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TERRALOGIX INC.

6% Convertible Debenture £300,000

TERRALOGIX INC. (thy "Company™), lor value received, promises to pay five years from
thoe date of this Debenture, subject to tho terma and conditions hercinafter aset forth, to
P.R.W. (Gibraltar) Ltd. (the "Halder") the principal sum of $300,000 (the "Loan™) in lawrul
money of Canada togethey with interest thereon from the date of this Debenture, in like
money, at the rate of 6% per annum payable on the due date of the Dehenture or at the
time of canversion hereinafter referred to, whichever occurs first.

The parties hereby further ngree te the fallowing terms and conditions:-

1. Definitions. Thefollowing words and oxpresasions shall have the meanings set
opposite them: '

*"Civil Code" ar the abbreviation "C.c.Q" means the Civil Code of Quebec.

"Conventional Security" means a conventional hypothec, a resolutory right, =a
right of redempticn, a reservation of ownership, a trust and any secumity device or
other real right, whether or not capable of registration, granted by agreement for the
purpose of securing the performance of an obligation.

"Company's Con;_'versiou Price" meoans a price per share which ia 75% of the price
per share of an oquity financing contemplaterd by the definition of "Trigger Event".

"Control" has the meaning ascribed to it in the Canada Busineas Corporatians Act.

"Encumbrance” menns a legal cause of preferonce, a dismermberment of the right of
ownership, a special mode of ownership, a restriction on the right to dispase and a
Canventianal Secqrity.

"Event of Default" means any of the events described in Section 5 hereof.

*Holder's Conversion Price" moans Twenty-eight dollare (§28), if the Trigger
Kvent haa not occurred or, if the Trigger Event has occurred, a price per share which
ia tho lesser of Twenty-eight dollars ($28) ar 100% of the price per share of an ocquity
financing contomplated by the definition of "Trigger Event".

"Intelloctual Property” means the universality of all of the Company's present and
future trade uanines. trade-marks, copyrights, designs, processes, know how,
goadwill, licencein, franchises, permita, quotas, patents and other rights of
intellectual and industrial property of any nature and deacription, and all pending
applicationa pert&ining thereto including, without limiting the generality of the
foregoing, in resp;&:ct of the follawing patents and trade-marks:

Patents ;
Country Application Patent Title
Na. ¢ No.
Australia 702 1%2798 FUEL AND PROCESS FOR FUBREL
: PRODUCTION
Brazil PI9B0O8764 MOLECULAR REACTOR FOR FUREI.
. TNDUCTION
Brazil PISEOO0OR. 4 FUEL = AND PROCESS FOR FURL
: PRODUCTION .
Canada 228(&589 FUEL AND PROCESS FOR FUEL
: PRODUCTION

!
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Country

Canada

Canada

China

China

Europe

Europe

Burope

India

Tndia

Japan

Japan

South Korea

Socuth Korea

Mexico

Mexico

United Statos

United Staties

United Statea

Linited States

Unitefd Statea

L S AV VY 1

Appli;cation
a
2280678
2348%31
98804512.2
9880%9384
989147163
08921284
09925343
3045/Del/98
3046/Del/98
5446%8/1908
5486.34/1998
99-7009€45
99-7010361
2909508
9010298
09/3';’2056
09/4;_7049
09/4 §;15695
09/7:26202

[not yot filed]

Patent
No.

6167872

6193851

6202633

9.

Title

MOLECULAR
INDUCTION

REACTOR

FOR

FUIRL

CLEANER FOR COMBUSTION SYSTEMS AND
CATALYTIC CONVERTERS

TITEL AND
PRODUCTION

MOLECULAR
INDUCTION

YURL AND
PRODUCTION

MOLECULAR
INDUCTION

PROCESH

REACTOR

PROCESS

REACTOR

FOR

FOR

FOR

FOR

FUEI

FURT.

FOURL

FUEJ.

CLEANEH FOR COMBUSTION SYSTEMS AND
CATATLYTIC CONVERTERS

FURL AND PROCESS FOR
PRODUCTION
MOLECULAR REACTOR FOR
INDUCTION
FUERL AND PROCESS TORr
PRODUCTION
MOLECULAR REACTOR FOR
TNDLUICTION
FUKL AND PROCESS FOR
PRODUCTION
MOLECULAR REACTOR FOR
INDUCTION
FUILL AND PROCESS FOR
PRODUCTION
MOLECUTLAR REACTOR FOR
INDUCTION
CLEANER FOR COMBUSTION
CATATNYTIC CONVERTERS
FURL AND PROCESS FoRr
PRODUCTION
MOLECULAR REACTOR FOR
INDUCTION
FUEL AN | PROCESS FOR
PRODPUCTION .
IFUEL AND PROCESS FOR
PRODUCTION
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FURL

FITEL

TLUEL

FUEL

FUEL

FUEL

FUEL

FURL

ANTY

FUEL

FURL

TTUEL

FUREL



3.

3.1

Trade-Mark Registrations

Country Application Reg'n No. Title

No.
Canada 874613 TMAG44264 TERRALOGIX
Canada 874616 TMAG12997 MRFI & Doeaign
Canadsa 874517 TMABO8436 TERRA-CLEAN Design
Clanada 1010'3:'84 TMABIBE70 TERRALOGIX & Design
Canada 1010786 TMABR3I48G58 TRRRACI.FAN & Dosign
United States 75/4014584 2262380 TERRALOGIX & Design
United States 75/47B878 2364679 TEARA-CLEAN & Deaign

"Mortgaged Progerty" means any and all {ntellectual Property, all substitutions
and replacemeoents thereof, all incroases, additions and accessions thereto, all rights
attaching thereto and all proceedes in any form derived directly or indirectly fram
any dealing with a!y of the foregoing or the proceeds therefram.

"Specifically Mortgaged Property” moans the Mortgaged Property which, at any
particular time andl from time to time, is actually in existence.

"Tax" meana any and all taxes, assessments, levies and charges of any nature,
payable to the Sta:e or to any other fiacal authority, and to which the law confeva a
legal cause of preference upon the Mortgaged Praoperty or any part thereof.

"Priggor Event" 1neana the cloaing by the Campany of an equity financing issue of
at least $3,000, GDO

Hypotheec. Aa ,aecunty for the full and final payment of the Loan and interest
accrued thereon and of the expenaea, if any, incurred by the Holder to obtain pay-
ment or to conserve the Mortgaged Property, the Company hereby (i) hypothoecates
the Mortgaged Proporty, preacnt and future, to and in favour of the Holder for an
amount of $360,000 in lawful money of Canada, with intercoast thereon (rom the date
horeof at the rate of 16% per annum and (ii) grants in favour of the Holdor a
mortgage on and'a continuing soecurity interest in the Mortgaged Property, the
Hoelder expre.s-:\ly yvecognizing that the security constituted hereunder in its favour
shall rank pari passu with the security to be created under various debenturoea up to
a tatal ocutatanding aggregate amouant not to exceed $3,000,000 issuod or to be iasuved
by the Company (iuch debenturca collectively hereinafter referred to as the “Other
Pari Passu Debe,ntures").

Declavrations of ﬂ;g_____mnm The Company hereby doeclarea and represents
that:

The Company alone holda the right of ownaership in all of the Specifically Mortgaged
Property, and the Mortgaged Property is free and clear of any Encumbrance.

The Company hay full legal capacity and authority to grant the security granted
herein, and nothing herein consetituteas a conflict, a violation or a default under any
other contract oy agrevment evidencing or securing other obligations of the
Company.

The Company is a carporation duly constituted and in good standing with rospect to
the filing ol such jeturns and dacumenta as arc required to bo filed from time to time
under the laws of its constating juriadiction, the security heroby created has been
duly authorized ky resolution or other internal action of the Company as may be
needed to make i: a legal, binding and enforceable obligation of the Company, and
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the person who has oxecuted this Debentures on bahalf of the Company haa been duly
authorized to do so

Covena o e Company. The Caompany hereby undertakes and covenants to:

Notify the Holder forthwith upon the cccurrence of any change in the declarations
and representations made by the Company in Secticn 3 above.

Maintain the Mor:gaged Property entirvely free and clear of Encumbrances other
than the security created or ta be created under the Other Pari Pgasu Debentures.

Events of Defaylt. The sccurity hereby constituted shall became enforceable upan
the occurrence of uny of the following events:

If the Company fails to repay the Loan and intcreat acverued thereon when sauch pay-
ment becomos due or payable and fails to remody auch default to the satisfaction of
the Holder within fifteen (156) days following written notice of such default from the
Holder;

If any of the declarationa of the Company set forth in Section 3 hercof or otherwise
made by the Company in connection with this Debenture is incarrect or misleading
in any material roepect and puch default ia not cured to the satisfaction aof the
Holder within fifteen (16) days following written notice of such default from the
Holdexr;

If any procosa of execution (including, without limitation, a prior notice of the exer-
ciso of a hypothecsry right) is enforced or levied by a third party upon the Mortgagod
Property or any part thereof and remains unsatiafied for a period of 10 days, even
though such proceedings may be contested in good faith by the Company; unless, in
the latter case, thia Holder is satisfied that such canteated proceedings will not dim-
inish or jeopardize the hypothecary rights of tho Holder and the Company pravides
security which the Holder deema suflicient to pay the full amount of the claim,
should it prove to be valid;

If the Company s«¢lla or otherwiasco disnoses of, other than in the ordinary course of
business, its righta in the Mortgaged Property or any part thereof wilhout the prior
written consont of the Haolder;

If the Campany ceases to carry on its buaineas or any part thereof which the Helder
deema material;

If the Company buacomes aubject to the provisiona of the Bankrupicy and Insolvency
Act (Canada) or af any other hankruptey, insolvency or winding up legislation;

If the Company dofaults in the performance of any of its other obligations hereunder
and faila to reme«dy such default to the reasonable satisfaction of the Holder within
15 days following written notico of such default from the Holder; or

If an “Event of Default” occura in any one of the Other Pari Pasau Debentures.

EXERCISE OF HYPOTHECARY RIGHTS

ITpan the occurrence of an Event of Default, the Company immediately laoses tho

_benefit of the tor.; inscofar as it cauld claim any such benefit, and the Holder may

forthwith terminnte any commiimsnt thet it had to make any advances or credit
available to the Company. The Holder may also demand from the Company the
immediate paymaont of the Loan and interest accrued thereon or any part thercof
and, failing receipt of such payment within the specified period, the Holder may
exercise at ite discrotion any rights and remediea which it has pursuant to this
Debenture and tlho security constituted hereundor or at law and without limitation
the Holder may request from the Company the wvoluntary surrender of tho
Specifically Mortizagod Property and the Company hereby undertakes to do so. Tn
that end, the Company cevonants not to oppose the measures initiated by the Holder
for the purpose of taking possession of the assets surrendered by the Company, but

PATENT

REEL: 012852 FRAME: 0972



-6 -

thereon accrued and unpaid, in whole or in part, into Commaon shares in the capital
of the Caompany at the Company's Conversion Price and such conversion shall
extinguish the Holder's right to ropayment of the Loan. The Company shall, as soon
as possible after thi Trigger Bvent, but in any event within thirty (30) business daya
thereol, cause to be issued to the Holder the number of Common shares in tho
capitul of the Comypany obtained by dividing the amount aof the outstanding principal
of the Loan and interest accrued and unpaid thereon to be converted by the
Company's Converti'lion Price.

8.2 The Holder shall have the right, at any time, upon notice to the Company, to convert
the principal amount of the Loan and any intorest thereon accrued and unpaid, in
whole or in part, 1uto Common shares in the capital of the Company at the Holder's
Conversion Price 'and such canveraion shall extinguish the Holdor's right to
repayment of the Ia{)F‘n The Company shall, as soon as pospible after receipt of such
notice, but in any event within thirty (30) business daya thereof, cause to be issued
to the Holder the number of common sharea in the capital of Lthe Company obtained
by dividing the amount of the outstanding principal of the Loan and interest accrued
and unpaid thercon to bo converted by the Holder's Conversion Price.

9. Adiustment. In the event of the declaration of a stock dividend, a subdivision, con-
solidation or reclassification or ather changea with respect to the Clasa A or Class B
shares in the share capital of the Company, then the number of Common Shares
issuahle pursuant.to Saction 11 hereof shall be adjusted in such manner as to fully
give effect to any of the foregoing evenls so as not to prejudice the Helder in any
way.

10. G eral Pravisia

10.1 This Debonture dgesa not operate novation and the security hereby conatituted shall
ba in addition to gny other guarantee or security which the Holder may have {rom
time ta time. :

The Holdor may vaive any covenant in ita favour and any EEvent of Default. The
Holder may also greant extensions, tako and give up security, accept arrangements
and othorwise deai with the Campany or with any other party as the Holder may see
fit, tho whole without prejudice to any righta of the Holdey hereunder or othorwiae.
No failure or dolay on tho part of the Folder in exercising any right hereunder shall
operate as a waivar thereof nor shall any waiver be effective unless the same be in
writing.

10.

w

10.3 The Company ghall be in defuult by the mere lapac of time, or may be put in default
by any other means provided by law.

10.4 This Debenture is-a continuous security which will subsist notwithstanding any fluc-
tuation of the ampunts hereby socured. The Company shall be deemed to obligate
itself again as provided in Article 2797 of the Civil Code with respect to any futurc
obligation hereby secured.

10.5 Tho Holder shall have the right, at the exponse of tho Company, to perform all acts
and things and to execute all documenta as may be necessary to ensure that this
security remains’ effoctive and enforceable againet third parties, including the
exccution and Glirg of any forms required for the rencwal hereaof from time Lo time.

10,6 Any amount received by the Holder in the exercise of ita rights hereunder ar undser
any law may, at ita option, be retained by it as part of the Mortzaged Property, or
may be applied by it towards the partial payment of the Toan and interest thereon,
oven if not yet eug’xble. as the Holder shull alone determine notwithatanding the
rules governing tl;e application of payments.

10.7 ‘The Ilolder ie not bound by any degree of care beyond a reaacnable diligence in the
oxercise of its righta or in the performance of its dutics, and it slhall not be liable for
any loss or dama: g8 resulting therefrom except as a result of its own intentional cr
groas {ault.
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10.8 Tho Holder may delcgate to any other person the exercise of its rights or the perfor-
mance of its duties nereundsr and may provide auch agents or mandataries with any
information that the Holder may posseas with respect to the Company or the Mort-
caged Property,

10.9 The property or aunis of money receivod or held by the Holder by reason of theae pre-
sents may be invested by the Flolder in such mannor as it shall deem appropriate
without regard to riles governing the administration of the property of athera.

10.10 Every diviaible obligation in favour of the Holder arising ocut of this Dobenture and
the agreemonts hereunder must be porformed in ite entirety, as if it were indivisible,
by ovach heir or legal reprosentative of any person who shall have been bound
therefor.

10.11 The Company shall continue to be bound by all the obligationa expressed heroin
notwithastanding ar.y transfer of the Mortzaged Property or any part thereof.

10.12 Should the Holder at any time consider that the location or the use of the Mortgaged
Property roquires the regisiratian of this security, or the creation of similar security,
under the lawa of another jurisdiction, the Company ahall forthwith at the request of
the Holder execute the documents and accomplish the formalitiea neccssary for such
purpose.

10.13 Except as may be ctherwise apparent from the contoxt, the word "Company" shall be
interpreted as referring to the Company itself and to all subsegquent owners of the
Mortgaged Property as wall as to any other person or persons having assumed the
Company's liabilities to the Holder.

10.14 TUnless there is sonlething in the context inconsiastent thereawith, words importing the
singular shall include the plural and vice-versa, and worde mmparting the neuter
gender shall incluce the masculine and feminine gendors and vice-versa.

10.156 This Debenture nocd not be signed for acceptance by the Holder in order tc be bind-
ing on the Campany. Such acceptance by the Hoalder shall be presumed and cannot
be disputed by the Company.

10.16 This Debenture shall be governed and conastrued in accordancoe with the laws in force
in the Province of Quobec. It musat also bo interpreted so that any property forming
part of the Mortginged Property which is located or deemed to be in a jurisdiction
other than the Prcvince of Quebec be affocted by valid security under the applicable
law of auch other juriedictions.

10.17 The parties confi'm their expresa wish that thia Debenture and all documents
related thereta be drawn up in English. Les parties confirmeni leur volonté expresse
de voir la présente débenture et tous les documents s'y rattachant &tre rédigéa en

anglais.

IN WITNESS WHEREOF the Company has caused this Debenture to be
exec d gn its behalf by its President and Chief Exocutive Otficer and to be dated the
g day of December, 2001.

TERRALOGIX INC.

By

(A«'.‘
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