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Na. 6 m/m i 6% Convertible Debhenture £145,000

TERRALOGIX INC. (the "Company"), for value reccived, promiesea to pay five years fram
the date of this Debenture: eubject to the terms and conditions hereinaftor aet forth, to
Richard H. Colt (the "Halder'") the principal sum of $145,000 the "Loan") in lawful money
of Canada together with irliterest thercon from the date of this Debenture, in like money, at
the rate of 6% per annum Dayable on the due date of the Dabenturc or at the time of
converaion heareinafter mfurred to, whichever occura firat.

The partios hereby further agree to the following terma and conditionas:-

1. Definitions. The followmz words and expressions ahall have the meanings set
opposgite thern:

"Civil Code” or tha abbreviation "C.e.Q"™ means the Civil Code of Quebec.

"Conventional Sshdcurity” moans a conventional hypothec, a resolutory right, a
right of redemption, a reservation of ownorship, a trust and any security device or
other real right, whether ovr not capable of rogistration, granted by agreement far the
purpose of socuring the performance of an obligation.

"Company's Cou‘}"ersiun Price" meansa a price per ahare which ia8 76% of the price
per share of an aquity financing contemplated by the definitian of "Trigger Event".

"Control” has the meaning aacribed to it in the Canada Business Corporations Act.

"Encumbrance™ njxeana a lognl cauge of preference, a dismemberment of the right of
ownership, a special mode of oawnership, a reatriction on the right to dispose and a
Canvaentional Sceurity.

"Event of Dafault;" means any of the eventa described in Section 6 hereaof.

"Holder's Converslou Price” meana Twenty-eight dollars (828), if the Trigger
Event has not ocevrred or, if the Prigger ivent has occurred, a price per share which
ia the losser of Twenty-eight dollars ($28) or 100% of the price per share of an oquity
financing contemp;ated by the definition of "T'rigger Evont”.

"Intellacturl Proparty” meana the universality of all of the Company's present and
future trade names, trade-marka, copyvighis, designa, pracesses, lknow how,
goaodwill, licencea| franchises, permits, qguotas, patents and othor rights of
intellectual and induatrial property of any nature and deacription, and all pending
applications pertaining thereta including, without limiting the generality of the
foregoing, in respert of the following patents and trade-marks:

Patents
Country Appljcation Patent Title
Nao. No.
Auatralia 7021:/98 FUEL AND PROCESS FOR FUEL
: PRODUCTION
Brazil PIS8G8764 MOLECULAR REACTOR FOR FUEL
: INDUCTION
Brazil PI9B0S098.4 FUEL - AND PROCEES FOR FUEL
j PRODUCTION )
Canada 2286589 FUEL AND PROCESS FQR FURL
: PRODUCTION
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Application

Country

No.
Canada 2289678
Canada 2348651
China 98804.’; 12.2
China 988045:;38.4
Europe 98916716.8
Europe a8n2 1':,..).94
Europe 099923343
India 3045/T)el/08
India 3046/I?el/98
Japan 64480;31 1998
Japan 64863:;111998

South Korea 99-7009645

South Karea 99-7010361
Mexico osoas‘:oa
Mexicn 9910298
United Statoa 09/37:;,‘.056
Umnited Statoe O914112043
United Statos 09/4356985
United States 09/725203

United States [nat yet filod]

Patent
No.

6167872

6193851

8202633

2.

Title

MOLECULAR
INDUCTION

D S e i

REACTOR FOR FUEL

CLEANER FOR COMBUSTION SYSTEMS AND
CATALYTIC CONVERTERS

FUBL, AND
PRODUCTION

MOLECULAR
INDUCTION

FUEL AND
PRODUCTTION

MOLRCULAR
INDUCTION

PROCESS FOR FUEL
REACTOR TFOR FUEL
PROCESS FOR TUEL
REACTOR FOR FLTEL

CLEANER FOR COMBUSTION SYSTEMS AND
CATALYTIC CONVERTERS

FUBRL AND PROCESS FOR FUEL
PRODUCTION
MOLECULAR REACTOR FOR FUEL
INDUCTION
FUREL AND PROCESS FOR FURL
PRODUCTTON
MOLECULAR REACTOR FOR FUNL,
INDUCTION
FUEL AND PROCESS FOR FURL
PRODUCTION
MOLECULAR REACTOR TOR FITEL,
INDUCTION
FUEL AND PROCESS FOR TLUTEL
PRODUCTION
MOLECULAR REACTOR FOR FUEL
INDUCTION
CLEANER FOR COMBUSTION AND
CATALYTIC CONVERTERS
FUREL AND PROCESS FOR FIIEL
PRODUCTION
MOLECULAR REACTOR FOR FUBL
INDUCTION
FUEREL AND PROCESS FOR FUERL
PRODUCTION
FURL AND PROCESS FOR FUEL
PRODUCTION
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Trade-Mark Regiatrations
Country ;\Ippli_ cation Reg'n No. Title

(= X
Canada 874513 TMAB44264 TERRALOGIX
Canada B74516 TVMIAB12997 MRY¥FI & Design
Canada 874817 TMAB08436 TERRA-CLEAN Design
Canada L0107 84 TMAGB3BE70 TERRALOGIX & Deaign.
Canada 1010’.,"85 TMABI48856 TERRACLEAN & Deaign
United States 7Th/401454 2262380 THRARALOGIX & Deaipgn
Uniled States 75/478878 2264679 TERRA-CLEAN & Design

"Mortgaged Property" means any and all Intellectual Property, all subatitutions
and replacements {.hereof, all increases, additiona and accesasiona theretao, all rights
attaching thereto and all procoeds in any form dorived directly or indirectly from
any dealing with any of the foregoing or the proceeds therefrom.

"Spocifically Mortgaged Property”" means tha Mortgaged Property which, at any
particular timo and from time to time, is actually in existence.

"Tax" means any and all taxes, asgessmonts, levics and charges of any nature,
payablo to the State or to any other fiacal authority, and to which the law confers a
legal cause of preference npon the Mortgaged Property or any part thereal.

"Trigger Event” rieane the closing by the Company of an equity financing isaue of
at loast $3,000,000. ‘

3. Hypothec. As asecurity for the full and final payment of the T.oan and interest
accrued thoreon and of the expenses, if any, incurred by the Holder to obtain pay-
ment ar to conserve tho Mortgaged Property, the Company hereby (i) hypothecates
the Mortgaged Property, present and future, to and in favour of the Holder for an
amount of $174,000 in lawful money aof Canada., with interest thereon from the date
hereof at the rate of 15% per aauuia an” (35 pranta in favour of the Holder a
mortgage on and a continuing security intercet in the Mortgaged Property, the
Holder expreasly recognizing that the security conatituted hereunder in its favour
shall rank pari panaw with the security to be created under various debentures up to
a total outstanding aggregate amount nat to exceced $3,000,000 iasued or to be issued
by the Company (such debentures collectively hereinafter referred to as the “Other
Pari Passu Debeatures™).

3, Declarations of the Comupany. Tho Company horeby declares and represents
that:

3.1 The Campany alor.e holda the right of ownership in all of the Spacifically Mortgaged
- Property, and the Mortgaged Property is/froe and clear of any Encumbrance.

3.2 The Company has full legal capacity and authority to grant the security granted
herein, and nothirng herein conatitutea a conflict, a violation or a default under any
other cantract o1 agreement evidencing or 8securing other obligations of tho
Company.

3.3 The Company is a corporation duly ccnstitutad and in good standing with respect ta
the filing of such rzturns and documents aa are required to be filed from time to tiine
under tho lawa af ita conatating jurisdiction, the security hereby created haa been
duly authorized hy resolution or othor internal action of the Company asa may be
needod to make ii. a legal, binding and enforceable obligation of the Company, and
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the perason who haa executed thia Debenture on behalf of the Company haa been duly
authorized ta do so.

Mﬂ.ﬁf&hﬂ.ﬁgw The Company hereby undertakes and covenants to:

Notify the Holder fprl.hw1th upon the occurrence of any change in the declarations
and represontations made by the Company in Section 3 abave.

Maintain tho Mortgagud Praperty entirely (ree and clear of Encumbrances other
than the security created or to be created under the Other Pari Passu Debentures.

E_m_gf_nmlf. The security heraby constituted shall become enforceable upon
the occurronce of auy of the following evonta:

If the Company fails to repay the Loan and interest acerued thereon when such pay-
ment becomes due npr payable and fails to romedy such default ta the satisfaction of
the Holder within uﬁseen (16) daya follnwing written ncﬂ::mq of such dofault from the
Holder;

If any of the declaratlons of the Company aet forth in Section 3 hereof or atherwise
made by the Comp;any in connection with thia Debenture is incorrect or misleading
in any material rgspect and euch default ia nat cured to the satisfaction of the
I-Iolger within ﬁftaen (15) days following written notice of such default tfrom the
Holder;

If any proceaa of e:-ecutlon (including, without limitation, a prior notice of the excr-
cike of i hypothecary right) 18 enforced or levied by a third party upon the Mortguged
Praperty or any p&rt thoreof and remaina unsatiefied for a period of 10 days, evon
though auch proceqdinzn may be contosted in good faith by tho Company; unleas, in
the latter case, ths Holder ia satisfied that such contastod proceedinge will not dim-
inish oy Jaopath.u:r.ho hypothecary righta of the Holder and the Company pravidos
security which t:he Holder deema sufficient to pay the full amount of the claim,
should it prove ta he valid;

If the Company ae’ls or otherwise cixapoaes of, other than in the ordinary course of
business, ite rights in the Martgaged Property aor any part thercecof without the priar
written consent of r.he Holder;

If the Company censea to carry on ita buginesa or any part therecof which the Holder
deoma material;

If the Company bagomes suhbject to the provisions of the Bankrupicy and jnsaluency
Act (Canada) or of ;any other bankruptcy, insolvency og winding up legislation;

If the Compuny defau.lta in the performance of any of its othor abligations hereunder
and fails to remedy such default to the reasonable satisfaction of the Holder within
16 days follawing Wwritten notice of such default from the Holder; or

If an “Bvent of Def-:ault“ aoccura in any one of tho Other Pari Passu Debentures.

v

EXERCISE OF HYPOTHECARY RIGHTS

!
Upon the occurrence of an Hvent of Dofault, the Company immodiately loses the
benefit of the torm insofar as it could claim any such benefit, and the Holder may
farthwith terminate any commitment that it had to make any advancea or credit
available to the Company. The Holder may also demand from the Company tho
immediate paymept of the Loan and intarest acerued thereon or any pari thereof
and, failing recelprt of auch payment within the specified period, the Holder may
exercise at ite Chdcreuon any rights and remeadiea which it bas pursuant to this
Debonture and thns security conatituted herounder aor at law and without limitation
the Holder wmay .request from the Company the voluntary surrendaer of the
Bpecifically Mortgeged Proporty and tha Company herchy undertakes to do so. To
that end, the Company covenants not to oppoae the measures initiated by the Flolder
for the purpose nf’ taking poasession of the aassots surrendered by the Company, but
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to facilitate the same. The Company shall also execute any deed ar document which
may be necessary ar usolul to evidence such surrender or ta give it full effect.

The Holder shall ngt be bound to exerciae the same hypothocary or othor rights as a
secured creditor against all of the Mortgaged Property. Whatever hypothecary
rights the Holdor elects to exerciae, the following provisiona shall apply:

(a) The Holder shall have the right, at the expense of the Company and in order
to consexve ur realize upon the Mortgagod Property:

@ to usp any information obtained by reason of the exexrcise of its rights;

Gi) to perform any obligation or covenant of the Company in relation to
the Mortgaged Property; and

(iii) to exorcise any right with respect to the Mortgaged Property.

d The Holder shall not be bound to male an inventory, to take out insurance or
to furnieh any security.

() The Halder ;nay acquire directly or indirectly any of the Mortgaged Froperty.

@) The Holder ‘may from timeo ta time in the coursa of the exercisa of ita rights,

renounce, with or without conaidevation, any right of the Company in relation
to the Mortgaged Property.

(e) The Holder ;shall not be bound to make the Mortgaged Property productive or
to conserve '{;he same.

(¢9) Should the Holder at any time abandon the exerciae of its rights, hypothecary
or otherwisd, against the Mortgaged Property. the Halder may elect, at its
option, to rsturn to the Company without any ropresentation or warranty,
the Specifically Mortgaged Property which the Company had surrendered to
tho Holder, or tho remainder thereof if any, the whole without prejudice to ita
other righta and recourses.

Where tho Holder gxercisea a right of taking in payment and the Caompany, insofar
aa it has the right to do eo, requires that the Holder sell the Mortgaged Property
upon which such recourso wae exercisod, the Company acknowledgea that tho Hol-
der shall not be bound to abandon thae right of taking in payment unless the Holder
has abtained, before the end of the period allowed for surrender, () a aeatisfactory
security guaranteeing that Lhe sale will ba made a@ e sufficiently high price to
enable the Holder's claim to be paid in full, (ii) the full reimbursement of all costs
thus incurred by it, and (iii) an advance of tho funds needed for the sale of the said
properties. ,

If the Halder itself sells the Specifically Mortgaged Property, it shall not be required
to obtain any prior appraisal thereof.

The sala by the Halder of the Specifically Mortgaged Property may be concluded by
the Holder withcut legal warranty or, at ita option, without any warranty
whatscevaer. .

Reduction and . The Halder may unilaterally at its entiro
discretion consent to the reduction or cancellation of the socurity hereby constituted.
However, the Hojder shall not be bound to comsent to any auch reduction or
cancellation unless and until it haas received the full and final payment of all
amounta hereby se¢cured and there is no outatanding commitment on the part of thoe
Holder to advanceifurther sums or extend further credits to the Company. Any such
roeduction or cancellation shall be at the expense of the Company._

Right of Converyion.

)

The Company ashajl have tho right, upon tha occcurrence of the Trigger Event, to con-
vert tho principal amount of the Loan and, at the option of the Halder, any interest
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thereon accrued and unpaid, in whole or in part, into Common shares in the capital
af the Company a: tho Company's Convorsion Price and such conversion shall
extinguish the Halder'as right to repayment of the Loan. The Company shall, as scon
as possible after the Trigger Event, but in any avent within thirty (30) buasiness days
thereof, cause to he iasued to the MHolder the numbor of Common sharos in the
capital of the Company obtained by dividing the amount of the outstanding principal
of thoe Loan and interest accrued and unpaid thercon to be converted by the
Company's Convereion Price.

The Holder shall have the right, at any time, upon notice ta the Company, to convert
the principal amount of the Loan and any interest therean accrued and unpaid, in
whole ar in part, into Cammaon shares in the capital of the Company at the Holder's
Conversion DPrice and such conversion shall extinguish the Holder's right to
repayment of the Loan. The Company shall, as soon as possaible alter receipt of such
notice, but in any ¢vont within thirty (30) business days thereof, cause to boe iasued
to the Holdor the number of common shares in the capital of the Company obtained
by dividing the amount of the ocutstanding principal of tho Loan and intereat accrued
and unpaid thereor. ta bo converted by the Holder's Converaion Price.

Adjustment. In the event of the declaration of a stoclk dividend, a aubdivision, con-
solidation or reclassification or other changes with respect to the Class A or Claas R
shares in the shars capital of the Company, then the number of Common Shares
issuable pursuant %o Section 11 hereof shall be adjusted in such manner as to tfully
give effoct to any of the foregoing events so as not to prejudice the Holder in any
way.,

General Provisions

This Debenture doss not operate novation and the security hereby constituted shall
be in addition teo any other guarantee or security which the Holder may have from
time to timeo.

The Holder may waive any covenant in its favour and any Event of Default. The
Holder may also grant extonsiona, take and give up security, accopt arrangecments
and otherwiso deal with the Company ar with any other party as the Holder may sece
fit, the whole without projudice to any rights of the Holder hereunder or otherwise.
No failure or delay on the part of tho Holder in oxercising any right hereunder shall
operate as a wa;ver theroof nor shall any waiver be effective unloas the samo be in
writing.

The Company aha]1 be in default by the mere lapse of time, or may be put in dofault
by any other meanws provided by law.

This Debenture is i continuoua socurity which will subsist notwithstanding any fluc-
tuation of the amaunts hereby secured. The Company shall bo deemed to obligate
itaelf again aa provided in Article 2797 of the Civil Code with respect to any futurc
obligation hereby msscured.

The Holdor shall have the right, at the expensc of the Company, to perform all acts
and thingas and to' executo all documents as may be necessary to ensure that this
socurity remains effective and enforceable against third parties, including the
exocution and filing of any forms required for the renewal hereof from time to timeo.

Any amount received by the Holder in the exercise of ita rvights hereunder or under
any law may, at its option, be retained by it as part of the Mortgaged Praporty, or
may be applied hy it towards the partial payment of the Loan and interest thereon,
even if not yet ex\gible, as the Holdor shall alono determine notwithstanding the
rules governing thu application of paymentes.

The Holder is not bound by any degree of care beyond = reasonable diligence in the
exorcise of its rights or in the perfcrmance of its duties, and it shall not be liable for
any losa or damag;e rosulting therofrom except as a result of its own intentional av
gross fault.
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10.8 The Holder may de: regate ta any othar person the exerciae of its rights or the perfor-
mance of ita duties fwruunder and may provide such agents or mandatavies with any
information that the Holder may possess with respect ta the Company or the Moxt-
gaged Property. ‘

10.9 'The property or sunns of monoey received or held by the Holder by reason of these pre-
sents may be 1nvested by the Holder in such manner as jt ahall deem appropriate
without regard to ri_lles governing the administration of the property of others.

10.10 Every divisible obligation in {avaur of the Holder arising out of this Debaenture and
the agrocoments herzpunder must be performed in its entirety, as if it were indivisible,
by each heir or ]egal reprosentative of any person whe shall have been bound
therefor.

10.11 The Company shall continue to bhe bound by all the obligations expressed horcin
notwithatanding any transfer of the Martgaged Property or any part thereaof.

10.12 Should tho Flolder gt any time consider that the location ar the use of the Mortgaged
Praoperty requires the registration of this security, or the creation of similar security,
under the laws of another jurisdiction, the Company shall forthwith at the request of
the Hcelder oxecute ’the documonts and accomplish the formalities necessary for such
purpose. :

10.13 Except as may be ozherwise apparent from the context, the word "Company" shall he
interpreted aa refapring to the Company itself and tao all subsequent awners of tho
Mortgaged Property as well as to any other person or peraons having assumed tho
Company's liabilities to the Holder.

10.14 Unleaa there ia somfeth.ine' in the context inconasistent therewith, words importing the
singular shall include the plural and vice-versa, and words importing the neuter
gender shall include the masculine and feminine genders and vice-versa.

10.15 This Debenture need not be pigned for acceptance by the Holdor in order to be bind-
ing on the Companpr Such acceptance by the Holder shall be presumed and cannot
bo disputed hy the Company.

10.16 This Debenture shell be governed and construed in accordance with the lawa in force
in the Provinca of Quehec. It must also be interpreted so that any property forming
part of the Mortgaged Property which is located or deemed to be in a jurisdiction
other than the Provincc of Quebec be affected by valid security under the applicable
law of such other jurisdictions.

10.17 The partioe confirm their oxpress wiah that this Debenture and all documonts
related thoreto be Jrawn up in English. Les parties confirment leur volonté expresse
de voir iag presen.tc, débenture et tous les documents s'y rattachant étre rédigés en

anglais.

™ WITNE!:;SS WHEREOF the Campany has caused this Debenture to be
exccuted on its behalf by ita President and Chief Executive Officer and to bo dated the
o day of December, 2001.
i
{

TERRALOGIX INC.

P

By:
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