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SECURITY AGREEMENT

AGREEME N T made as of this 13” day of December 1999, between DEEP E, CO., an
Oregon corporation wita principal offices located at 322 N.W. Fifth Avenue, Suite 207, Portland,
Oregon Y7209 (hereinafter called the "Debtor"), and AEROGROUP INTERNATIONAL, INC.
with its principal place of business at 201 Meadow Road, Edison, New Jersey 08817 (hereinatter
called thz "Secured Party"). For purpose hereof the term “Secured Party” shall also be deemed to
apply to any holder of any promissory note or other evidence of Indebtedness secured hereby.

This Security Agreement is made for purposes of the Debtor providing to the Secured Party a
security .nterest in assets of the Debtor to secure all Indebtedness, including, any indebtedness of
the Debtor to the Secured Party pursuant to a promissory note dated December 13, 1999 attached
hereto a: Exhibit A (the “Note™) and any other indebtedness by way of loan, other monetary
obligaticn, interest, costs, or otherwise, of the Debtor to the Secured Party; (thereafter,
collectivzly or in a part, “Indebtedness™)

IT IS, THEREFORE, AGREED:

L. As security for any and all Indebtedness of Debtor to Secured Party of any kind
and in ary amount, whether now existing or hereafter arising, Debtor hereby grants to the
Secured Party a continuing first priority security interest in and to, and lien upon, all of Debtor's
right, title and interest in and to the following (the “Collateral”):

a) All inventory and merchandise whether or not in the possession of the
Debtor;

b) All accounts receivable, contracts, leases, choses in actions,
instruments, claims, causes of action, and rights, as well as cash, whether now existing or

hereafter arising;
¢) All trade dress, trademarks, trademark applications, patents, patent

applicatisns, copyrights and other intetlectual property, together with the good will appurtenant
thereto or connected therewith (collectively “Intellectual Property”);

d) All other personal property, including without limitation, furniture and
fixtures, equipment, stocks, bonds, other securities, membership interests, choses in action,
whether :angible or intangible;

e) Any and all other assets of the Debtor, including without limitation, any
and all bink accounts, whether savings or checking, maintained by the Debtor, the machinery
and equi yment of the Debtor and/or any motor vehicles owned by the Debtor;

£} All proceeds and product of all procesds ot all of the foregoing and all
substitut ons and replacement thereot’ and
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) All of the foregoing which may hereafter be acquired by Debtor.

2. Debtor hereby grants. assigns and conveys to the Secured Party, as collateral
securlly hereunder, all of Debtor’s right. title and interest in and to the Intellectual Property,
includ ng, but not limited to, the Intellectual Property listed on Exhibit B annexed hereto
(consiiting of: (1) a description of each of the trademarks, trade names, design patents, trade
dress, catents and any other Intellectual Property, in which Debtor currently has any right, title or
interest; (11) where applicable, the date and place of any registration thereof with any
govert mental authority, registration number and the authority with which it is registered; and
(111) dete of first use, any assignments, issue date and filing date) and any such right, title or
interest in any Intellectual Property which shall be hereafter obtained or acquired by Debtor, and
all reg strations, applications and recordings thereof, and all reissues and extensions thereof,
which issue or have issued in any country or jurisdiction upon any applications, including the
right to sue for any past, present and future infringements, and proceeds of the foregoing,
includ:ng, without limitation, to proceeds of licensing.

Specif cally with respect to the grant of this security interest in the Intellectual Property, the
Debtor shall execute any further assignments, security interests, powers or other documents
reason ibly requested by the Secured Party for purposes of effecting or otherwise effectuating this
grant. The Debtor hereby irrevocably appoints the Secured Party as its lawful attorney and agent
with full power of substitution from time to time for purposes of carrying out the terms of this
agreem ent to execute and deliver on behalf of and in the name of the Debtor, such financing
stateme:nts, assignmernts, pledges and other documents or agreements, and to take such other
action 1s the Secured Party may deem necessary or appropriate for the purpose of performing,
protecting, effecting, or continuing the security interests and collateral assignments granted
herein ind effected hereby, and, following the occurrence of an event of default under this
Security Agreement and collateral assignment, the Note, or any other obligation of the Debtor to
the Secured Party, to file on behalf of and in the name of the Secured Party, at the Debtor’s sole
expensz, such financing statements, assignments, whether collateral or absolute, documents of

transfe ', agreements or other documents in any appropriate office.
3. Debtor hereby represents and warrants to the Secured Party that:

(1) it is the sole owner of the entire right, title and interest in and to the

Collateral, including without limitation the Intellectual Property, inventory, equipment,

furnish ngs and fixtures, and accounts receivable and the product and proceeds thereof, free from
any mcrtgage, pledge, lien, security interest or other encumbrances except as is specifically set
forth i Exhibit C hereto;

(11) it has no knowledge of any pending or threatened claims, assertions, or
other li igation against or respecting any of the Intellectual Property which could reasonably be
expected to have any effect on the validity or enforceability of such Intellectual Property, except
as set forth on Exhibit D hereto;

(1i1) the execution, delivery and performance of this Agreement are within
the power of the Debtor and have been duly authorized by all necessary corporate action and do

>
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not contrzvene any law, rule, regulation or any judgment, decree or order of any tribunal or of
any agree nent to which the Debtor is a party or by which any of its property is bound,;

(1v) this agreement when executed and delivered shall constitute the valid
and binding obligation of the Debtor to the Secured Party in accordance with its terms and shall
create a v ilid and enforceable security interest and lien in the Collateral provided hereunder; and

(v) the Intellectual Property listed on Exhibit B constitutes all of the
Intellectu:il Property owried or used by the Debtor for which it has either applied for or which has

been issuc:d a registratior;

4. In addition to the other covenants and agreements contained herein, Debtor
hereby covenants that:

(1) it shall defend the Collateral against all claims and demands of all
persons a' any time claiming the same or any interest therein adverse to the Secured Party;

.. (ii) it shall promptly apply for and obtain all renewals or extensions of the
Intellectuil Property to the full extent permitted by law;

(1i1) it shall promptly notify the Secured Party of the institution of, and any
adverse d:termination in, any proceeding in the United States Patent and Trademark Office or
any other court or body, regarding the Debtor’s claimed ownership in any of the [ntellectual

Property;

(1v) it shall promptly notify the Secured Party of any infringement of any
of the Intellectual Property by a third party and of any claim of such an infringement and shall
take all necessary actions to obtain the cessation of such infringement;

(v) it shall, at its sole expense, do, make, execute and deliver all such
additiona: and further acts things, deeds, assurances, and instruments, in each case in form and
substance satisfactory to the Secured Party, relating to the creation, validity, or perfection of the
security interests and assignments provided for in this Agreement under 35 U.S.C. Sec. 261, 15
U.S.C. Sec. 1501 er seq., the Uniform Commercial Code and/or other laws of the United States
or the Sta'e of Oregon as the Secured Party may from time to time reasonably request, and shall
take all such other action as the Secured Party may reasonably require to more completely vest in
and assure to the Secured Party its rights hereunder or in any of the Intellectual Property.

(vi) it shall, at all times, maintain possession of the tangible Collateral at
Debtor's principal location at 322 North West Fifth Avenue, Suite 207, Portland, Oregon 97209,
or as shal otherwise, hereatter, be agreed to between the Secured Party and Debtor, from time to
time in w 1iting, except that, so long as Debtor shall not be in default hereunder or with respect to
this obligiition to pay anv Indebtedness to the Secured Party, Debtor shall be entitled to sell its
merchandise inventory in the ordinary course of business at reasonable market values and for a
fair consiileration;

(vi) it shall not sell, transfer or otherwise encumber the Collateral without
the prior 'vritten consent of the Secured Party;

(O]
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(viii) it shall exercise its best etforts to maintain the Collateral in good

usable condition:

(ix) it shall. at all times, keep the tangible personal Collateral insured
against casualty or loss in an amount which shall reasonably equate with the market value thereor
and shall provide the Secured Party with a certificate of insurance evidencing such coverage and
naming the Secured Party as an additional insured thereunder;

(ix) it shall promptly notify the Secured Party of any change of Debtor’s
principal place of business or mailing address.

(x) it shall give the Secured Party, upon notice, any information it requires
pertair ing to the Collateral or Debtor's business, including financial statements and copies of its
business records. Debtor further warrants and represents that all information at any time
supplitd to the Secured Party by the Debtor (including, but not limited to, the value and
condit on of the Collateral, financial statements and statements made in documentary collateral)
shall b2 correct.and complete and shall fully, accurately and completely disclose the financial
condit:on of Debtor and any other person or corporation whose financial condition it purports to
refer «, and the Debtor will notify the Secured Party of any material change in such information.

3. The Secured Party is irrevocably appointed the Debtor's attorney-in-fact to
do any act which the Debtor is obligated hereby to do or to enforce, perfect or otherwise
reason ibly carry out the provisions and intent hereof; to exercise such rights as the Debtor might
exercise; to enter the Debtor's premises; to give notice of the Secured Party's security interest in,
and to :ollect the Collateral and proceeds and product thereof; and to execute and file in the
Debtor s name a financing statement and amendments thereto required to perfect the Secured
Party's security interest hereunder; and in all respects to do any act necessary to protect, perfect
and pre serve the Collateral and the Secured Party's rights hereunder.

6. In the event of a default by Debtor in making payment when due, after any
applicable grace period, on any Indebtedness of Debtor to the Secured Party, or any default under
any prcmissory note, instrument or loan creating any monetary obligation on the part of Debtor
to the ¢ ecured Party or upon any default by the Debtor hereunder, at the option of the Secured
Party, the Secured Party shall have all the rights, remedies and privileges with respect to the
Collateral, including Debtor's right to take possession of any of the Collateral, wherever found,
withou notice or legal process and without liability to Debtor, as are accorded under the
applicasle law pursuant to the terms of this Agreement, including without limitation, the
Uniforta Commercial Code.

7. For purposes of this Agreement, an event of default shall consist of any
one or inore of the following:

(1) Any default, breach by Debtor or tailure by Debtor to make payment
when d 1e ot any [ndebtedness of Debtor to the Secured Party which is secured by this
Agreen ent, whether such detault, breach or failure to make payment shall be of or under the
provisions ot this Agreement or any other agreement. promissory note, purchase order, delivery

4
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notice, litvoice or statement as between the parties hereto or any guarantor:

(i1) Any breach or failure of Debtor or any guarantor of any [ndebtedness,
to perform any provisions of this Agreement by Debtor on its part to be performed or any
misrepresentation or failure to disclose a material fact by Debtor or failure of Debtor to comply
with any of the provisions of any other agreement made and entered into between Secured Party
and Deb or respecting any Indebtedness secured hereunder.

(ii1) In the event Debtor, or any guarantor, respecting any Indebtedness
secured hereunder, shall be adjudicated a bankrupt or shall file a voluntary petition in bankruptcy
or shall tile an answer to a creditors petition, or other petition for adjudication in bankruptcy or
tor a reo:ganization filed against it which answer admits in material part any allegation thereof;

(iv) Any arrangement for the benefit of creditors or assignment of all or a
substantial part of the assets of or respecting Debtor, or the appointment of a receiver of the
assets of the Debtor:

.. (v) Any judgment, attachment, levy or seizure against the Debtor, or any
ot the Cc llateral, in any amount in excess of $50,000 which shall not be satisfied within thirty

(30) day: of its entry.

8. The Debtor shall not grant a security interest in, assign, or transfer any of the
Collaterzl or the proceeds thereof or any interest therein, to any other person or entity, except as
with pricr written consent of the Secured Party.

9. This Agreement contains the entire understanding of the parties, and
supersed :s all other understandings of the parties with respect to the subject matter hereto. This
Agreement shall be governed by and construed in accordance with the laws of the State of New
Jersey, provided, however, that the perfection of the security interest granted pursuant hereto
shall be ¢overned by and construed in accordance with the laws of such state, or of the United
States, as the case may be, in accordance with applicable choice of law rules. Debtor and any
guaranto of any Indebtedness secured hereunder consents to the exclusive jurisdiction of the
courts of the state of New Jersey, located within the County of Middlesex, in the State of New
Jersey, o: the United States District Court located in the state of New Jersey, and agrees that all
actions o - proceedings arising, directly cr indirectly, from or in connection with this Agreement
shall be | tigated only in such courts. In any action or legal proceeding arising directly or
indirectly from this Agreement, Debtor and any guarantor hereof, or of the obligations of the
maker of any promissory note secured hereby, waive trial by jury and if the Secured Party shall
be successful in any action or legal proceeding, it shall be entitled to recover its reasonable
attorneys fees and the expenses of such litigation.

10. If any of the terms, conditions or provisions of this Agreement shall be held
invalid wider applicable laws, this Agreement shall be construed as if not containing such term,
conditior or provisions, and the rights and obligations of the parties hereto shall be construed and
entorced accordingly. The Secured Party, may, from time to time, axercise any one or all of the
rights or -emedies granted to it, as a secured party, under the terms of this Agreement or any
applicabl: law. concurrently or cumulatively, and the exercise of anv one or more of said rights

5
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and reinedies by Secured Party shall not be deemed a waiver of any other rights and remedies by
Secured Party. The Secured Party shall have full power, from time to time, to assign all or part
of its r ghts and interests in any Indebtedness secured hereunder, and/or Collateral.

I1. Any notices given by either party to this Agreement to the other, shall be
made ¢ither by personal delivery to the party at its address as stated above, or sent by certified
mail, r:turn receipt requested, addressed to the party at the above address. Notice shall be
deeme 1 given upon delivery, if the same is delivered personally or three days after the date of
postmi rk, if the same is mailed properly addressed and with adequate postage. The address to
which aotice shall be sent may be changed by a notice given in accordance with this section.

12. This Agreement shall be binding upon and inure to the benefit of the parties
hereto and their respective successors and assigns, except that this Agreement shall not be
assign:.ble by the Debtor without the express written consent thereof of the Secured Party.

IN WITNESS WHEREQOYF, the parties hereto, by their respective duly
authorized officers have executed this Agree of the day and year first above written.

WITN:ISS: -+ DEEP E

By:
Name: GARy WELLS

W

Title: CeQ
WITN :SS: AEROGROUP INTERNATIONAL, INC.
By:
Name:
Title:
6
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courts of the state of New Jersey, located within the County o1 Middlesex, in the State of New
Jersey or the United States District Court located in the state of New Jersey, and agrees that all
action; or proceedings arising, directly or indirectly, from or in connection with this Agreement
shall te litipated only in such courts. In any action or legal proceeding arising directly or
indirectly from this Agreement, Debtor and any guarantor hereol, or of the obligations of the
maker of any promissory note secured hereby, waive trial by jury and if the Secured Party shall
be suc cessful in any action or legal proceeding, it shall be entitled 1o recover its rcasonable
attorn¢ ys fees and the expenses of such litigation.

10. If any of the terms, conditions or provisions of this Agreement shall be held
invalic under applicable laws, this Agreement shall be construed as if not containing such term,
condit on or provisions, and the rights and obligations of the parties hereto shall be construed and
enforc 1d accordingly. The Secured Party, may, from time to time, exercise any one or all of the
rights or remedies granted to it, as a secured party, under the terms of this Agreement or any
applice ble law, concurrently or cumulatively, and the exercise of any one or more of said rights
and reinedies by Secured Party shall not be deemed a waiver of any other rights and remedies by
Secured Party. The Secured Party shall have full power, from time to time, to assign all or part
of its r ghts and interests in any Indebtedness secured hereunder, and/or Collateral.

11. Arny notices given by either party to this Agreement to the other, shall be
made cither by personal delivery to the party at its address as stated above, or sent by certificd
mail, return receipt requested, addresscd to the party at the above address. Notice shall be
deemed given upon delivery, if the same is delivered personally or three days after the date of
postmerk, if the same is mailed properly addressed and with adequate postage. The address to
which 10tice shall be sent may be changed by a notice given in accordance with this section.

12. This Agreement shall be binding upon and inure to the benefit of the parties
hereto ind their respective successors and assigns, except that this Agreement shall not be
assigneble by the Debtor without the express written consent thereof of the Secured Party.

IN WITNESS WHEREOF, the parties hereto, by their respective duly
authori zed officers have executed this Agreement of the day and year first above written.

WITNISS: DEEP L, CO.

By:

Name:
Title:
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EXHIBIT A
TO THE SECURITY AGREEMENT
DATED DECEMBER 13, 1999
BETWEEN DEEP E. CO., AS DEBTOR AND
AEROGROUP INTERNATIONAL, INC. AS SECURED PARTY

See Attached Note Dated December 13, 1999

~J
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EXHIBIT B
TO THE SECURITY AGREEMENT
DATED DECEMBER 15. 1999
BETWEEN DEEP E. CO., AS DEBTOR AND
AEROGROUP INTERNATIONAL, INC. AS SECURED PARTY

INTELLECTUAL PROPERTY

TRADEMARKS
Descr ption Registration/Application Number International Class
SUSTANA 2186082 CL I8
SUSTANA 75-286782 CL 18,25
SUSTANA 75-2835670 - CL 40
DEEP I: . 2108668 CL 18,25
EDESIGN 2106760 CL 18253
NATIVA 75-621176 CL 17,25
SOLE OF THE RAINFOREST 75-634596 CL 17,25
PATENTS
None
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a)

b)

d)

EXHIBIT C
TO THE SECURITY AGREEMENT
DATED DECEMBER 13, 1999
BETWEEN DEEP E. CO., AS DEBTOR AND
AEROGROUP INTERNATIONAL, INC. AS SECURED PARTY

SECURITY INTERESTS IN ASSETS OF DEEP E, CO.

Wells and the Debtor, jointly and severally, represent and warrant that: Wells has guaranteed a loan,
oursuant to a promissory note dated December 4, 1997, made by Wells Fargo Bank, N.A. (“Wells Fargo”)
in the initial principal amount of $270,000.00 and that the obligation of the Debtor to Wells in connection
~ith that guarantee is secured by a Security [nterest granted by the Debtor te Wells in all assets of the
Debtor pursuant tc a security agreement etfective December 4, 1997; the current outstanding principai
salance of this indebtedness of the Debtor to Wells Fargo is not in excess of $210,000.00; Wells Fargo
10lds no security interest in any assets or property of the Debtor to secure this indebtedness or any other of
he Debtor to Wells Fargo;

Stranahan and the Debtor, jointly and severally, represent and warrant that : Stranahan has guaranteed a
Oan pursuant to a promissory note dated February 8, 1999, by Northern Trust Company, an lllinois
>anking corporation (“Northern Trust”) in the initial principal ameount of $350,000.00 and that the
>bligation of the Debtor to Northern Trust in connection with that guarantee is secured by a Security
nterest granted by the Debtor to Stranahan in all assets of the Debtor pursuant to a security agreement
lated February 8, 1999; the current outstanding principal balance of this indebtedness of the Debtor to
Northern Trust at the current time is not in excess of $350,000.00. Northern Trust holds no security
nterest in any assets or property of Debtor to secure this indebtedness or any other of the Debtor to
Vorthemn Trust;

Jlympic and the Debtor, jointly and severally, represent and warrant that: the Debtor is currently indebted
o Olympic in an amount not in excess of $14,000.00, and that the said indebtedness arose in connection
vith a certain factoring and accounts receivable financing arrangement between Olympic and the Debtor
jursuant to an agreement dated April 13, [999; the said indebtedness is secured by a Security Interest in
avor of Olympic on aif accounts receivable, contract rights, general intangibles and books and records of
he Debtor;

/igor and the Debror, jointly and severally, represent and warrant that: Vigor made a loan to Debtor in the
orincipal mount of $25,000.00 evidenced by a promissory note dated February 2, 1998, the present
outstanding principal balance of which is in the amount 0of §51,621.00, and that the said note purports to
create a Security Interest in the assets of Debtor:

““onkin and Debtor, jointly and severally, represent and warrant that; the Debtor is indebted to  Tonkin in
the principal amount of $44.269.00 pursuant to a promissory note and that the said indebtedness represents
t1e entire indebtedness of the Debtor to Tonkin:

Barish and the Debtor, jointly and severally, represent and warrant that: pursuant to a loan agreement

t etween Debtor and Barish dated February 16, 1999 an indebtedness of the Debtor to  Barish in the

f rincipal amount of $150.012.00 was created and that the present outstanding balance thereon is
©89,325.60; the said indebtedness is secured by a security agresment dated February 16, 1999 in favor of
Barish on all inventory of the Debtor ; the Security [nterest granted by the Debtor to Barish is in all
raspects limited only to the following inventory (hereinatter the “Excepted Inventory™): approximately
:.750 pairs of footwear (Models: U-turns 1.054 pairs, Amazonia 3,736 pairs and Coho sandals 960 pairs).

® ok ko ok
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EXHIBIT D
TO THE SECURITY AGREEMENT
DATED DECEMBER 1[5. 1999
BETWEEN DEEP E. CO., AS DEBTOR AND
AEROGROUP INTERNATIONAL, INC. AS SECURED PARTY

PENDING OR THREATENED CLAIMS
RESPECTING INTELLECTUAL PROPERTY

None
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