornton Limited is hereby appointed Receiver, without security, of all of the Debtor's
current and future assets, undertakings and properties of every nature and kind whatsoever, and

wherever situate, including all proceeds thereof (the “Property™).

RECEIVER'S POWERS

3.

6937005.1

The Receiver is hereby empowered and authorized, but not obligated, to act at once in respect of
the Property and, without in any way limiting the generality of the foregoing, the Receiver is
hereby expressly empowered and authorized to do any of the following where the Receiver

considers it necessary or desirable:

(a) to take possession of and exercise control over the Property and any and all proceeds,

receipts and disbursements arising out of or from the Property;

(b) to receive, preserve and protect the Property, or any part or parts thereof, including, but
not limited to, the changing of locks and security codes, the relocating of Property to
safeguard it, the engaging of independent security personnel, the taking of physical
inventories and the placement of such insurance coverage as may be necessary or

desirable;

() to manage, operate and carry on the business of the Debtor, including the powers to enter
into any agreements, incur any obligations in the ordinary course of business, cease to

carry on all or any part other business, or cease to perform any contracts of the Debtor;

(d) to engage consultants, appraisers, agents, experts, auditors, accountants, managers,
counsel and such other persons from time to time and on whatever basis, including on a
temporary basis, to assist with the exercise of the Receiver's powers and duties, including

without limitation those conferred by this Order;

(e) to purchase or lease machinery, equipment, inventories, supplies, premises or other assets

to continue the business of the Debtor or any part or parts thereof;



6937005.1

®

€y)
(h)

®

@

(k)

@

(m)

()

to receive and collect all monies and accounts now owed or hereafter owing to the Debtor
and to exercise all remedies of the Debtor in collecting such monies, including, without

limitation, to enforce any security held by the Debtor;
to settle, extend or compromise any indebtedness owing to or by the Debtor;

to execute, assign, issue and endorse documents of whatever nature in respect of any of
the Property, whether in the Receiver's name or in the name and on behalf of the Debtor,

for any purpose pursuant to this Order;

to undertake environmental or workers' health and safety assessments of the Property and

operations of the Debtor;

to initiate, prosecute and continue the prosecution of any and all proceedings and to
defend all proceedings now pending or hereafter instituted with respect to the Debtor, the
Property or the Receiver, and to settle or compromise any such proceedings. The
authority hereby conveyed shall extend to such appeals or applications for judicial review
in respect of any order or judgment pronounced in any such proceeding, and provided
further that nothing in this Order shall authorize the Receiver to defend or settle the

action in which this Order is made unless otherwise directed by this Court;

to evaluate the sufficiency of the Sale Process (as defined in the Halldorson Affidavit)
and the offers received as a result of the Sale Process, and to determine whether a further

sale process is required;

to make a recommendation to the Court for the approval of one of the proposed sale

transactions if the Receiver deems the Sale Process to have been adequate;

to otherwise market any or all the Property, including advertising and soliciting offers in
respect of the Property or any part or parts thereof and negotiating such terms and

conditions of sale as the Receiver in its discretion may deem appropriate;

to sell, convey, transfer, lease or assign the Property or any part or parts thereof out of the

ordinary course of business,



6937005.1

(0)

(p)

(@

®

(s)

®

(w)

(1) without the approval of this Court in respect of any transaction not exceeding
$100,000, provided that the aggregate consideration for all such transactions does
not exceed $500,000; and

(i) with the approval of this Court in respect of any transaction in which the
purchase price or the aggregate purchase price exceeds the applicable amount set

out in the preceding clause,

and in each such case notice under subsection 60(8) of the Personal Property Security

Act, R.S.A. 2000, c. P-7 shall not be required.

to apply for any vesting order or other orders necessary to convey the Property or any
part or parts thereof to a purchaser or purchasers thereof, free and clear of any liens or

encumbrances affecting such Property;

to report to, meet with and discuss with such affected Persons (as defined below) as the
Receiver deems appropriate all matters relating to the Property and the receivership, and
to share information, subject to such terms as to confidentiality as the Receiver deems

advisable;

to register a copy of this Order and any other Orders in respect of the Property against
title to any of the Property;

to apply for any permits, licences, approvals or permissions as may be required by any
governmental authority and any renewals thereof for and on behalf of and, if thought

desirable by the Receiver, in the name of the Debtor;

to enter into agreements with any trustee in bankruptcy appointed in respect of the
Debtor, including, without limiting the generality of the foregoing, the ability to enter

into occupation agreements for any property owned or leased by the Debtor;

to exercise any shareholder, partnership, joint venture or other rights which the Debtor

may have; and

to take any steps reasonably incidental to the exercise of these powers or the performance

of any statutory obligations;



and in each case where the Receiver takes any such actions or steps, it shall be exclusively authorized and

empowered to do so, to the exclusion of all other Persons (as defined below), including the Debtor, and

without interference from any other Person.

DUTY TO PROVIDE ACCESS AND CO-OPERATION TO THE RECEIVER

4.

6937005.1

(i) The Debtor, (ii) all of its current and former directors, officers, employees, agents,
accountants, legal counsel and shareholders, and all other persons acting on its instructions or
behalf, and (iii) all other individuals, firms, corporations, governmental bodies or agencies, or
other entities having notice of this Order (all of the foregoing, collectively, being “Persons” and
each being a “Person™) shall forthwith advise the Receiver of the existence of any Property in
such Person's possession or control, shall grant immediate and continued access to the Property to
the Receiver, and shall deliver all such Property (excluding Property subject to liens the validity

of which is dependant on maintaining possession) to the Receiver upon the Receiver's request.

All Persons shall forthwith advise the Receiver of the existence of any books, documents,
securities, contracts, orders, corporate and accounting records, and any other papers, records and
information of any kind related to the business or affairs of the Debtor, and any computer
programs, computer tapes, computer disks, or other data storage media containing any such
information (the foregoing, collectively, the “Records™) in that Person's possession or control,
and shall provide to the Receiver or permit the Receiver to make, retain and take away copies
thereof and grant to the Receiver unfettered access to and use of accounting, computer, software
and physical facilities relating thereto, provided however that nothing in this paragraph 5 or in
paragraph 6 of this Order shall require the delivery of Records, or the granting of access to
Records, which may not be disclosed or provided to the Receiver due to the privilege attaching to
solicitor-client communication or documents prepared in contemplation of litigation or due to

statutory provisions prohibiting such disclosure.

If any Records are stored or otherwise contained on a computer or other electronic system of
information storage, whether by independent service provider or otherwise, all Persons in
possession or control of such Records shall forthwith give unfettered access to the Receiver for
the purpose of allowing the Receiver to recover and fully copy all of the information contained
therein whether by way of printing the information onto paper or making copies of computer
disks or such other manner of retrieving and copying the information as the Receiver in its
discretion deems expedient, and shall not alter, erase or destroy any Records without the prior

written consent of the Receiver. Further, for the purposes of this paragraph, all Persons shall



provide the Receiver with all such assistance in gaining immediate access to the information in
the Records as the Receiver may in its discretion require including providing the Receiver with
instructions on the use of any computer or other system and providing the Receiver with any and
all access codes, account names and account numbers that may be required to gain access to the

information.

NO PROCEEDINGS AGAINST THE RECEIVER

7.

No proceeding or enforcement process in any court or tribunal (each, a “Proceeding™), shall be
commenced or continued against the Receiver except with the written consent of the Receiver or

with leave of this Court.

NO PROCEEDINGS AGAINST THE DEBTOR OR THE PROPERTY

8.

No Proceeding against or in respect of the Debtor or the Property shall be commenced or
continued except with the written consent of the Receiver or with leave of this Court and any and
all Proceedings currently under way against or in respect of the Debtor or the Property are hereby
stayed and suspended pending further Order of this Court, provided, however, that nothing in this
Order shall: (i) prevent any Person from commencing a proceeding regarding a claim that might
otherwise become barred by statute or an existing agreement if such proceeding is not
commenced before the expiration of the stay provided by this paragraph 8; and (ii) affect a
Regulatory Body’s investigation in respect of the debtor or an action, suit or proceeding
that is taken in respect of the debtor by or before the Regulatory Body, other than the
enforcement of a payment order by the Regulatory Body or the Court. “Regulatory
Body” means a person or body that has powers, duties or functions relating to the

enforcement or administration of an Act of Parliament or of the legislature of a province.

NO EXERCISE OF RIGHTS OF REMEDIES

9.

6937005.1

All rights and remedies (including, without limitation, set-off rights) against the Debtor, the
Receiver, or affecting the Property, are hereby stayed and suspended except with the written
consent of the Receiver or leave of this Court, provided however that nothing in this paragraph
shall (i) empower the Receiver or the Debtor to carry on any business which the Debtor is not
lawfully entitled to carry on, (ii) exempt the Receiver or the Debtor from compliance with
statutory or regulatory provisions relating to health, safety or the environment, (iii) prevent the
filing of any registration to preserve or perfect a security interest, or (iv) prevent the registration

of a claim for lien.



NO INTERFERENCE WITH THE RECEIVER

10.

No Person shall discontinue, fail to honour, alter, interfere with, repudiate, terminate or cease to
perform any right, renewal right, contract, agreement, licence or permit in favour of or held by the

Debtor, without written consent of the Receiver or leave of this Court.

CONTINUATION OF SERVICES

11.

All Persons having oral or written agreements with the Debtor or statutory or regulatory mandates
for the supply of goods and/or services, including without limitation, all computer software,
communication and other data services, centralized banking services, payroll services, insurance,
transportation services, utility or other services to the Debtor are hereby restrained until further
Order of this Court from discontinuing, altering, interfering with or terminating the supply of
such goods or services as may be required by the Receiver, and this Court directs that the
Receiver shall be entitled to the continued use of the Debtor's current telephone numbers,
facsimile numbers, internet addresses and domain names, provided in each case that the normal
prices or charges for all such goods or services received after the date of this Order are paid by
the Receiver in accordance with normal payment practices of the Debtor or such other practices
as may be agreed upon by the supplier or service provider and the Receiver, or as may be ordered

by this Court.

RECEIVER TO HOLD FUNDS

12.

All funds, monies, cheques, instruments, and other forms of payments received or collected by
the Receiver from and after the making of this Order from any source whatsoever, including
without limitation the sale of all or any of the Property and the collection of any accounts
receivable in whole or in part, whether in existence on the date of this Order or hereafter coming
into existence, shall be deposited into one or more new accounts to be opened by the Receiver
(the “Post Receivership Accounts™) and the monies standing to the credit of such Post
Receivership Accounts from time to time, net of any disbursements provided for herein, shall be
held by the Receiver to be paid in accordance with the terms of this Order or any further order of

this Court.

EMPLOYEES

13.

6937005.1

Subject to employees’ rights to terminate their employment, all employees of the Debtor
shall remain the employees of the Debtor until such time as the Receiver, on the Debtor's

behalf, may terminate the employment of such employees. The Receiver shall not be



14.

liable for any employee-related liabilities, including any successor employer liabilities as
provided for in section 14.06(1.2) of the BIA, other than such amounts as the Receiver
may specifically agree in writing to pay, or in respect of its obligations under sections
81.4(5) or 81.6(3) of the BIA or under the Wage Earner Protection Program Act, S.C.
2005, c.47 (“WEPPA”). '

Pursuant to clause 7(3)(c) of the Personal Information Protection and Electronic Documents Act,
S.C. 2000, c. 5, the Receiver shall disclose personal information of identifiable individuals to
prospective purchasers or bidders for the Property and to their advisors, but only to the extent
desirable or required to negotiate and attempt to complete one or more sales of the Property
(each, a “Sale™). Each prospective purchaser or bidder to whom such personal information is
disclosed shall maintain aﬁd protect the privacy of such information and limit the use of such
information to its evaluation of the Sale, and if it does not complete a Sale, shall return all such
information to the Receiver, or in the alternative destroy all such information. The purchaser of
any Property shall be entitled to continue to use the personal information provided to it, and
related to the Property purchased, in a manner which is in all material respects identical to the
prior use of such information by the Debtor, and shall return all other personal information to the

Receiver, or ensure that all other personal information is destroyed.

LIMITATION ON ENVIRONMENTAL LIABILITIES

15.

6937005.1

(a) Notwithstanding anything in any federal or provincial law, the Receiver is not personally

liable in that position for any environmental condition that arose or environmental damage that

occurred: .
1) before the Receiver's appointment; or
(i) after the Receiver's appointment unless it is established that the condition arose

or the damage occurred as a result of the Receiver's gross negligence or wilful

misconduct.

(b) Nothing in sub-paragraph (a) exempts a Receiver from any duty to report or make

disclosure imposed by a law referred to in that sub-paragraph.

(c) Notwithstanding anything in any federal or provincial law, but subject to sub-paragraph

(a) hereof, where an order is made which has the effect of requiring the Receiver to



remedy any environmental condition or environmental damage affecting the Property, the
Receiver is not personally liable for failure to comply with the order, and is not
personally liable for any costs that are or would be incurred by any person in carrying out

the terms of the order,

@) if, within such time as is specified in the order, within 10 days after the order is
made if no time is so specified, within 10 days after the appointment of the
Receiver, if the order is in effect when the Receiver is appointed, or during the

period of the stay referred to in clause (ii) below, the Receiver:
A. complies with the order, or

B. on notice to the person who issued the order, abandons, disposes of or
otherwise releases any interest in any real property affected by the

condition or damage;

(i1) during the period of a stay of the order granted, on application made within the
time specified in the order referred to in clause (i) above, within 10 days after the
order is made or within 10 days after the appointment of the Receiver, if the

order is in effect when the Receiver is appointed, by,

A. the court or body having jurisdiction under the law pursuant to which the

order was made to enable the Receiver to contest the order; or

B. the court having jurisdiction in bankruptcy for the purposes of assessing

the economic viability of complying with the order; or

(iii)  if the Receiver had, before the order was made, abandoned or renounced or been

divested of any interest in any real property affected by the condition or damage.

LIMITATION ON THE RECEIVER’S LIABILITY

16.

6937005.1

Except for gross negligence or wilful misconduct, as a result of its appointment or carrying out
the provisions of this Order the Receiver shall incur no liability or obligation that exceeds an
amount for which it may obtain full indemnity from the Property. Nothing in this Order shall
derogate from any limitation on liability or other protection afforded to the Receiver under any

applicable law, including, without limitation, Section 14.06, 81.4(5) or 81.6(3) of the BIA.



10

RECEIVER'S ACCOUNTS

17.

18.

19.

The Receiver and counsel to the Receiver shall be paid their reasonable fees and disbursements,
in each case, incurred at their standard rates and charges. The Receiver and counsel to the
Receiver shall be entitled to and are hereby granted a charge (the “Receiver’s Charge”) on the
Property, as security for such fees and disbursements, incurred both before and after the making
of this Order in respect of these proceedings, and the Receiver’s Charge shall form a first charge
on the Property in priority to all security interests, trusts, liens, charges and encumbrances,
statutory or otherwise, in favour of any Person but subject to section 14.06(7), 81.4(4) and 81.6(2)
of the BIA.

The Receiver and its legal counsel shall pass their accounts from time to time.

Prior to the passing of its accounts, the Receiver shall be at liberty from time to time to apply
reasonable amounts, out of the monies in its hands, against its fees and disbursements, including
the legal fees and disbursements, incurred at the normal rates and charges of the Receiver or its
counsel, and such amounts shall constitute advances against its remuneration and disbursements

when and as approved by this Court.

FUNDING OF THE RECEIVERSHIP

20.

21.

6937005.1

The Receiver be at liberty and it is hereby empowered to borrow by way of a revolving credit or
otherwise, such monies from time to time as it may consider necessary or desirable, provided that
the outstanding principal amount does not exceed $500,000 (or such greater amount as this Court
may by further Order authorize) at any time, at such rate or rates of interest as it deems advisable
for such period or periods of time as it may arrange, for the purpose of funding the exercise of the
powers and duties conferred upon the Receiver by this Order, including interim expenditures.
The whole of the Property shall be and is hereby charged by way of a fixed and specific charge
(the “Receiver's Borrowings Charge”) as security for the payment of the monies borrowed,
together with interest and charges thereon, in priority to all security interests, trusts, liens, charges
and encumbrances, statutory or otherwise, in favour of any Person, but subordinate in priority to
the Receiver's Charge and the charges set out in sections 14.06(7), 81.4(4) and 81.6(2) of the
BIA.

Neither the Receiver's Borrowings Charge nor any other security granted by the Receiver in

connection with its borrowings under this Order shall be enforced without leave of this Court.
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23.
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The Receiver is at liberty and authorized to issue certificates substantially in the form annexed as

Schedule “A” hereto (the “Receiver's Certificates”) for any amount borrowed by it pursuant to
this Order.

The monies from time to time borrowed by the Receiver pursuant to this Order or any further
order of this Court and any and all Receiver's Certificates evidencing the same or any part thereof
shall rank on a pari passu basis, unless otherwise agreed to by the holders of any prior issued

Receiver's Certificates.

ALLOCATION

24.

Any interested party may apply to this Court on notice to any other party likely to be affected, for
an order allocating the Receiver’s Charge and Receiver’s Borrowings Charge amongst the various

assets comprising the Property.

GENERAL

25.

26.

27.

28.

29.

6937005.1

The Receiver may from time to time apply to this Court for advice and directions in the discharge

of its powers and duties hereunder.

Notwithstanding Rule 6.11 of the Alberta Rules of Court, unless otherwise ordered by this Court,
the Receiver will report to the Court from time to time, which reporting is not required to be in

affidavit form and shall be considered by this Court as evidence.

Nothing in this Order shall prevent the Receiver from acting as a trustee in bankruptcy of the
Debtor.

This Court hereby requests the aid and recognition of any court, tribunal, regulatory or
administrative body having jurisdiction in Canada or in the United States to give effect to thi_s
Order and to assist the Receiver and its agents in carrying out the terms of this Order. All courts,
tribunals, regulatory and administrative bodies are hereby respectfully requested to make such
orders and to provide such assistance to the Receiver, as an officer of this Court, as may be
necessary or desirable to give effect to this Order or to assist the Receiver and its agents in

carrying out the terms of this Order.

The Receiver be at liberty and is hereby authorized and empowered to apply to any court,
tribunal, regulatory or administrative body, wherever located, for the recognition of this Order

and for assistance in carrying out the terms of this Order and that the Receiver is authorized and
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empowered to act as a representative in respect of the within proceedings for the purpose of

having these proceedings recognized in a jurisdiction outside Canada.

30. The Plaintiff shall have its costs of this motion, up to and including entry and service of this
Order, provided for by the terms of the Plaintiff's security or, if not so provided by the Plaintiff's
security, then on a substantial indemnity basis to be paid by the Receiver from the Debtor's estate
with such priority and at such time as this Court may determine.

31. Any interested party may apply to this Court to vary or amend this Order on not less than 7 days'
notice to the Receiver and to any other party likely to be affected by the order sought or upon
such other notice, if any, as this Court may order. |

FILING

32. This Order is issued and shall be filed in Court of Queen’s Bench Action No. 1501-09111.

33. The Receiver shall establish and maintain a website in respect of these proceedings at

6937005.1

http://www.grantthornton.ca/services/reorg/creditor_updates and shall post there as soon as

practicable:

(a) all materials prescribed by statue or regulation to be made publically available; and

(b) all applications, reports, affidavits, orders and other materials filed in these proceedings
by or on behalf of the Receiver, or served upon it, except such materials as are

confidential and the subject of a sealing order or pending application for a sealing order.

@ =

Justice of the Court of Queen’s Bench of Alberta
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SCHEDULE “A”
RECEIVER CERTIFICATE
CERTIFICATE NO.
AMOUNT $
1. THIS IS TO CERTIFY that Grant Thornton Limited, the receiver and manager (the “Receiver”)

6937005.1

of all of the assets, undertakings and properties of appointed by Order of the Court of Queen's
Bench of Alberta, (the “Court”) dated the 18" day of August, 2015 (the “Order”) made in action

number , has received as such Receiver from the holder of this certificate (the
“Lender”) the principal sum of $ , being part of the total principal sum of
$ which the Receiver is authorized to borrow under and pursuant to the Order.

The principal sum evidenced by this certificate is payable on demand by the Lender with interest

thereon calculated and compounded [daily] [monthly not in advance on the day of each
month] after the date hereof at a notional rate per annum equal to the rate of per cent
‘above the prime commercial lending rate of Bank of from time to time.

Such principal sum with interest thereon is, by the terms of the Order, together with the principal
sums and interest thereon of all other certificates issued by the Receiver pursuant to the Order or
to any further order of the Court, a charge upon the whole of the Property (as defined in the
Order), in priority to the security interests of any other person, but subject to the priority of the
charges set out in the Order, and the right of the Receiver to indemnify itself out of such Property

in respect of its remuneration and expenses.

All sums payable in respect of principal and interest under this certificate are payable at the main

office of the Lender at *.

Until all liability in respect of this certificate has been terminated, no certificates creating charges
ranking or purporting to rank in priority to this certificate shall be issued by the Receiver to any
person other than the holder of this certificate without the prior written consent of the holder of

this certificate.
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The charge securing this certificate shall operate so as to permit the Receiver to deal with the

Property (as defined in the Order) as authorized by the Order and as authorized by any further or
other order of the Court.

The Receiver does not undertake, and it is not under any personal liability, to pay any sum in

respect of which it may issue certificates under the terms of the Order.

DATED the day of

2

Grant Thornton Limited, solely in its capacity as
Receiver of the Property (as defined in the Order),
and not in its personal capacity

Per:

Name:

Title:



Appendix 2

GCENERAL SECURITY AGREEMENT
TINS AGREEMENT is made this 3 day of April. 2012,

ARTICLE 1
SECURITY INTERFST

1.1 SECURITY INTEREST

Fountain Quail Water Management LLC ithe "Debtor"), having its chict executive office at 11578
Airway Blvd #A, Roanuke, I'X 76262, fax namber: 817-491-9161. a5 cuntinuing secucity lor the
repayment und the performence of each of the Obligativns (2s detined herein) of the Debtor w0 Aqua-
Pure Ventures Ine., fax number: {(403) 301-4126 (1he "Secured Party ") having its address »1 #1, 138
Commercial Drive 8, W., Calgary, Alberta T37 2A7 grants o the Seeured Party u conlinuing, specilic
and fixed security intecest in ali ot the Dehlor's present and aller acquired persenal proparty of every
Nature and Kind now or at any time wnd fram time 1w lme existing, wherever siluate. weluding, witheul
limiting the generality of the foregoing:

(a) Accounts:  All dehis, accounts, claims, rents, moneys und choses in action which now
are ur which may at any time hereafter be due or owing to or owaed by the Debror or in
which the Deblor now ar hereatler has any other interest. and wlso all securities. bills,
netes and other documents now held or owned or which may be heresftor saken. held or
owned by the Debtor of anyone on hehalt of the Debtor in respeet of the said dehts,
aceounts, ¢laims, rents, mumeys and choses in action or any part thereol feollectively, the
"Accounts"

(h) Chattel Paper: All chattel paper i which the Debior now or hereafter has an interesl,
and any part thereot (the "Chattel Paper");

(<) Documents of Titler  All documents of 1itle, whether negotiable or nun-negariahle,
including, without Jlimitation. all wareheuse reccipts and bills of luding, in which the
Debtor new or hercatfer has an inwerest, and any part thereol icolicetively, the
"Ducuments of Title™);

(d) Kquipment: All gowds in which the Deblor nuw or hercatier has an interest ather than
[nventery {as defined hereing or consumner goads and any part thersol, including, without
limitation, &l tools, wppuralus, fistures, plact. machinery, tools and  furniture
jeollectively, the "Equipment"y;

(e) Instruments: All letters ot credil. advances of eredic and all oter instruments in which
the Debtor naw or herealter has an interess, and any part thereol (col lectively, the
"Iostruments"y:;

(N Intangibles: Al intangible property of whatever hind in which the Debtor nowe or

hercafter has an interest, including, without limitalion, ull of the Debtas's choses in
action, contructual rights, agreements. licences, permits, poodwill, patents, trade marks,
industrial desiyms, copyrights and vther industrial or intellectual properly fenllectively,
the "Intangibles");

(2) lnventory: All inventory of whatever kind #nd wherever situated. in which the Dehrar
nuve or hereafier has an inlerest, including. without limitation, all goods. merchandise,

ruw materia’s, goods in process, finished goods and other wnwible persanal propesy now
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ar herealler held for sale. lease, ressle or exchonpe or fumished or 1o he furnished under
cuntraets far service or thar are used or consumed in the kusiness of the Debior, and any
part thereol (callectively. the "Tnventory");

(h) Money: Al money in which the Deblor now or hereafier has an interesl, snd any part
thereot (the "Money™

(i} Proceeds: All prececds and persona! property in any form derived & irectly or indivectly
from uny dealing with the Callateral fas defined hcmn- er any part thereol and any
payment that indemnifies er compensales for such properly losl, damaged or destriyed,
and proceeds of proceeds and any part thersof (collectively, the "Proceeds™: and

() Securities:  All shares, limiled partnership unils, stock, warrants. bunds, debentures.
dehenture stock and other seeurity in which the Debor now or hereaiter has an interesl.
and any part thereol (volleetively, the "Sceurities"),

1.2 FIXED NATURE OF SECURITY INTERESTS

The Security Inlerests (as delined herein) are intended w operate 85 a fixed and specific charge ot all of
the Cullateral presently existing, and with respect 10 all future Collateral, e operdte s a tixed and specilic

charge of such Muure Callateral which shall strach as of the mument the Dehor acquires any rights
Lhcrcm.

1.3 ATTACHMENT

The Dehtor acknowledges thal value has been viven. The Security Interests are intended to attach, 5 o
all af the Collateral in which the Debtor hus an inferest. upon the execulivn hy the Debtor of this Securily
Agreement, snd, as to all Collateral in which the Debter acquires an interest after the execution ol this
Security Agreement, when the Debtor acquives such interest.

1.4 LEASEN

The last day of any term reserved hy any lease. verbal or wrilten, or any agrcement theceler, now held or
hereatter acquired by the Debror is hereby excepted eut of the Security [ntezests. The Deblor shall Asaign
and dispose ol the same in such manner as the Seeured Party may from time e tme direct in writing

withoul cost ar expense ta the Secured Parly. Upar any sale, assizgnmenl. sublease or nther disposition of
such lease ar ageeement Lo lease, the Sceured Pacty shall. Tor the purpose of vesting the aforesaid residue
at any such term in uny purchaser, assignee, sublesser or such other acquirer of the leass, agreement to

SRS Or any inlerest therein, be entitled by deed or ather wnitten instrument w assign o such ather perIon,
the afloresaid residue of any such lerm in place of the Debtor and o vest the same freed and discharged
from any obligation whalsoever respecting the same.

ARTICLE 2
DEFINITIONS

2.1 COLLATERAL

The property, ussews, rights and undertehing charged hercunder, including all of such Accounts, Chanel
Paper, Documents of I irle, Equipment. Totangibles, Instruments, Inventory, Monev. Proveeds and
Sccurities lepether with all increases, additions snd accessions thereto, and all substitutions ar any
replacemenls thercef are. unless plherwise specified. hereln referned 1o as 1he "Collateral”,

-
-
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2.2 SECURITY INTEREST

The security interests granted pursuant 1o this Security Agreement are hergin referred w as the “Security
Interests”, -

2.3 DEFINED TERMS

Unless the context otherwise requires or unless otherwise specificd, all the terms used hereia without
initizl capitals which are delined in the Persona! Properey Secoray At (Alberix) as it may be amended,
restated or succeeded by successor legislation of comparable effsct (the "Aet” ) have the sume meanings
herein 4y in the Act.

ARTICLES
OBLICATIONS SECURED

3.1 OBLIGATIONS SECURED

I'he Collateral constitutes and will constitute continuing securily Tor the tollowing obligutions (the
"Obligations™) of the Debtor w the Sceured Party:

(a) Indebtedness: The prompt puyment, as and when due and pevahle. of 510 smounts now
or hereafter owing by the Debtor ta the Secured Parly, including by way of auaraniee vr
indemmnity, whether now existing or hereafier incurred, mawred or unmatured, dircet,
indirect ur contingant including any extensions and rencwals thereols and

th) Performance of Agreements: 'he steict performance and observance by the Debtor ol
all agreements. wamantics, representations, covenanls and conditians ot the Debter made
pugsuant Lo this Security Agreement or uny other agreement between the Debtor and the
Secured Party all as now in elfect or as hereafier entered into or amendsd.

ARTICLE 4
DEBTOR'S REPRESENTATIONS, WARRANTIES AND COVENANTS

4.1 DEBTOR'S REPRESENTATIONS AND WARRANTIES

The Debtor represents and warranis to and covenants and agrees wilh anud for the henefit of the Secured
Party that:

(a) Incorporation, Licenses and Qualifications: T'he Debtor is & limited lability company,
duly incorporated, properly organised and validly existing under the laws of T'exas and i3
duly registered and quulificd to do husiness under such lows and the laws of cach nther
Jurisdiction in which the character of the properties owned by it or the nature of the
aclivities conducted by it make such registration or gualiBeation sdvissble ar necessary;

(b) Curporate Authority and Power: The Dehtor hus, and =t all times hereafter shall have,
Rl power and lawlul authority, comporste and other, to enter into this Security
Agreement and o grant the Seourity Interssis;

() N Other Corporate Names or Styles:  'he Debtor does not cow and shall nol, without
tirst intorming te Seewred Party in writing, cary on business under or use any name or

“
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(d)

(e)

(n

(g)

()

(k)
(n

ARSI

slyle other than the nsmeis) specified in this Security Agresment;

No Actions or Material Adverse Changes: There is no action ur proceading ~cndmg ar
v the knowledge of the Debwr threstened apainsl the Debtor befove any court,
administeative wyrency, teibunal. arhitestor, government or govemmenlal aec*:cx Or any
tact known to the Dehtor and not disclised 1o the Secured Per Ly which might invalve any
material adverse change in the praperties. business, prospeets or vonditon of the Deblor,

or questiom the validity of this Seeurity Agreement ar any other materisl azveement 1o
which the Debtor is a purty (or the Dehtar's ability to perform its obligations under this
Security ‘\;,rccrnum} and there wre ne eutstanding judgments, writs of execuliom, work
ordess. injuncrians, dicectives wyminst the Debler or ils properties

Non-Conflict: Neither the exceution nor the performance ol this Security ".gvcemen
requires the approval of any regulatory ageney ha\'ln;, Jurisdiction aver the Deblor ner is
this Security Apreement in contravention of ar in conllict with the amicles. Da-laves or
reselutions of the directors or sharcholders of the Deblor or of the provisions of sny
apreement 1 which the Dehtor is a party or by which any of its property muy e baund or
al any stature, regulalion, hy-law, ordinance or other faw, ar of any judpment, deerce.,
award, ruling or order to which the Deblor or any of its properly may he subicer;

Ownership and Collateral Free of Charges: The 1ebtor is the owner ol ur bas vights in
the Collateral free and clear of all encumbrances whatsoever other U the permitted
encumbrances, it any. set forth in Schedule " A" {the "Permitted Encomhrances':

Place of Rusiness of Debtor: “Ihe fallowing isfece the Dehtor's places of business fthe
"Places of Businuss"):

Fountain Quail Waler Management LLC
L1578 Airway Blvd, Suite *A*
Rouanoke, T'X 76262

Insurance: The Colluteral is insured in accordance with the terms hereos:

Account Debtor:  Each of the Accounts, Chartel Paper and Instruments constituting
Collaters! is genuine and enforceable in accordance with its tesms uyainst the party
nhligated to pay thereunder (the “Account Debtor");

Amounts Due From Account Debtor: The smount represented by the Debtor o the
Secured Party from time to time us awing ky cach Account Deblor or by sl Account
Debtors shall, 1o the besl of the Debtor's knowledge be the correct amnunt actually and
unconditivnally owing by such Account Deblor or Account Debrors, save and excepl lur
normal cash discounts where applicable and a reasenable reserve tor bad debts:

Niv Defaunlt: ‘The Debtor is not in breach of any agreement o which il is a parly;

Enforceability:  This Sceuriy Agrcement constitutes a valid and lepally binding
abligation ol the Debtor entorecakle against the Deblor in accordsance with its erms,
subject only W bunkruptey, insolvency ar otber stalules or judiciz! dee'sinns atfecting the
entoreement of creditons’ rights in pencral and to zeneral principles ol u.qun'- mder which
speeific perfornance und injunctive reliot may be reflused by a court in it discretion;



(m)

(n)

Financial Tnformation: In all information and linancial statements supplicd for the
benelit of tae Secured Parly, the Debror has mads no untrue statesent of any fact, and
has revealed all fucls the omission of which would make such infarmation and slalements
misleading. The Debtor hus disclosed all facls which adversely allect or, so far as the
Deblor cun reasonably foreses, will adversely afTect the business, pPrpErtics, prospects ar
financial condilivn of the Dehtar or the ability of the Debtor to perlirm s abligations
hercunder. ATl accoumting intormation and financial statements supplicd tor the benelil
of the Secured Party have besn prepared in accordance with generally  aceepled
accounting principles; und

Reliance and Svrvival: All representalions and warranties of the Dehtor made herein or
in any certificate or other dovument delivered by or on behall of the Debtor for the
benelit of the Secured Parly are material, shall suevive the exceation and delivery of this
Seeurity Agreement und shall continue in (ull foree snd effeer without time limit.  he
Secured Party shull be deemed o have relied upon each such representation and WArrly
notwithstending any investigation made by ar on behalf at'the Secured Parly nt any time.

4.2 DEBTOR'S COVENANTS

Unless compliance with the lullowing covenants is waived by the Secured Party in weriting or anless non-
compliance with any such covenants is ulherwise consented ta by the Secured Parly by wrilten agreement
with the Debtor, the Debtor cavenants and avrees thal:

(a}

()

(«)

(d)

(¢)

BEFCENERS PR

Keep Collateral in Good Repair: The Debtor shall keep the Collateral in goad arder,
condition and repair:

Compliance with Agreements and Laws: The Dehror shall not use the Collateral in
vielstion of this Security Agreement or any other agreement relating to the Collateral or
any policy insuring the Collateral or any applicable statute. law, hy-law, rule, regulstion,
court order or ordinance;

Notification to Secured Party: The Dehwor shall promptly notity the Secured Party of?

(i) Claims and Liens: any claim, lien, charge. sccurity interest ar other
eneumbranes made or asserled against any of the Collatersl, and

(i) Proceedings: any suil, actiom or proceeding atfecting any ol the Collaleral or
which could affect the Debtor,

urd the Debtor shall, at its own expense, defend the Collaleral sgainst any and all such
claims, liens, charges, securily inlerests or other encumbrances and against any and all
such suits, actions or proveedings;

No Aceessions or Fixtures: ‘The Debtor shall prevent the Collateral from becoming sn
accession o uny property ether than the Collatecal or from becoming v Mxture unless the
Securily Interests rank prior to the inteests of all uther persons in the realty:

Murking the Collateral: The Debtor shall, al the reguest of the Seeured Party, mark, or
otherwise ke appropriae steps te identily, the Collateral w indicale clearly thur it is
subject L the Security Interests;

N
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(=)

()

(i}

(k)

(n

(m)

2AREXARIITS A

Disposition of Collateral: The Deblor will not wansler, assign, scll, l2ase or olherwise
dispose af the Callateral or any interest therein except for:

(i) Inventory in the ordinary course of business on customary teade terms; and

{ii) Equipment which has hecrme worn out, damaged or olherwise unsuitakle for its
purpose, on condilion that the Debler substituzes for such Tyuipment property of
cqual - value  free from all other  encumbrances  cther than Permitled
Encumbranees, it any.  Such substiwted property shall hecome part of the
Collateral as svor us the Debror acquires any inlerest in in;

Encumbrances: Txcept for the Permitted Encumbrances, the Debtor shall not create,
assume ur sufler w exist any mortgape. hypothee, charge, pledge. security interean, claim,
Lien, churee or other encumbrance in, of or an any of the Culluters!;
Change of Places of Business, Collateral and Name: The Debter shall nat change the
location of its Place(s) of Business, chiel execulive office, any ot the Collateral or the
recards in respect thereof or change its name withoul piving o the Secured Purly twenty
days prior writlen notice of the chunpe of location ar of the new name. us applicahle;

servicing of Payahles: ‘The Debtor shall promplly pay when due all amounts which are
payable by it howsaever arising, ncluding without limiting the generalite of the
loreging, all rents, charges. laxes, mies, levies, assessments. lees and duties snd shall
provide the Secured Parly with evidence of such payment upun reyuest;

Notice of Loss of Collateral: The Debtor shall give immediate written notice to the
Secured Purty of:

i all loss or damape w or lss of possession ot the Collateral vtherwise than by
disposition in accordanes with the terms hereol; and

{ii) any faiture of any Account Deblor in payment ar performance of abligations due
o the Deblor which may affect the Callateral:

Conduct of Business:  The Debror shall carry on and conduct business in a proper and
elTicient manner sa as to protect and preserve the Collaleral;

Inspection of Records and Collateral: ‘1 he Debtor shall at all times keep accurate and
camplete records of the Callutersl as well 85 proper boaks ot account for its business all
in accordanve with generally sccepted accounting principles, consislently applied. The
Debtor shall permit the Secured Party or ils aulhorised agent 1o have access o all
premises oceupied by the Debtor or any place where the Collateral may be found @
inspect the Cellateral and o examine the hooks of accaunts, tinancial records and repurts
ot the Deblor and o have temporary custody of, make copies ol and ake extracls frim
such bouoks, recimds anc reports:

Access to Information: The Secured Parly or its agents shall have the right o inspeer
the Collzreral and review and copy any and all information and dats relaring o the
Collaterul or 1o any other rransactions between the parties herelo whersver und bowever
such dale may he srored, [n the event that the use o a compuler system s required to
access any information and data which the Scecured Party iz entitled o access and

N



(m)

(0)

(p)
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cxamine hereunder, the Debtor shall sllow the Secured Parly the use of is cimnpuler
system for such purpose snd shall provide assistance in that regard. 17 for anv reason the
said informuenion snd daa cannul he aceessed and retrieved at the Debtor's premeses the
Secured Party may remove the medium in which such informarion or duis is stored trom
the Debtor's premises 1o sny other place which has a computer svstem that will cive Lhe
Secured Parly the opportunity 1 retricye. recond or copy such information and daty, The
Secured Party shall he entitled to reproduce and retain a copy of anv sieh information
and data inany formmat whatsozver

Delivery of Documents: The Dehror shall deliver w the Secured PParty promptly upon
reyues:

(i} Documents of Title, ete:  any Chatte! Paper. Instruments, Sceuritics, and
Dacuments of Tille, and upon such delivery, where applicable, duly endurse the
same for transter in blunk or as the Secured Parly may dircet;

(ii) Bouks of Account: &ll computer software, tapes, discs. drums und cards, 31l
bovks al aceount and all records. ledpers, reports, correspondence, schedules,
dovuments. statements. lists und other writings relating W the Callaters! or the
Debtar's business for the purpose of inspeeting. auditing or copying the same:

(iiiy  Financial Statements: oll linancisl statements prepared by or Jor the Dehtor
regarding the Deblor's business;

{iv) Policies of Insurance: all policies and certificates of insurance relating o the
Carllsteral;

{v) Agreements: all agreements, licenses, pormits and consents relating W the
Callateral and Lthe Deblors business: and

{¥i) Other Information: such intormation conceming the Collateral, the Debter and
the Deblor's business and aftaies as the Secured Parly may requese

Risk and Insuranee:  The Dehwor shall bear the sole rish ol any loss, damage,
destruction or cimbiseation of or to the Collateral during the Dehlor's pussession thereof
or otherwise. “The Debtor shall insure the Cuellateral with insurers acceptable to the
Secured Party against loss or damage by fire, theft or other insuradle perils customurily
insured azainst by persens having an interest in such Collateral for the full insuruble
value thersol with the Secored Party as a named insured end with loss payable 1o the
Secured Parly as its interest may appear.  The Debler shall also abrain such arther
insurance coverage as the Secured Purly may reasonahly require from time 1o Gme. Al
such policies of insurance shall previde that the insurance caverage provided thereunde:
shall not be changed or cancelled except an thirty (301 davs notice 10 the Secured Party.
[} the Deblor shall fail to so insure, the Secured Pasty may insure the Collaters! and the
premivms for such insurance shall be added w the balance of the Ohligalivns seeured
hereunder as they exist at the date ol the payment of such premium by the Secured Pary,

Proceeds In Trust: The Debtor shall and shall he deemad 1o fold all Proceeds in trust,
sepurate and spart from other Money, Instruments or property, for the benetit ol the
Secured Party until all ameunts vwing by the Dehtor to the Secured Party have been paid
n full;

-1



(u) No Amalgamation:  The Deblor shall not change U nature of i husiness or
amalgarnute ar otherwise merge with any person or permit all of or a substantial poition
alits property o become the properly of any other person. whether in ane or a serics of
transactions, and the Debtor shall not do any act or thing thal would materially adversely
affect ils business, properly, prospects or Inancial condition and shall not permil any
carpoeration ol whick it is the majority shareholder w do uny of the toregoing: and

(r) No Distrihutions:  The Debinr shall not pay, declare or sot aside lir payment any
dividends or other distributions in cash or in specic an account ol the Debrors capital nor
reduce its capitul in any manner.

ARTICLE §
SECURITIES

5.1 EXERCISE OF RIGH'TS

Until the oceurrence of un Event of Default and unt‘l any transfar of registered uwnership in the Securities
contemplated hershy, the Debtor shall be entitled o receive dividends or other distributions, vote te
Securilies and give consents. waivers and ratifications in respect thereof, provided however thul no such
aclion shall be taken which would impair the elfecliveness of Sceurity [nterests created herehy or the
value ot the Securities or would be inconsistent with or violate the provisions ol this Sceurity Agrecment
or any other written agreement between the Sceured Party and the Debior.

5.2 TRANSFER OF OWNERSHIP

The Secured Purly may, at its sole and unleuered diseretion, reguire the Deblor w lransfer regisered
ownership ol the Seeoritics into the Secured Parly, the Sceured Party's ageat or a neminee of the Securcd
Parly. Notwithstanding such transfer. prior to the cccurrence ol an Cyent of Defaulr, Section $.1 shall
continue to apply and upun such ranster the Secured Party shall provide the Debtor with such proxies and
other wrillen authorisations as may reasonahly he requested by the Deblor w enusble the Debtor o
exercise the rivhis and rake the actions Cescribed in Scetion 3,1

5.3 RIGHTS ON DEFAULY

Upon the oceurrence and during the conlinuance of an kvent of Default the Secured Parly may elect hy
wrillen natice  the Debtor and 1 un officer of the issuer of the Securilies, that all rights of the Debrar in
the Securdties including. withour limitation. the right W vole, give consents, waivers or catilications and
take other actions and receive dividends or other distributions, shall eease, and vpan such election all such
rights shall hecome vested in the Secured Parly.

ARTICLE 6
COLLECTION OF ACCOUNTS

6.1 COLLECTION OF ACCOUNTS

Upon the vecurrence of an Event of Default and during its continuznes, the Sceured Pacty. on ils own
account vr through g receiver, recelver-manager or seent and whether alane or in cenjunction witk the
exervise ol ull vr any ather remedies contempluted hereby. shall have the right, at any time, (e notily and
direct Accuunt Dehtor to make all pavments whatever 1 the Sceured Party and the Secured Parly shall
have the righl, 2t any time, to hold il amaunts acquired from any Account Deblers and any Proceeds us
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part of the Cuellateral. Upen such eccumrence and during suck: conlinuance, a any payments received v the
Deblor shull be held by the Debtor in trust tor te Secured Party in the same medium in which (eu;nml
shall not be conmingled with any esseis of the Debror and shall, a1 the request ol the Securce Party, be
turned over to the Secured Party not later thar the nesl business day following the day of their ceceipl.

ARTICIET
APPOINTMENT OF ATTORNEY

T ATTOINTMENT OF ATTORNEY

Elfective upon, and during the continuance of, an Lven: of Default, the Deblor herchy constituzes and
appaines any vice-president ar the president of the Sceured Part ty Irom time o time, or any receiver
appainted of the Debtor as provided for in this Security Apreement. the rue and lawiul attorney of the
Debtor irrevocably with full power of substitulion 1 do, make and execute all such ducuments, acts,
matters or things with the right 1o use the name of the Debtor whenever and wherever it msy be deemed
necessary ur expedient in connection with the exercise ot its rights and remedies sct forth in this Security
Agreement. Without limiting the penerality of the foregoing, the Securcd Party is authorised 10 sizn uny
{inancing statements on behall of the Debtar, The Debtor hershy declures that the irrcvacadle power ol
siorney grmted liereby. heing couplad with an interesl. is given for valuable consideration.

ARTICLESR
DEFAULT

8.1 DEFAULT

The Deblur shall be n default under tis Security Agreement upon the occuerence of any ol the lulluwing
events ("Events of Deluull” )

(x) Performance of Obligations: The Dehlor defauhs iv performance of any af the
Obligarions:

(h) Breach of Agreement:  The Icbtor obreaches any term, pruvisivn, warrenly.
representation ar covenant under this Security Agreement or wny ether agroement
hetween the Debtor and the Secured Party, all as in effect or as hereatier entered into or
amended;

(<) Guarantor or Indemnitor Default: Any person who lrum time 1o lime guarantees the
Obligations or whe covenants and agress e indermify the Secured Party fae any loss.
costs ar damages as a result of the Dehto's failore to perform the Obligations {the
"Guarantor/Indemnitor"), commits a breack of, or fails w observe ur perlorn, sny
covenant, representation or warranty i favour of the Secured Parly:

(d) Cease o Carry on Husiness: I'he Debror or Guarantor! [ndemnilor censes or threatens
L cease Lo carry en business,

{e) Baokruptey, Insolvency: The dissolution, lerminatiom ol exwsience, insalvency,
bankruptey or business lailure of the Debler or Guaranter/Indemnitor, or upon the
application 1or or the vppointment of & reeciver or reeciver manager of any part of the
oraperty af the Debitour or Guarankw/Indemmitar, or the commencement by or against the
Debtar or Guaranter/ndemnitor of any progceding vader any bankeupicy, srrangementl,
ceorganisation, dissolution, liguidation, insolvency ur similar law for the relicf of or
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{h)

D)

(i)

(k)

U]

atherwise alfecting creditums of the Debror or Gusrantor/lademnitor, or hy ar against any
vuarantor or surety for the Debtor ur CGuarantorIndemeitor, ar upon the issue ol any writ
ot executiom, warrant. allachment, sequesteation. levy, thivd pary demand or gara; shzm:nl
ar similar process against the Debtor, Guarsntor/lndemnitor or any part of the Caollatersl;

Commit Act of Bankruptey: [he Dedior ur GuarantorIndemnitor commits or threatens
i commit an aet of kankrupicy:

Dissolution, Winding Lp:  The instilnlion by or opainst the  Deblor or
CinarantardIndemnitor of any formal or informal pnmdmr far the dissolution or

liquidation of, sertlement ol claims against or winding up of atfairs of the Debtar or
Guarantor? Indemnitor;

Sale in Bulk: The Debter or Guarantor/Tndemnitar makes or propuses e make any sale
of ity assets in bulk:

Charge Against Collateral: 17 any right ot distress is levied ur is threatened o be levied
against the Collareral of i any se.,unl', interest, mortgage. lien, claim, charge ar any other
encumhrance affecting the Caollateral decomes enlurceahle : apainst the Collateral or uny
[part thereofl;

Destruction of Collateral:  Any material portion of the Collaterl is damaged or
destroved;

Other Default: 1he Debtor or any Guarantor/Indemnitor detaults undes any agreement
with respect to any indebtedness or other obligation to any pecson vther than the Secured
Party if such detault has resulied in, or may rcsult. with notice or lapse of ime or hoth, in,
the aceeleration ol any such indebredness ar obligation or the right of such person w
realise upon uny Collateral; and

Performance Impaired: The Sccured Pary in good faith believes the prospect of
payment or pectformance ol the Okligations hereunder is impaired.

8.2 SECURITY ENFORCFEARLE

The fact that this Security Agreement provides for Events of Default and rights of accelesution shall not
derogate fram the demand naturs ol any Ohkligation payvable on demand.

8.3 WAIVER NOT TO AFFECT SUBSEQUENT BREACIH

The Secured Perly may waive default or any breach hy the Dehior of any of the provisions contained in
this Security Apreement. No waiver shall extend w e subsequent hreach or default, whether or not the
surmne as ot similar ta the beeach or default waived and na act or omission ol the Secursd Party shall
extend 1o or be taken in any manner whatsocver to atfect any subsequent breach or defsul of the Debtar
or the rights ol the Secured Party resulting therefiom. Any such saiver must he in writing and signed by
the Secured Puarly o be offactive.

SIEIEAASITSA
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ARTICLE Y
SECURED PARTY'S REMEDIES ON DEFAULT

9.1 INDEBTEDNESS DUE AND RIGHT'S AND REMEDIES

Upon the occurrence of an Event of Defanlt all of the Obligations shall become immedistely due und
payable without notive 1o the Debtor, and the Secured Parly may, at its oplien, proceed o enfinee
payment and pesformance of same and ko exercise any or all of the rights and remedics contalned herein,
ineluding, without limitation. the sigmitication urd collection of the Deblor's Accounts I, ur etheraise
attorded by luw, in equity or atherwise. The Secured Pary shall huve the right to enlonce one or mare
remedies suceessively ur concurrently in secordance with applicable law and the Secursd Party expressly
retains all rights and remedics not inconsistent with the provisions herein Including all the rights it may
have under the Act, and, withoul restricting the generality of the foregoing, the Secured Party may upon
such Event of Detault and wo the extent permitted hy spplicable law:

(a)

(@)

(e)
(f)

MIRIENAQIITS AV

Appointment of Recciver: appoint by instrumenl in writing a receiver 1which lerm shall
inchide a receiver and manager or agent) of the Nebrar and of all or uny part of the
Collateral and remove ar replace such recesver from dme w Gme or may institute
procesdings in any court ol compelen! jurisdiction for the appointment of a recelver,
Any such recelver sppointed by the Seeured Party, with respect to responsidility Tor its
aets, shall, to the extent permited by applicable law, be deemed the ggent ol the Debier
and not of the Secured Party, Where the Secured Party is reforred te in this Article the
reference includes, where the context permits, any reesiver so appointed and the officers,
employess, servants or apents of such receiver:

Enter and Repossess: immediately and withoul notice enter the Debtor’s premises und
repossess, disable or remove the Collatersl;

Retain the Collateral: reluin and administer the Collateral in the Secured Party's sole
and untettered discretion, which the Debtor hereby acknowledpes s commercially
reasonable;

Dispose of the Collateral: dispose ol any Collaieral by public auction, private weadsr ur
privare contract with or without natice. advertising or any other formality. all of which
are hereby waived by the Dehtar to the extent permitted by law. The Secured Party may,
lo the extent permitted by law. at its discretion establish 1he tevms of such disposition,
including, withour limitation, terms #nd conditions as to credit. upsel. reserve bid ur
price.  All payments mude pursuant to such dispositions shall be crediled against the
Obligations only us they are actually reecived, The Secured Party may, In the extent
permilled by law, enter inte, rescind or vary any contruet for the dispesition of any
Collateral and may dispose ol any Collateral again without being answerable (or uny luss
pecasioned thereby,  Any such disposition may mke place whether or not the Secured
Party has aken possession ol the Callateral:

Acceptance: loreclose upon the Collateral;

Sceurities: reguire that the Sceurities be registered in the name of the Sceured Party and
the Sceurcd Party may therealler withoul notice, cxercise any and all voting and
comorate rights at any meeting ol the issuer(s) thereof snd exercise any and all rights,
privileges or options pertaining w the Securities as if it were the absalute owner thereol.
including without limitation, the right so exchange at its discretion, any and all ol the
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Securilics upon the merger, consolidation, reorganisation, recapitalisation or other
readjustment of the issuer thereat or upon the exercise hy the issucr thereal ol any v ight,
privilege ur oplion portaining 1o any ol the Scewrities and in cmneclion therew! th, W
depusil snd deliver any and s1l of the Collateral with any committee, deposilary, nan;fq

agent, registrar vr other designated agency upen such teems and conditions as it may
dererrning;

(2 Carry on Business: carry on or conenr in the carrving on of s or any part of the
business of the Debtor and may, in any event. w the exclusion ot all othess, includin i the
Dehror, enter upon. aceupy and use all premises of ar occupicd or used by the Debtor and
use any ol the personz! prapecty {which shall include tixtores) of the Deblor for such time
and such purposes a3 the Secured Parly sees fit. “The Secured Party shall not he lahic ta
the Debter for any neglect in so doing or in respect of wny reny costs, charges,
depreciation or dameges 1 connection therewith;

(h) Payment of Encombrances: pay any encumhrance, lien, claim or charpe thut may exist
or he threatened against the Collateral, In any such case the amouns so paid ogether
with costs, charges and expenses ineurred in connection therswith shall be sddec to the
Obligations:

(i) Payment of Deficiency: il the proveeds of realisation are insufticient w pay all
mimelary Obligations, the Debtor shall Torthw:th pay or cause o be paid 1o the Secured
Party any deficiency and the Seeured Party may sue the Debior wo culleet the wmount of
such deliciency: and

(i) Dealing with Collateral: subject Lo applicahle law, seize, collest, realise, borrow money
an the secusity of, release o third partics, sell (by way of public or privale sale). lense ur
otherwise deal with the Collateral in such mannes. upen such terms and condilivns, at
such time or times and place or places and lor such consideration as may seem o the
Seeured Pary advisable and withoul notes te the Debtor. Phe Sceursd Party may charge
on its own behull and pay 1o others sums tor expenses incurred and lor services rendered
fexpressly including leal. consulting, receivers and accounting lees) in vr in vonneclivn
with seizing, collecting, realising, borrowing on the secusity ol selling or obluining
payment of the Collateral and may add such sums w the Obligaiions.,

9.2 ASSEMBLE THE COLLATERAL

‘I'a assist the Secured Parly in the implementation of such vights and remedies, the Debtor will, al fis ewn
risk and expense and immediaely upon the Secured Party's request. assemble und prepare for remaoval
such ilems of the Callateral as are selected by the Secursd Parly as shall, in the Sceured Party's sole
Judgment, have a value sulMicient b cover all the Obligations,

S SECURED PARTY NOT LIARLE FOR FAILURE TO EXERCISE REMEDIES

The Secured Parly shall not be lisble or accountable tor any failure o exercise its remedies, toke
pussession of. scize, colleet, realise, sell, lease or otherwise dispose of or oblain puyment for the
Colluters! snd shall nor be bound w instituie proceedings Tor such purposes or for the purpose of
preserving any rights, remedies or powers ol the Secured Party, the Deblor or any other persan in respect
el same.
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9.4 ALLOCATION OF PROCEEDS

All moneys callected or received by the Secured Pary in respect of the Collareral may be held by the
Secured Party and may be applied on account of such parts of the Obligations al the sole disczetion ol the
Sveured Party.

9.5 EXTENSION OF TIME F1¢.

‘The Secured Purty may arant extensions of time und other indu) zences, lake and pive up securilies, ueeept
compusitions, grant releases and discharges, release the Collateral o third pamics and othenwise desl with
the Dehrar's guarantors or sureties and others and with the Collateral and other securities as the Seeured
Parly may see (it withour prejudice 1w the liability of the Deblor 1o the Scoured Party. or the Secured
Party’s rights, remedies and powers under this Securily Agreement,

9.6 FORBEARANCE IS NOT WAIVER

No extension of time. forbearnnce, indulgence or other secommadation now, herelolore ur heresfter Biven
by the Secured Party o the Deblor shall operate os a waiver, alteration or amendment ol the rigthts of the
Seeured Party or otherwise proclude the Seeured Pary from enforcing such righis.

07 EFFECT OF APPOINTMENT OF RECLEIVER

As soon as the Seeored Party takes possession of any Collateral or appuinls a receiver, all pawers,
functions, rights and privilepes of the Debrar and the directors and officers of the Debror with cespect to
the Callsteral shall cease, unless specifically continued by the wrilten consent of the Sceured Pacty or the
TCCSIVEL,

9.8 INDEMNITY

The Debror shall indemnily and save harmless the Secured Pacty Trum any and all costs, SXPEN3cs,
ltabilities and damauves which may be incurred by the Secured Party in conmection with:

(a) the Collateral:

(b) the occurrence ol an Bvent of Defzult; and

(e} the enforcement ol its rights hereunder.
9.9 LIMITATION OF LTABILITY

The Secured Party shall not be liable by reasun of any enlry inte or taking possession of any of the
Collatersl herchy chargad or intended so 1o be or any perl thereof, to account 35 marrgages in possession
ur for anything exeept actual ceceipts ur be Hahle for any loss an realization or any act or omission for
which a secured parly in possession might be lizble, The Secured Party shall not by virlue of thess
presents be deemed o be a morlgagres in possession of the Collateral,

The Debtor hereby releases and discharges the Secured Pacty and the receiver from every claim of every
nature. whether sounding in damages or not. which may urise or he caused 1o the Debtar or any persan
claiming threugh or under the Debtor by reasen or as a result of enything done by the Seeured Party ar
any suceessor ar assigm elaiming theough or under Lhe Secured Party or the receiver under the provisions
wl this Secumty Agreement unless such cluim be the result of dishonesty or gross neglecl.
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ARTICLE 140
MISCELLANEOUS

L COSTS

e Debtor shall reimburse the Secured Party on demand for all interest. commissions, costs of
realizativm {which tor the purpases hereol shall include any loans or advances made by the Secured Purly
I & receiver, receiver-manager or sgent) and other cosls and cxpenses tincluding legal fees and expenses
on a selicilor snd his own client scale) incurred by the Secured Parly or any receiver in comneehon with
the preparation, execution, perfection. protection, enforcement ul and advice with resoect 1o this Security
Agreement, including, withour limitation, those arising in connection with the realization, dispasition,
retention, protection ar collection of any Collateral and the protection or enfimeement of the cights,
remedies and powers of the Seeured Pasy or uny receiver and those incurred lor perpetval registration of
any fnancing statement rewistered in connection with the Security Inlerests. All amounts tor which e
Debtar s required hercunder to reimbuarse the Sceured Pacty or any receiver shall, frem the date of
disbursement until the date the Sceoured Party or the recoiver reccives ceimbunement. he deemed
advanced Le the Debtar by the Secured Party, shall be deemed o e Obligations secured hereby and shall
brur interest at the highest rate per annum charged by the Secured Party on any ol the other Obligations.

10,2 ENTIRE AGREEMENT

Ihis Security Agreement contains the entine sgreement berween the parties relating te the Sceurity
Interests pruntec herein. Any modification of this Seeurity Agreement shul! not be hinding unless in
writing and signed by the Secured Party and the Debtor. Thers are no representations, warranties,
covenants ar acknowledgements effechng, or relied upen in vennection with entering into, this Securily
Agroement or any Collaleral, other than as expressed herein in writing,

10.3 SEVERABILITY

Any pravision of this Securily Apreement prohibited by law or otherwise incttective shall be inellective
anly ta the exteat of such prohibition or ineffectiveness und shall he severable without invalidating er
atherwise alTecting the remaining provisions herenl.

10,4  NO OBLIGATION TO MAKE ADVANCES

Nothing herein shall ohligate the Secured Party v make any sdvance or lozn ar turther advance or extend
credil L the Debtor.

1.5 SECURITY IN ADDITION AND NOT IN SUBSTITUTION, REMEDIES CLMULATIVE

The rights. remedies and powers conferred by this Secarity Agreement sre cumulative and ace In addition
lu, and nol in substitution for, any other rights, remedics or powers the Secured Party may have under this
Seewrity Agreement. by contract, at law, in equity or by or under the Act or any ather statute,  1'he
seeured Party may proveed by way of any action, suit or other proveeding al luw, in cquity or hy centract,
and no righl. remedy or power of the Secured Party shall be exclusive of or dependent on any other, The
Secured Parly may exercise any ot its rights, remedies or puwers separately or in combination and at any
time.
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L6 SECURITY INTERESTS EFFECTIVE IMMEDIATELY

Neither the exeeution of, ner any filing with respeet o, this Securily Aprcement she!l bind the Secured
Parly 10 grant any uredit to the Deblor, but the Securily Inferests shall ke offeet torthwith upan the
execution of this Security Agreement hy the Deblor.

HL?  STATUTORY WAIVERS

I'e the [ullest extent peemitted by lzw, the Deblor waives all of the righis. henetits and prowections given
by the pravisions of any existing or futurs statute which impeses limitations upan the powers, rights or
remedics of a Secured Party or upon the methods of realization of seeurity, including any scize or sue ur
anti-deficiency statute or any similar provisions of any other stature,

108 PROVISIONS REASONABLE

The Debtur achnowledges thal the pravisions of this Security Agreement and. in particular, those
respecling rights, remedies and powers ol the Secured Party and any receiver against the Deblor, ils
business and any Collaters| upon the occurrence of an Fyent of Delault, ure commercially reasonable and
not manifestly unreasonable,

10,9  FURTHER ASSURANCES

Fhe Debtor shall al =l times, do, execute, achnowledge and deliver or cause o be done, oxcoured.
acknowledyed or defivered all such lurther acts, deeds, transters, assipnments, seeurity agreements and
assurances us the Seeured Pacty may reasonshly requice in onder w give effect t the provisions heceo!
and for the better geanting. wrensferring, assigning. cherging, seting over. assuring. confirming or
pertecting the Security Inerest and the privrily secorded to them by law or under this Sceurity
Agreement. Deblor further agrees thal a carhon, phoetagraphic, photostatic or viher reproduction of this
Security Agreement or of & financing stulement is sutficient as a financing statement

HLIE NOTICES

Every notice. consenl, demand and other communicaliom in connection with this Secusity Agreement and
all legul process in regard herete shall be validly given, made or served il in writing and deliverad to, or
mailed, postage prepaid, or faxed or other similac torm of communication {eollectively "Klectronic
Communication"} w the ntended recipient at its addreess or fax numhber first written above or to such
other address, number ar person as such parly may from time to time designate by notice.

Any notice, requisition. demend or other instrument. it delivered, shall be deemed 10 have heen given or
made on the day im which it was delivered and il senl by Electranic Communication shall be desmed 1o
have been given or made en the business day nexe fallowing the day on which il was se sent. snd if
mailed shall be deemed 10 have been given or made an the fitth business day Jollowing the day on which
it was somailed Any porty herele may give written notice of a change vl address in the same manner in
which any notice shall thercafter he given to it as above provided al such changed address.

10.11 DISCIIARCL

Upon payment and performance by the Debror o the Obligativns, the Secured Party shall upon request in
writing by the Deblor deliver up this Secueity Agreement w the Debtor and shall at the expense of the
Debror cancel and discharge the Sceurity Interests and execule and deliver to the ebtar such documents
08 shall be requisite to discharge the Security Inferests hereby constituted.
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10.12 TIEADINGS

All headings and titles in this Security Agreement are for reference only and sre not to be used in the
interpretation ol the 1erms hereo!,

10.13  BINDING EFFECT

This Sceurity Agreement shall be binding an the Debtor, and its suceessors. heirs. sdministrarors and
executors wnd enure to the beneli of the Secured Parly and the successors and assigns ot the Secured
Parly.

10,14 APPLICABLE LAW

This Security Agreement shall be construed and enforceable under und in accardance with the luws of the
Provinee of Albersa and the Deblor hereby ircevocably attorns to the jurisdiction of the Courts sitting at
Calgary, Albena,

LIS DELIVERY OF COPY

The Debtor hereby acknowledges reeciving a copy of this Seeurity Agroement,

EXECUTED by the Debtor etfective this 3! day of April, 2012,

Fountaio Quail Water Management LLC

‘B
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Schedule A

Permitted Encumbrances

L. Business credit line granted by Fiest State Bank.
2, Cyuipment lease granted by Alan Ritchey, Inc.
l .:.
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