FORM PTO-1598 C}\\ - U.3. DEPARTMENT OF COMMERCE

N h‘a o “‘“""\‘“‘\\m\“‘\\“\\ PATENT AND TRADEMARK OFFLCE
- L.
A i

Ogga Our Docket No.:
O To the Hc )\ —.oner of Patents and Trademarks:
Please recor wytached original documents or copy thereof.

. Name of conveying party(ies):
AZURE DYNAMICS INC.

Additional name(s) of conveying party(ies) attached?

2. Name and address of receiving party(ies)

vame: VALIANT TRUST COMPANY

Street Address:

Yes X No
——— ve— city: Calgary
2. Nature of conveyance: state: Canada
Zip:
Additional name(s) & address(es! attached?
Assignment Merger Yes e No
X Security Agreement Change of Name
Other

Execution Date: JU.].V 31, 2003

4. Application number(s) or patent number (s) :

If this document 1s being filed together with a new application, the execution date of the application is:

Title:
A. Patent Application No. (s) B. Patent No. (s}
10/097,297 & 10/084,331 6 555 991
Additional numbers attached? Yes X No
5. Name and address of party to whom 6. Total number of applications and patents
correspondence concerning document should be involved: 3
mailed: R
vame: Ralph A. Dowell
Internal Address: 7. Total fee (37CFR 3.41)...... s 120.00

- X  Enclosed
Street Address: Sulte 309,

1215 Jefferson Davis nghway Authorized to be charged to deposit account
Arlington, VA 22202-3124
(703) 415-2555

8. Deposit account number:

\Attach duplicate copy of this page 1f paving by depoeilt account)

DO NOT USE THIS SPACE

9. Statement and signature.
To the best of my knowledge and belief, the Foreqoing information is true and correct and any attached

copy is a true copy of the original document. 7
Ralph A. Dowell 26,868 /// //97 August 1, 2003
Name of Person signing Sianaci e Date

Total number of pages inciuding covelr aneel. attachments and document 2 4

Mail documents to be recorded with required cover sheet information to:

Commission of Patent & Trademarks, Box Assignments
Washington, D.C. 2023°
08/03/2003 i NWMEIMHHW

01 FC:000

PATENT
REEL: 014337 FRAME: 0304



GENERAL SECURITY AGREEMENT

THIS AGREEMENT is made as of the 31st day of July, 2003.

BY:
AZURE DYNAMICS CORPORATION, a corparation incorparated
under the laws of the Province of Alberta and having its head office at
Toronto, Ontario
(hereinaficr the "Debtor”)

IN FAVOUR OF:
VALIANT TRUST COMPANY, a trust company having an office in
Calgary, Alberta as Trustee for the holders of Debentures dated July 31,
2003 issued by the Debtor and which are governed by the tenms of a trust
indenture dated July 31, 2003 between the Debtor and the Secured Party
(the "TIrust Indenture™);
(hereinafter the "Trustee™)

RECITALS:

WHEREAS

Al The Trustee has given value to the Debtor; and

B. The Debtor has agreed o grant the Security Interest to the Trustee to sceure iis Obligations to the

Trustee.

NOW THEREFORE in consideration of the Recitals above and the covenants and agreements herein,
the Deblor agrees with the Trustee as follows:

ARTICLE 1
INTERPRETATION

1.1 Definitions
In this Agrecment:

"Affiliate' has the mcaning attributed thereto in the Business Corporations Act (Alberta);
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"this Agreement”, "hereto";, "herein', "hereof", "hereby", "hereunder" and any similar
expressions refer to this Agrecraent, including the Recitals and the Schedulces hereto as they may
be amended or supplementcd from time to time, and not to any particular Article, section or other
portion hereof or thereof;

"Business Day" means any day, other than Saturday, Sunday or any statutory holiday in the
Province of Alberta;

"Collateral” mcans all of the undertaking, property and assets of the Debtor deseribed in
Section 2.1 and subject to, or intended to be subject to, the Security Intercst, and any reference to
" Collateral” shall be deemed to bc a reference to "Collateral or amy part thereof” except
where otherwise specifically provided;

"Corperation Intellectual Property” means all Intellectual Property owned by the Debtor or
the Subsidiary including that which is listed in Schedule "B" hercto;

"Decbenture" means the Series A Secured Convertible Debenturcs of the Debtor issued or to be
issued pursuant to the Trust Indenture and for the time being outstanding;

"Debenture holders' means the person or persons for the time being entered in the registers of
the Debtor as the holders of Debentures;

"Event of Default” has the meaning attributed to such term in Section 8.1;

"Intellectual Property"” means all intellectual property, including without limitation, all patents,
copyrights, industrial designs, wademarks, tradc secrets, confidential information and know-how,
whether patentable or not, trade names, goodwill and 2l other forms of intellectual and industrial
property, any and all commeon law rights and any registrations and applications for registration for
any of the foregoing, whether pending or in preparation for filing in any and all jurisdictions of
the world;

"Lien" means any morigage, pledge, charge, assignment, sccurity interest, hypothec, lien or
other encumbrance, including, without limitation, any agreement to give any of the foregoing, or
any conditional sale or other title retention agreemcnt:

"Obligations” means all of the obligations, liabilities and indebtedness of whatsoever nature or
kind of the Debtor owing to the Trustee and the Debenture holders (including interest thereon and
legal fees and disbursements on a solicitor and his own client basis) from time to time, whether
present or futurc, absolute or contingent, matured or nol, cxtended or renewed, liquidaied or
unliquidated wheresoever and howsoever incurred and any ultimate unpaid balance thereof and
whether the same is reduced and thercaficr increcased or entively extinguished and thereafier
incurred again and whether the Debtor be bound alone or with another or others and whether as
principal or surety, including, without limitation, under the Trust Indenture;

"Permitted Liens" has the same meaning ascribed thereto in the Trust Indenture;
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“Person” includes any individual, partnership, limited partership, joint venture, syndicate, solc
proprietorship, company or corporation with or without share capital, unincorporated association,
trust, trustee, executor, administrator or other legal personal representative, regulatory body or
agency, govemment or governmental agency, authority or c¢ntity however designated or
constituted;

"PPSA' means the Personul Property Security Act in force in the jurisdiction wherein the
Debtor's personal property is situate from time to time, as amended from time (o time and any Act
substituted therefor and amendments thereto and the regulations thereunder;

"Receiver” means any of a receiver, manager, receiver-manager and receiver and manager;

"Registered Corporation Intellectual Property" mcans the applications and registrations for
patents and trademarks identified in references 3 to 5 in Schedule "B" hereto;

"Security Imterest” has the meaning attributed to such term in Section 2.1; and

"Subsidiary” means Azure Dynamics Inc., the wholly-owned subsidiary of the Debtor.

1.2 Incorpurated PPSA Definitions

In this Agreement, the terms "Accessions”, "Account”, "Chatiel Paper”, "Consumer Goods”,
"Document of Title”, "Equipment”, "Goods”, "Instrument”, "htangible”, "Inventory", "Money",
"Personal Property”, "Proceeds”, "Security” "Serial Number Goods" and “Value” shall have the respective
meanings atributed to them in the PPSA.

1.3 Headings

The inclusion of headings in this Agreement 1s for convenience of reference only and shall not
affect the construction or interpretarion hereof.

1.4 References to Articles and Sections

Whenever in this Agreeméht a particular Article, section or other portion thereof is referred to
then, unless otherwise indicated, such reference pertains 1o the particular Article, scction or portion
thereof contained heretn.

15 Currcncy

Except where otherwise expressly provided, all amounts in this Agreement are stated and shall be
pad in Canadian currency.

1.6 Gender and Number

In this Agreement, unlcss the context otherwise requires, words importing the singular include the
plural and vice versa and words importing gender include all genders.

s
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1.7 Invalidity of Provisions

Each of the provisions contained in this Agreement is distinct and severable and a declaration of
invalidity or unenforceability of any such provision or part thereof by a court of competent jurisdiction
shall not affect the validity or enforceability of any other provision hereof.

1.8 Amendment. Waiver

No amendment or waiver of this Agreement shall be binding unless executed in writing by the

party to be bound thereby. No waiver of any provision of this Agreement shall constitute a waiver of any

other provision nor shall any waiver of any provision of this Agreement constitute a continuing waiver
uniess otherwise expressly provxded

1.9 Governing Law, Attornment

This Agrecement shall be governed by and construed in accordance with the laws of the Province
of Alberta and the laws of Canada applicable therein and the Debtor hereby imrevocably attorns to the
jurisdiction of the courts of Alberta.

1.10  Schedulcs

The following Schedules are attached hereto and form an integral part of this Agreement:

Schedule "A" - Collateral —~ Locations

Schedule “B" - Azure Dynamics' Corporation Intellectual Property — Pawents, Patent
Applications Filed, and Unregistered Documented Intellectual Property

ARTICLE 2
SECURITY INTEREST

2.1 Creation of Security Interest

As general and continuing security for the payment, performance and satisfaction of the
Obligations, and sub)ect to Sections 2.2 and 2.3 hereof, the Debtor hereby grants to the Trustee, in trust
for the benefit of the Debenture holders, a continuing, specific and fixed security interest ("Security

Interest”) in:
(a) all prégent and afté'r-acqui:rcd Personal Property of the Debior, including without
limitation, all present and after-acquired Goods, Chattel Paper, Docuinents of Title,
Instruments, Intangibles (including Accounts), Moncy and Securities;
(b)  all present and after-acquired real property of the Debtor,

() all present and after-acquirced Corporation Intellectual Property in which the Debtor has
an interest;

(d) all additions and Accessions to any of the foregoing; and

(e) all Proceeds of any of the foregoing,
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2.2 Exception for I.ast Daz of Leascs_

The Security Interest granted hereby does not and shall not extend to, and Collateral shall not
include, the last day of the term of any lease or subleasc, oral or written, or any agreement therefor, now
held or hereafter acquired by the Debtor, but upon the sale of the leasehold interest (or any part thereof
the Debtor shall stand possessed of such last day in trust to assign the same as the Trustee shail direct.

2.3 Exception for Contractual Rights

The Sceurity Interest granted hereby does not and shall not extend to, and Collateral shall not
include, any agrecment, nght, franchise, license or permit (the "contractual rights") to which the Debtor is
a party or of which the Debtor has the benefit, to the extent that the creation of the Sccurity Interest
thercin would constitute a breach of the terms of or permit any Person to terminate the contractual rights,
but the Deblor shall hold its interest therein in trust for the Trustee and shall assign such contractual rights
to the Trustee forthwith upon obtammg the copsent of the other parly thereto. The Debtor agrecs that it
shall, upon the request of the Trustee, usc all commercially reasonable efforts to obtain any consent
required to permit any contractual rights to be subjected to the Security Interest.

24 Equal apd Rateable Sccurity

The Secunty Interest is for the equal and rateable benefit of all Debenture holders and the
Trustee, without preference or priority of any Debenture over any other Debenture,

25 Attachment

The Debtor acknowledges that value has been given and that the attachment of the Security
Interest has not been posq:soncd and the Security Inferest shall attach to any particular Collateral as soon
as the Debtor has rights in such Collateral.

ARTICLE 3
REPRESENTATIONS AND WARRANTIES

3.1 Represcntations and Warranties

The Dcbtor represents and warrants, and so long as this Agreement remains in effect shall be
deemed continuously (o represent and warrant, that:

(a) it is duly incorporated and validly existng under the laws of its jurisdiction of
incorporation and has the corporate power and capacity to own its properties and assets
and 10 carry on its business as presently carried on by it;

(b) it has the corporatc power and capacity to enter inlo this Agreement and 1o do all acts and
things as are required or contemplated hereunder to be donc, observed and performed by
it;

{c) it has taken all nccessary corporate action to authorize the execution, delivery and
performance of this Agreement,

W
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(d) the entering into of this Agreement and the performance by the Debtor of its obligations
hereunder does not and will not contravene, breach or result in any default under the
articles, by-laws or other organizational documents of the Debtor or under any mortgage,
lease, agrecment or other legally binding instrument, license, permit or law to which the
Debtor is a party or by which the Debtor or any of its properties or assets may be bound
and will not result in or permit the acceleration of the maturity of any indebtedness,
liability or obligation of the Debtor under any mortgage, lease, agreement or other legally
binding instrument of or affecting the Debtor;

(€) no authorization, consent or approval of, or filing with or notice to, any Person is required
in connection with the execution, delivery or performance of this Agreement by the
Debtor,;

() no (i} court, administrative, regulatory or similar proceeding (whether civil, quasi-

criminal or criminal), (ii) arbitration or other dispute settlement procedure, (iii)
investigation or enquiry by any government body, or (iv) any similar matter or
procecding (collectively "proceedings”) against or mvolving the Debtor is current or, to
the best of iis knowledge, pending or threatencd, which, if determined adversely to the
Debtor, would matenally adversely affect its business, property, financial condition or
prospects or its ability to perform any of the provisions of this Agreement; to the best of
its knowledge, ne event has occwrred which might give rise to any proceedings and there
is no judgment, decree, injunction, rule, award or order of any governmental body
outstanding against the Debtor which has or may have a material adverse effect on its
business, property, financial condition or prospects;

() the Trustee has given Value to the Debtor;
(h) the Debtor does not own any real property;
(i) the Debtor owns the Collateral free of all Liens, except for Permitted Liens;

6)) except for certain rights to the Corporation Intellectual Property to which Technology
Parmerships Canada ("TPC™) may be entitled pursuant to a contribution agreement na.
730-481934 between the Debtor and TPC dated March 27, 2002 (the "TPC Agreement")
and except for certain rights to the Corporation Intellectual Property to which the
Department of Natural Resources ("DNR™) may be entitled pursuant to a contribution
agreement no. EA0734-B7 and ADO0336-96 between the Subsidiary and DNR dated
June 18, 1996 (thc "DNR Agreement”) and except for certain rights to the Corporation
Intellectual Property to which Natonal Research Council of Canada ("NRC") may be
entitled pursuant to a contribution agrecment no. 401150 between the Subsidiary and
NRC dated October 19, 2000 (the "IRAP Agreement”), either the Debtor or the
Subsidiary owns or has all of the necessary rights to use the Corporation Intcllcctual
Property for the business as presently carried on by the Debtor and the Subsidiary and the
Debtor and the Subsidiary have not licensed any rights from others material to the
business of the Debtor or the Subsidiary, the parties hereto acknowledging that the end
user licenses obtained in the ordinary course of business shall not be treated as matenal.
The representations, warranties and covcenants in the foregoing sentence are made by the
Debtor to the best of 1ts kmowledge with respect to, and solely in respect to, patent rights
and trademark rights. With reference to the Registered Corporation Intellectual Property,
all filings necessary to preserve the rights of the Debtor and the Subsidiary have been
made in respect of the pending patcnt applications, registered patents and pending trade-
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mark applications comprising the Registered Corporation Intcllectual Properly in the
intellectnal property offices in which such registtuions and applications have
respectively been filed as identified in Schedule A, and are in good standing. To the best
of the knowledge of the Debtor, the business of the Debtor and the Subsidiary, as
currently carried on, does not infringe any Intellectual Property rights of any third party
and there arc no cwrrent pending or threatencd proceedings, litigation or other adverse
claims against the Dcbtor or the Subsidiary affecting, or with respect to, any part of the
Corporation Intellectual Property used by the Debtor or the Subsidiary in the opcration of
its business, and, to the best of the knowledge of the Debtor, no person is, as of the date
hereof, infringing upon the Corporation Intellectual Property;

X) except for certain rights to the Corporation Intellectual Property to which TPC may be
entitled pursuant to the TPC Agreement and to which DNR may be entitled pursuant to
the DNR Agreement and to which NRC may be entitled pursuant to the IRAP
Agreement, to the best of the knowledge of the Debtor, either the Debtor or the
Subsidiary has the exclusive right to use, sell, license and dispose of all of the
Corporation Intellectual Property that is material to the Debtor’s or the Subsidiary’s
business as presently carried on and, cxcept for the patent license from the Subsidiary to
the Debtor dated March 25, 2002, has not granted any exclusive licence, conveyance or
assignment in respect of the Corporation Intellectual Property, and recognizing that a
patent is not the right to practice an invention but a nght to prevent others from
practicing, to the best of the knowledge of the Debtor, there are currently no restrictions
on the ahility of the Debtor or the Subsidizry, or any succcssor or assignee, to use and
exploil all nghts in the Corporation Intellectusl Property in any way which would
reasonably be expccied to bave a material adverse effect on the Debtor’s or the
Subsidiary’s business as presently camied on;

(1) the Collateral does not include any Consumer Goods;

(m)  the Debtor docs not have receivables or other amounts owing to it exceeding in aggregate
$1,000.00 from Pcrsons located in any jurisdiction other than British Columbia and
Ontario, except in the ordinary course of business and cxcept as may be disclosed in
writing after the date of this Agreement;

(n) to the best of its knowledge, each Account, Chaticl Paper and Instrument constituting
Collateral is enforceable in accordance with its terms against the Person obligated to pay
the same, and the amount represented by the Debtor to the Trustee from time to time as
owing by cach such Person or by all such Persons will be the correct amount actually and
unconditionally owing by such Person or Persons, except for normal cash discounts
where applicable;

(0) with the cxception of goods in transit and goods on lease or consignment, all tangible
assets comprising the Collateral are located at the locations referred to in Schedule "A",
and all fixtures or Goods about to become fixtures which comprise the Collateral are
situate at one of such locations; and

{p) the Debtor's sole place of business, or if the Debtor has more than one place of business,
its chief exccutive office, is located at the place described in Schedule "A".

The representations, warrenties and covenants made by the Debtor in section 3.1(j) ané (k):
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4.1

(2)
)

shall be made as of the date hereof and shall not extend thereafter; and

shall apply only to matters of which the Debtor or the Subsidiary has actual knowledge
without conducting any searches of public rcgistries or investigating the independent
developments of third parties.

ARTICLE 4
AGREEMENTS OF THE DEBTOR

General Agrecments

The Debtor agrees, subject (o sections 4.6 and 4.7, that:

(@
(b)

(c)
(d)

(e)

(H

(g

(h)

it shall pay or satisfy all Obligations when due;

1t shall carry on and conduct its business in a proper and efficient manner and so as to
protect and prescrve the Collateral and shall keep, in accordance with generally accepted
accounting principles, consisiently applied, proper books of account for its business and
accurate-and ‘complete records ‘concerning Collateral, and shall mark any and all such
records and Collatcral at the Trustee's request {acting reasonably) 50 as to indicate the
existence of the Security Intcrest;

it shall defend the Collateral against the claims and demands of any other Person:

it shal] keep the Collateral in good ordcr, condition and repair and shall not use the
Collateral in violation of the provisions of this Agreement or any other agrcoment
between the Debtor and the Trustee relating to Collateral or any policy insuring
Collateral or any applicable statute, law, by-law, rule, regulation or ordinance;

it shall ﬁ:_cvcrii any Collateral, except Inventory sold or leased as permitted hereby from
being or becoming an Accession to property not covered by this Agreement;

it shall pay all laxes, tates, levies, assessments and other charges of every kind which
may be lawfully levied, assessed or imposed against or in respect of it or Collateral as
and when the same becomc due and payable;

it shall insure the Collateral for such periods, in such amounls, on such terms and against
loss or damage by firc and such other nisks as the Trustee shall reasonably direct, with

loss payable to the Trustice and the Debtor, as their respective intercsts may appear, and
shall pay all premiums therefor;

it shall notify the Trustee promptly of:

(1) “any material change in the informalion contained 1n this Agreement or in the
Schedules hereto relating to it including without limitation:

(A) any change in the name of the Debtor;
B) any change in the place of business of the Debtor or, if the Debtor has

more than one place of business, in the chief executive office of the
Debtor; and
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(&) any change in the location of the Collateral;

(i1) the details of any significant acquisition of Collatcral other than Inventory in the
ordinary course of business;

(ii1) the serial number (as prescribed by the regulations made under the PPSA for use
in registrations under the PPSA), model year, make and model of any motor
vehicle, trailer, mobile home, aircraft, airframe, boat, outhoard motor for a boat
or other Serial Number Goods (as such term is defined in the regulations made
under thc PPSA) at any time included in the Collateral which is held as
Equipment, including in circumstances where the Deblor ceased holding the
same as Inventory and began holding the same as Equipment;

@iv) the acqumsition by it of receivables or other amounts owing to it exceeding
$1,000.00 in zggregate from Persons located in any jurisdiction other than British
Columbia and Ontario, outside of the ordinary course of business;

() the details of any claims or litigation affectmg it or the Collateral which, if
determined adversely 1o the Debtor would materially adversely affect its
busincss, property or prospects or iis obligation to perform any of the provisions
of this Agrcement in any material respect;

(v1) any loss of or damage 1o the Collateral which would materially adversely affect
its business, property or prospects or iis obligation to performi any of the
provisions of this Agreement in any material respoct;

(vil)  any default by any Person in paymcnt or other performance of its obligations
with respect to Collateral which would materially adversely affect the Debtor's
business, property, or prospects or its obligation fo perform any of the provisions
of this Agreement in any maternal respect, and

(viii} the occurrence of any Event of Default,

(1) it shall deliver to the Trustee from time fo time promptly upon request:

(1) any Documents of Title, Instruments, Securities and Chatlel Papcr constituting,
representing or relating to the Collateral;

(i1) copies of all statements of accounts, bills, invoices and books of account relating
to Accounts and all rccords, ledgers, reports, correspondcnce, schedules
documents, statements, lists and other writings relating to the Collateral for the
purpose of inspecting, auditing or copying the same;

(111)  all financial statements prepared by or (or it regarding its business;
(iv) copies of all policics and ceruficates of insurance relating to Collateral; and

(v) such information conccrning the Collateral, the Debtor and its business and
affairs as the Trustee may Teasonably request;
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() if requested by the Trustee (acting reasonably), it shall use all reasonable commecreial
efforts to obtain a written agreement from each of its landlords in favour of the Trustee
and in form and substance satisfactory to the Trustee, whereby such landlord
acknowledges the Security Interest and the right of the Trustee to enforce the Security
Interest in priority to any claim of such landlord;

k) it shall not change its name without giving prior written notice 1o the Trustee of the new
name and the date upon which such change of name is to take effect; and

M it shall do, execute, acknowledge and deliver such financing statements and further
assignments, transfers, documents, acts, matters and things (including further schedules
to this Agreement) as may be reasonably rcquested by the Trustee or with respect to
Collateral in order to give effect to this Agreement.

4.2 Restrictions on Dealings with Collateral

Except as provided in Seciion 4.3, the Debtor agrees that it shall not, without the prior consent in
writing of the Trustee:

(a) sell, assign, transfer, exchange, lease, consign or otherwise dispose of any Collateral;
) move or transfer the Collatcral from its present location; or
(¢) create, assume or suffer to exist any Lien upon the Collateral other than Permitted Liens.

No provision hereof shall be construed as a subordination or postponcment of the Secunty
Intercst to or in favour of any other Lien, whether or not such Licn is 2 Permutted Lien.

4.3 Pcrmitted Dealings with Collateral

The Debtor may at any time prior to the occuwrrence of an Event of Default, without the consent of
the Trustee: o

(a) sell, assign, transfer, exchange, lease, consign or otherwise dispose of Inventory in the
ordinary course of its business.

(b) subject to Section 7.1, collect Accounts in the ordinary course of its business; and

(¢) subject to the provisions of the Trust Indenture, use Money availablc to the Debtor.

Nothing in this Agreement is intended to prevent the Debtor or the Subsidiary from using and
commericalizing the Corporation Intellectual Property in order to carry on and further the business in the
ordinary course prior to any Event of Default hereunder including:

(a) making confidential disclosures of trade scerets comprising the Corporation Intclicctual
Property 1o third parties under written confidentiality agreements which oblige such third
parties to keep such trade secrets confidential except where the recipient third party can
show it

10
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® “ig.already in the public domain at the time of disclosure or subsequently becomes
publicly available without the breach of any obligation of confidentiality by the
recipient;

(ii) is independently developed by the recipient as cvidenced by written records;

(i)  is received by the recipient from a third perty free to lawfully disclosc such
information;

(iv) was lawfully in the recipient's possession prior to receipt from the Debtor or the
Subsidiary without an obligation of confidenuality; or

%) is required to be disclosed by law, court order, court proceedings, or the rules or
policics of any stock exchange or government or regulatory authority having
jurisdiction;

(o) entering into joint ventures, collaborations and research with third parties in order to
develap, improve upon or commercialize any Cormporation Intellectual Property; and

(c) licensing on 2 non-exclusive basis the Corporation Intellectual Property in order to carry
on and further its business in the ordinary course, provided such licensing expressly sets
out that no fitle is transferred.

4.4 Verification of Collatersl

The Trustee shall have the right at any time and from time to time to verify the existence and state
of the Collateral in any manner the Trustee may consider appropriate and the Debtor agrees to furnish all
assistance and informadon and to perform all such acts as the Trustee may reasonably request in
connection therewith and for such purpose to grant to the Trustee or its agents access to all places where
Coliateral may be located and to all premises occupied by the Debtor.

4.5 Expenses

The Debtor shall pay to the Trustee, on demand, all of the Trustee's reasonable costs, charges and
expenses (including, without limitation, legal fces on a solicitor and his own client basis and Receiver's
fces) in connection with the preparation, registration or amendment of this Agreement, the perfection or
preservalion of the Security Interest, thc cnforcement by any means of any of the provisions hercof or the
exercise of any rights, powers or remedics hereunder, including, without limitation, alf such costs, charges
and expenses in conncction with taking possession of Collateral, carrying on the Debtor's business,
collecting the Debtor's accounts and taking custody of, preserving, repairing, processing, preparing for
disposition and disposing of Collateral, together with interest on such costs, charges and expenses from
the daics incurred to the date of payment.

4.6 Prosecution of Registered Corporation Intellectual Property

Notwithstanding any other terms to the confrary in this Agreement or any other written agreement
relating thereto, the Debtor will, or will have its Subsidiary, proceed with the prosecution of the pending
patent applications and-trade-mark applications identified in items 3 and 5 of Schedule B hereto, subject
to the remaining terms of this Section. The parties hereto acknowledge that PCT/CA01/00101 is now at
an end, that it has been ¢ntered into the National Phase before the Canadian Patent Office and the

11
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European Patent Office, and that no other National Phase entry applications are pending in respect of
PCT/CA01/00101. With respect to the pending PCT patent applications identified in Items 3, 4 and 5 of
Schedule B hereto, the Debtor will, or will have its Subsidiary, enter the National Phase before the
Canadian Patent Office and the Euwropean Patent Office in rcspect of same. The parties hereto
scknowledge and agree that the Debtor and its Subsidiary shall have no obligation hereunder or under any
agreement relating hercto to enter the Natjopal Phase or prosecute patent applications before any other
patent office in respect of said pending PCT patent applications. Notwithstanding any other term to the
contrary in this agreement or any other written agreement relating thereto, other than as set forth in this
Section, the Debtor and its Subsidiary shall have no other obligation fo file or prosecute applications for
registration of any patents, trade-marks or any other Intellectual Property. Any prosecution of the
aforesaid pending PCT palcent applications in any other patent offices or any filing and prosccution of any
other applications for registration of any Intellectual Property shall be at the absolute discretion of the
Deblor and its Subsidiary, as they consider affordable and appropnate.

47  Acknowledsment

Notwithstanding any other term to the contrary in this agreement, the parties hercto acknowledge
and agree that any reduction, loss or deterioration of Corporation Intellectual Property or any part thereof
arising from any information or matcrials being in or becoming public knowledge or entering the public
domain due to the independent development of 2 third party or, notwithsianding all reasonably efforts by
the Dcbtor, due to the wrongdoing or misappropniation committed by a third party, shall not result in a
violation of this agrcement or constitute an Event of Default under Sections 7.1(b) through 7.1(g) hereof.

ARTICLE 5
SECURITIES

5.1 Securities

If the Collateral at any fime includes Securities, the Debtor zuthorizes the Trustee to transfer the
samc or any part thereof into its own name or that of its nominee or nominees o that the Trustee or its
nomines Or nominees may appeal as the sole owner of record thereof; provided that, until the occurrence
of all Event of Default which is continuing, the Trustee shall deliver promptly to the Debtor all notices or
other communications reccived by the Trustee or its nominee or nominees as such registered owner and,
upon demand and receipt of payment of any necessary expenses thereof, shall grant to the Debtor or its
nominee a proxy to vote and take all action with respect to such Securities. After the occurrence of all
Event of Default which is continuing, the Deblor waives all rights to receive any nolices or
comununications received by the Trustee or its nominee as such registercd owner and agrees that no proxy
granted by the Trustee to the Debtor or its nominee or nominees as aforesaid shall thereafter be effective.
The Debtor shall be entitled to receive all dividends (whether paid or distributed in cash, Securitics or
other property) and intercst declared and paid or distibuted in respect of the Collateral, and such
dividends and interest shall cease 10 be subject 1o the Security Interest if paid or distributed to the Debtor
prior to the occurrence of all Event of Default which is continuing but not otherwise. For clarity, this
provision does not, in any way, affect the rights of the Trustee under the Share Pledge Agreement dated
the daiwe hereof between the Debtor and the Trustee.

12

PATENT
REEL: 014337 FRAME: 0316



ARTICLE 6
COLLECTION OF DEBTS

6.1 Collection of Debts

After the occutrence of an Event of Default, the Trostee may give notice of the Security Interest
to any Person obligated to pay any debt or liability constituting Collateral and may also direct such Person
to make all payments on account of any such debt or liability to the Trustee. The Debtor acknowledges
that any payments received by the Debtor from such Persons afier an Fvent of Default which is
continuing, whether before or after notification of the Security Interest to such Persons, shall be received
and held by the Debtor in trust for the Trustee and shall be tumed over (o the Trustee upon request. After
the occurrence of all Event of Default which is continuing, the Debtor agrees to deposit all Proceeds
resulting from the disposition of Inventory into its account with 2 bank and a tranch location approved by
the Trustee from tirne to time or at any time and to inform such bank of the Security Interest and the trust
established herein in favour of the Trustee attaching to the funds in such account.

ARTICLE 7
EVENTS OF DEFAULT

7.1 Events of Default

The happening of any of the following events or conditions shall constitute default bereunder and
15 herein referred to as an "Event of Default™:

(a) the occurrence of any of the Events of Default as set out in Article 7.1 of the Trust
Indenture;

) the nonpayment when due, whether by accelerationi or otherwise, of any principal,
interest or other amount forming part of the Obligations or the failure of the Debtor to
observe or perform any obligation, covenant, term, provision or condition contained in
this Security Agreement;

{c) if any Lien affecting the Collateral becomes enforccable against the Collateral;

(d) if a decree or order of a court having jurisdiction in the premises is entered 2djudging the
Dcbtor a bankrupt or insclvent under the Bankrupicy and Insolvency Act (Canada) or any
other baniruplcy, insolvency or analogous laws, or issuing sequestration or process of
execution or distress or analogous process against, or against any substantial part of the
property of, the Debtor, or appointment of 2 receiver of, or of any substantial part of the
property of, the Debtor, or ordering the winding up or liquidation of its affairs, and any
such decree or order continues unstayed and in effect for a perjod of 60 days:

(¢) if a resolution is passed for the winding up or liquidation of the Debtor or if the Debtor
institulcs proceedings to be adjudicated a bankrupt or insolvent, or consents to the
institution of bankruptey or insolvency proceedings against it under the Bankruptey and
Insolvency Act (Canada) or any other bankruptcy, insolvency or analogous laws, or
consents to the filing of any such pelilion or to the appointment of a receiver of, or of a
substantial part of, the property of the Debtor or makes a general assignment for the
benefit of ereditors, admits in writing its inability to pay its debt generally as they become
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due, or ceases or threatens to cease to carry on busincss or makes or agrees to make a
bulk sale of assets without cormplving with applicable law;

(f) if the Trustee in good faith and upon commercially reasonable grounds belicves that the
Collateral is or is about to be placed in jeopardy; and

(g) the Debtor being in default in the payment or other performance of its obligations with
rcspect to the collateral or under any lease agreement which would matcerially adversely
affect the Debtor's business, property or prospects or its obligations to perform any of the
provisians of this Agreement in any material respect.

7.2 Acceleration

Upon the occurrence of an Event of Default or al any time thereafter, the Trustee, in its sole
discretion, may declare all or any part of the Obligations which is not by its terms payablc on demand to
be immediately due and payablc, without demand or netice of any kind. The provisions of this Security
Agrcement are not intended in any way to and shall not affect any rights of the Trustee with respect to any
Obligations which may now or hereafter be payable on demand.

ARTICLE 8
REMEDIES

8.1 Appointment of Receiver

Upon the occurrence of an Event of Default or at any time thereafter, the Trustee may appoint by
instrument any Person, whether an officer or an employee of the Trustee or not to be a Receiver of
Collateral and may remove any Receiver so appointed and appoint another in place of such Receiver in
the same manner. Any such Receiver-shall be deemed the agent of the Debtor and not of the Trustee for
the purpose of (i) carrying on and managing the business and affairs of the Dcbtor, and (il) establishing
liability for 2ll acts or omissions of the Receiver while acting as such, and the Trustee shall not be in any
way responsible for any acts or omissions on the part of any such Receiver, its officers, employees and
agents. The Debtor hereby irrevocably authorizes the Trustee to give instructions (o the Receiver relating
to the performance of its duties and to detenmine from time to time the Receiver's remuneration. To the
extent permitted by law, the Dcbtor hereby irrevocably waives any right it may have now or in the future
under any applicable law, including, without limitation the PPSA, to make application to a court for the
removal, replacement or discharge of the Receiver or for directions on any matter relating to the duties of
the Receiver (unless such duties are not being performed in a commercially reasonable manner) or in
respect of the Reeeiver's accounts or remuneration or in respeet of any other matter.

Subject to the provisions of the instrument appointing it, eny such Receiver shall have 2] of the
rights and remedie¢s of a'secured party under the PPSA and the power to take possession of Collateral, to
use the Collateral in such manner:as 1t considers appropriate, to preserve Collateral or its value in such
manner as it considers appropnate, 1o caTy On 0T concur in carrying on all or any part of the business of
the Debtor and to scll, lcase or otherwise dispose of or concur in selling, leasing or otherwise disposing of
Collateral in such manner and of such terms, including terms for deferred payment, as it considers to be
commercially reasonable. To facilitale the foregoing powers, any such Receiver may enter upon, use and
occupy all premises owned or occupied by the Debtor wherein Collateral may be situate to the exclusion
of all others to the extent permitted by law, including the Debtor, maintain Collateral upon such premises,
borrow money on a secured or unsccured basis, incur reasonable expenses in the exercise of the rights,
powers and remedies set out in this Agreement and use Collateral directly in carrying on the Debtor's
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business or as security for Joans or advances to enable it to carry on the Debtor's business or otherwise, as
such Receiver shall, in its discretion, determine. In addition, the Receiver shall have the {ollowing rights,
powers and remedies:

(3) fo make payments to Persons having prior righis or Liens on properties on which the
Debtor may hold a Lien and to Persons having prior rights or Liens on the Collateral; and

(b) to demand, commencc, continue or defend proceedings in the name of the Trustee or of
the Receiver or in the name of the Debtor for the purpese of protecting, seizing,
collecting, realizing or obtaining possession or payment of the Collateral and o give
effectual receipts and discharges therefor.

Except as may be otherwise directed by the Trustee, all Proceeds received from time to time by
such Receiver in carrying out iis appointment shall be received 1n trust for and paid over (o the Trustee.
Every such Receiver may, in the discretion of the Trustee be vested with all or eny of the rights and
powers of the Trustee.

8.2 Exercise of Remedies bv Trustee

Upon the occurrence of an Event of Default which is continuing, the Trustee may, either directly
or through its agents or nominces, exercise all the powers and rights available to 2 Receiver by virtue of
Section 9.1. In addition to the rights granted in this Agreement and in any other agreement now or
hereafter in effect between the Debtor and the Trustee and in addition to any other rights the Trustee may
have at law or in equity or otherwisc, the Trustee shall have, both beforc and afier the occurrence of an
Event of Default which is cantinuing, all rights and remedies of a secured party under the PPSA.

8.3 Possession of Collateral

Upon an Event of Default which is continuing, the Debtor acknowledges that the Trustee or any
Receiver appointed by it may, subject to applicable law, take possession of Collateral wherever it may be
located and the Debtor agrees upon request from the Trustee or any such Receiver 1o assemble and deliver
posscssion of Collateral at such place or places as directed.

8.4 Remedics Not Exclusive

All rights, powers and remedies of the Trustee under this Agreecment may be exercised separately
or in combination and shall be in addition to, and not in substitution for, any other security now or
hereafter held by the Trustee and any other rights, powers and remedies of the Trustee however ercated or
arising. No single or partial exercise by the Trustee of any of the rights, powers and remedies under this
Agreemcenl or under any other security now or hereafter held by the Trusice shall preclude any other and
further exercise of any other right, power or remedy pursuant to this Agreement or any other security or at
law, in equity or otherwise. The Trustee shall at all times have the right to proceed against Collateral or
any other security in such order and in such mamner as it shall determine without waiving any rights,
powers or remedies which the Trustee may have with respect to this Agreement or any other security or at
law, in equity or otherwisc. Subject to the applicable law, no delay or ormussion by the Trustee in
exercising any right, power or remedy hercunder or otherwise shall operate as a waiver thereof or of any
other right, power or remedy.
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8.5 Debtor Liable for Deficiency

The Debtor shall remain liable to the Trustee for any deficiency after the proceeds of any sale,
lease or disposition of Collateral are received by the Trustee.

8.6 Exclusion of Liability of Trustce apd Rgceiver

Subject to applicable law, the Trusice shall not, nor shall any Receiver appointed by it, (i) be
liable for any failure to exercise its rights, powers or remedies arising hereunder or otherwise, including
without limitation, any failure to take possession of, collect, enforce, realize, sell, leasc or otherwise
dispose of, preserve or protect the Collateral, to carry on 2ll or any part of the business of the Debror
relating to the Collateral or to tzke any steps or proceedings for any such purposes, and (if) have any
obligation to take any steps or proceedings to preserve rights against prior parties to or in respect of
Collateral including, without limitation, any Instrument, Chattel Paper or Securities, whether or not in the
Trustee's or the Receiver's possession, and neither the Trustee nor any Receiver appointed by it shall be
liable for failure to do so. Subject to the foregoing, the Trustee shall use reasonable care in the custody
and preservatian of the Collateral in its possession.

8.7  NoticeofSale =

Subject to applicable law, neither the Trustee nor any Recciver appointed by it shall be required
to give the Debtor any notice of any sale, lease or other disposition of the Collateral, the date, time and
place of any public sale of Collateral or the date after which any private disposition of Collateral is 1o be
made.

ARTICLE 9
APPLICATION OF PROCEEDS

9.1 Application of Proceeds

Subject to applicable law, all Proceeds arising from the enforcement of the Security Interest shall
be applicd against the Obligations in accordance with Article 7 of the Trust Indenture.

ARTICLE 10
GENERAL

10.1 Pawer of Attorney

The Debtor hereby appoinis the Trustee as the Debtor's attorney, with full power of substitution,
in the name and on behalf of the Debtor, to execute, deliver and do all such acts, deeds, leases,
documents, transfers, demands, conveyances, assignments, contracts, assurances, consents, financing
statements and things as the Debtor has herein agreed to execute, deliver and do or as may be required by
the Trustee or any Receiver to give effect to this Agreement or in the exercise of any rights, powers or
remedies hereby conferred on the Trustee, and generally to use the name of the Debtor in the exercise of
all or any of the rights, powers or remedies hereby conferred on the Trustee. This appointment, coupled
with an interest, shall not be revoked by the insolvency, banlauptcy, dissolution, liquidation or other
termination of the existence of the Debtor or for any other reason.
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10.2  Set-Off

The Trustee may at any time and from time to time, without notice to the Debtor or to any other
Person, set-off, appropriate and apply any and all deposits, general or special, matured or unmatured, held
by or for the benefit of the Debtor with the Trustee and any other indebtedness and liability of the Trustee
to the Debtor, matured or unmatured, against and on account of the Obligations when due, in such order
of application as the Trustee may from time to time determine.

10.3  Dealinps With Others

The Trustee may grant extensions of time and other indulgences, take and give up sceurity, accept
corpositions, make settlements, grant releases and discharges and otherwise deal with the Debtor and
sureties of the Debtor's obligations and, afier the occurrence of an Event of Default which is continuing
with debtors of the Debtor or other Persons, as the Trustee sees fit, without prejudice to the Hability of thé
Debtor to the Trustee or the rights, powers and remedies of the Trustee under this Agrecment.

10.4 No Obligation to Advance

Nothing herex‘q contained shall in any way obligatc the Trustee to advance any funds, or
otherwise make or continue to make any credit available, to the Debtor.

10.5 Perfectiovn of Security

The Debtor authorizes the Trustee to file or to have filed such financing statements and other
documents and do such acts, matters and things as the Trustee may consider appropriate to perfect and
conlinue the Security Interest, to protect and prescrve the interest of the Trustee in Collateral and to
realize upon the Secunity Interest.

10.6 Continuing Security

This Security Agreement and the Security Interesl crcated hereby are in addition to and not in
substitution for any other security now or hereafter held by the Trustee and is, and is intended to be a
continuing Sceurity Agreement and Security Interest.

10.7 No Merger

This Security Agreement shall not merge in any subsequent security or be taken to be a substitute
for any security of any naturc whatsoever held by the Trustee from the Debtor. It is further agreed that the
taking of this Security Agreement shall not operate as a merger of the remedies of the Trusiee for
payment, satisfaction or performance of the Obligations or of the remedies of the Trustee under any other
agreement and notwithstanding this Security Agreement and anything herein contained the said remedies
shall rernain available and be capsble of enforcement against the Debtor and all other persons liable in
respect thereof in the same manner and to the same extent as if this Security Agrcement had not been
made.
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10.8 Communication

Any notice or other communication, including 2 demand or a direction, required or permitted to
be given hereunder shall be in writing and shall be given by prepaid first-class mail, by facsimile or other
means of electronic communication or by hand-delivery as hereinafter provided. Any such notice or other
communication, if mailed by prepaid first-class mail at any time other than during or within three (3)
Business Days prior to a general discontinuance of postal service due to strike, lockout or otherwise, shall
be deemed to have been reccived on the fourth (4th) Business Day afier the post-marked date thereof or if
sent by facsimile or other means of electronic communication, shall be deemed to have been reccived on
the Business Day following the sending, or if delivered by hand shall be deemed to have been received at
the time it is delivered to the applicable address noted below either to the individual designated below or
to a senior employee of the addressee at such address with responsibility for matters to which the
information relates. Notice of change of address shall also be govermned by this section, In the event of a
general discontinuance of postal service due to strike, lock-out or atherwise, notices or other
communications shall be delivered by hand or scnt by facsimile or other means of electronic
communication and sball be deemed to have been received in aceordance with the forcgoing. Notice and
other commuuications shall be addressed as follows:

(8) if to the Trustee:

Valiant Trust Company

510, 550 — 6™ Avenue S.W.

Calgary, Alberta

T2P 0S2

Attention: Zinat Damji/Jenny Ilart

Facsimile: (403) 267-6501
(b) if 10 the Debtor:
Azure Dynamics Corporation
4™ Floor, 350 Bay Street
Torouto, Ontario
MSH 286
Anention: Chief Executive Officer
Facsimile: (416) 367-9509

Notwithstanding the foregoing, if the PPSA requires that a notice or other communication be given in a
specified manner, then any such notice or communication shall be given in such manner.

10.9  Successors and Assigns

This Agreement shall be binding on the Debtor and its successors and shall enure to the benefit of
the Trustee and ils successors and assigns. This Agreement shall be assignable by the Trustee frce of any
set-off, counter-claim or cquitics between the Debtor and the Trustee, and the Debtor shall not assert
against an assignee of the Trusiee any claim or Cefense that the Debtor has against the Trustee.
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10.10 Copy Received

The Debtor hereby acknowledges receipt of a copy of this Agreement,

10.11 Applicable Law

This Agrcement shall be construed in accordance with the laws of the Province of Alberta and
shall be treated in all respects as Alberla contracts.
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10.12 Cupy of Financing Statements

The Debtor hereby waives any and all rights the Debtor has or may have to reccive 2 copy of any
financing stytement or financing change statement filed by or for the Trusiee or zny verification stalement
in respect thereof,

IN WITINESS WHEREQF the Debtor has executed this Agreement as of the date hercinabove
wrilten.

Witn : } AZURE DYNAMICS CORPORATION
)
C;‘— ) By )
w

Ng ) Gregory Piffrancis
Siever Guasel ) Vice Pregfdent, Finance and Chief Finencial
) OfTicer
)

T have authority 16 hind the Corporation

Date:  July 31, 2003
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SCHEDULE "A"

to the General Security Agreement dated July 31, 2003
by Azure Dynamics Corporation in favour of Valiant Trust Company

COLLATERAL - LOCATIONS

Chief Executive Office

Azure Dynamics Corporation
4™ Floor, 350 Bay Street
Toronto, Ontario

MS5H 286

Locations of Collateral
Azure Dynamicé Coipdraﬁan
4® Floor, 350 Bay Street

Toronto, Ontario
MSH 256

Azure Dynamics Corporation
3650 Weshrook Mall
Vancouver, British Columbia
Ve6S 2L2
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