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PEACEFUL POSSESSION AGREEMENT

This Agreement is made as of Novemberﬂ, 1999 in favor of HSBC Bank USA (the
“Bank”), a New York banking corporation with an office at One HSBC Plaza, Rochester, New
York 14639 by Applied Research & Technology, Inc. (the “Borrower”), a New York
corporation with its principal place of business and chief executive office at 215 Tremont Street,
Rochester, NY 14608 and by Philip Betette, Anthony A. Gambacurta, Jr., Richard A.
Neatrour, and Terry Sherwood (each a, and collectively the “Guarantor(s)”) and by Joyce D.
Gambacurta and Beverly J. Neatrour (each a, and together with the Guarantors collectively

the, “Mortgagor(s)”).

RECITALS:

A. Debt. The Borrower is indebted to the Bank. The Borrower owes the Bank
$959,371.75 for unpaid principal and interest through November 23, 1999, plus interest from
November 23, 1999 at the rate $245.56 per day, plus the costs and expenses incurred by the Bank
in connection with that indebtedness including, without limitation, reasonable attorneys fees. All

of this debt is now due or past due (the “Indebtedness™).

B. Security Interests. To secure any and all indebtedness at any time owed by the
Borrower to the Bank, the Borrower has granted to the Bank security interests in all of its
equipment, inventory, accounts, general intangibles, chattel paper, and personal property of
every kind and description, whenever owned, and of every nature, kind and description including
but not limited to that described on Schedule A attached hereto (the “Collateral”). The security
interests granted to the Bank by the Borrower remain in full force and effect, without defense or

offset of any kind.

C. Guaranties. To further secure the indebtedness at any time owed by the Borrower to
the Bank, each Guarantor executed and delivered to the Bank one or more continuing guaranties
of any and all indebtedness owed to the Bank by the Borrower. Those guaranties given by the
Guarantors to the Bank have not been terminated and remain in full force and effect, without

defense or offset of any kind.

D. Mortgages. To further secure all indebtedness at any time owed by the Borrower to
the Bank and the obligations of the Guarantors under their guaranties of the Borrower’s
indebtedness to the Bank, each Guarantor and Mortgagor executed and delivered to the Bank one
or more collateral security mortgages. Those mortgages given by the Guarantors and Mortgagors
to the Bank have not been terminated and remain in {ull force and effect, without defense or

offset of any kind.

E. Default. The Borrower is now in default on all of the Indebtedness owed to the Bank

by the Borrower and under the terms of the applicable notes, loan agreements, and security
agreements (collectively, the “Loan Documents™) given to the Bank by the Borrower. The
Borrower has defaulted by, inter alia, not paying the outstanding loans at maturity.

. Operating Status. The Borrower is unable to make the payments due under the
Loan Documents and has determined that its business 1s unable to generate, from operations or

TRADEMARK
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otherwise, cash flow sufficient to operate its business and pay its debts. The Borrower has
exhausted it efforts to raise additional working capital.

G. Management. The Bank has not participated in the management or operational
decisions of the Borrower nor has the Bank controlled the operations of the Borrower. The
Borrower’s decision to enter into this Agreement and surrender the Collateral to the Bank
represents the independent judgment of the Borrower based upon various facts including those
recited in paragraph F above, and the fact that the Borrower’s business is not generating
sufficient cash flow to meet the obligations of the Borrower.

H. Best Interest. The Borrower, Guarantors and Mortgagors believe that (i) it is in the
best interest of each of them, and (ii) it would facilitate realization of the best net recovery from
the Collateral, for the Borrower, Guarantors and Mortgagors to execute and deliver to the Bank

this Peaceful Possession Agreement (the “Agreement”).

TERMS AND CONDITIONS

In Witness Whereof, for good and valuable consideration, the receipt and sufficiency of
which is hereby acknowledged by the Borrower, the Guarantors and the Mortgagors, the
Borrower, the Guarantors and the Mortgagors each hereby agrees as follows:

1. Recitals. The Borrower, Guarantors and Mortgagors, each, jointly and severally,
represents and warrants that each of the recitals set forth above is true and accurate.

2. Access to Collateral.  The Borrower and Guarantors each represent and warrant to
the Bank that all of the Collateral and all records related thereto are located, and the business
operations of the Borrower have been conducted, at the Premises described on Schedule B
attached hereto (the “Premises”), with the exception of certain computer codes held in escrow by
DSI Technology Escrow Services, Inc. (“DSI”) pursuant to a Preferred Escrow Agreement
(Account Number 0116054-00001-081900J) effective June 28, 1999 among DS], the Borrower,
and the Bank (the “Escrow Agreement”). The Borrower and Guarantors each hereby agrees that
the Bank, its officers, agents, employees, attorneys, consultants, independent contractors, and
invitees may at any time and from time to time enter upon the Premises for any purpose related
to the enforcement of the Bank’s rights under its security agreements. Without limiting the basis
for the access granted hereby, the Borrower and Guarantors each specifically agrees that access
is granted for the purposes of inspection, collection, sale, preservation, removat or other

disposition of the Collateral or any part thereof.

3. Peaceful Possession. Upon the Bank’s excecution of this Agreement, the Borrower
and Guarantors each hereby grants to the Bank exclusive and peaceful possession of the
Collateral and all records relating to the Collateral. Upon accepting peaceful possession of the
Collateral the Bank may continuc to have unlimited access to the Premises until the carlier of
December 15, 1999 or the completion of the sale, disposition and removal of the Collateral. The
Borrower may retain posscssion and control of its stockholder and operating records but shall
allow the Bank access thereto for copying and other purposes. The Borrower hereby
acknowledges and agrees that the Bank is entitled to the transfer of the deposited materials under

the terms of the Escrow Agreement.
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4. Access vis-a-vis Peaceful Possession. The Borrower, Guarantors and Mortgagors
each hereby acknowledges and agrees that by exercising any right of access granted by the terms
of this agreement and/or any security agreement given to the Bank by the Borrower or the
execution of this Agreement, the Bank shall not be deemed to have taken control of or assumed
any responsibility for the Premises nor shall it be deemed to have any responsibility for the
Collateral. It is the intention of the parties that substantially simultaneously, the Bank shall take
peaceful possession of the Collateral and conduct a private sale of the Collateral.

5. No Liability. The Borrower, Guarantors and Mortgagors each agrees that the Bank
shall have no liability for any loss, injury or damage to any person, entity or the Premises
resulting from (1) the access to the Premises or Collateral granted pursuant to this Agreement,

(i1) the Bank’s acceptance of peaceful possession of the Collateral under the terms of this
Agreement or any other agreement heretcfore entered into, or (iii) any action or inaction taken by
the Bank under the authority of this Agreement or any of the security agreements given to the
Bank by the Borrower. Throughout any period of access or peaceful possession, the Bank shall
not be deemed to have assumed any obligations of the Borrower, Guarantors or Mortgagors; and,
the Bank shall have no obligation to pay rent or be liable for any charge of any kind in
connection with any access to, or occupancy of, the Premises granted by the terms of this
agreement or any security agreement given to the Bank by the Borrower. The Borrower,
Guarantors and Mortgagors shall jointly and severally indemnify the Bank from any claim or
loss of or in favor of and landiord or other third party arising from any such access or peaceful

pOSsession.

6. Insurance. The Borrower and Guarantors each represents and warrants that there is
presently in full force and effect adequate insurance with respect to the Collateral which
insurance will remain in full force and effect through completion of the disposition of the
Collateral and that the policies providing for such insurance name the Bank as an additional
insured and loss payee. The Borrower and Guarantors each acknowledges that any insurance
obtained by the Bank with respect to the Collateral will ensure only the Bank’s interest in the
Collateral and not the interest of the Borrower or Guarantors. The Borrower and Guarantors
each agrees that the Bank will have no lability for any failure to insure the Collateral or the

Premises.

7. Security. The Borrower and Guarantors each represents and warrauts to the Bank
that the Premises now provide reasonable security for the Collateral without the requirement of
the Bank taking any steps to secure or safeguard any of the Collateral.

8. Cash Collateral. The Borrower represents and warrants to the Bank that the
Borrower presently maintains no balances or deposits in any checking, savings, bank, depository
or other accounts or certificates of deposit with any bank or financial institution other than the
Bank, except for an account at Prudential Securities with a balance of approximately $1,660 and
except for an account at Fleet Bank with a balance of approximately $4,300. The Prudential and
Fleet accounts will be closed and the full balances thereof shall be paid and delivered to the Bank
in kind on or before December 3, 1999. The Borrower and Guarantors cach agrees that should
any of them come into possecssion of any cash, checks, or instruments representing proceeds of
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the Collateral, each will deliver such proceeds to the Bank or its assignee in kind within 24 hours

of their receipt.

9. Cooperation. The Borrower and Guarantors each agrees to fully cooperate with the
Bank and its assignee in connection with their efforts to realize value from the Collateral.
Without limiting the generality of the foregoing, the Borrower and Guarantors each agrees to
fully cooperate with the Bank’s and its assignee’s efforts to collect accounts receivable of the
Borrower and notice account debtors of the Borrower. The Borrower represents that none of the
accounts receivable of the Borrower represents trust funds under Article 3a of the New York
Lien Law. Further, the Borrower and Guarantors shall fully cooperate with the Bank in its
efforts to realize the cash value of the life insurance assigned to the Bank and will execute any
and all documents necessary or desirable in connection therewith.

10. Sale of Collateral. Without limiting the generality of any of the foregoing, the
Borrower, Guarantors, and Mortgagors each hereby agrees that the Bank may conduct any public
or private sale or sales of the Collateral at the Premises, or elsewhere, as the Bank may
determine, whether such sale is by auction, private negotiation, in bulk, m lots, or in any
combination of the foregoing. The Borrower, the Guarantors and the Mortgagors hereby
acknowledges the Bank’s intention to sell the Collateral in a private sale to Yorkville Sound Inc.
at a purchase price of $500,000 in cash at closing and for a possible additional $200,000 to be
paid from future profits realized by the buyer from the Collateral being sold, and further agrees
and acknowledges that such sale is commercially reasonable in all respects, including without
limitation, method, manner, time, place and terms. The Bank, Borrower and Mortgagors
acknowledge that the buyer is or may be an existing or new customer of the Bank and that the

Bank may or may not loan the buyer the purchase price of the Collateral.

11. Waiver of Notice of Sale. In order to facilitate any and all sales of the Collateral,
whether public or private, whether in satisfaction in whole or in part of the Borrower’s
outstanding obligations to the Bank, the Borrower, the Guarantors and the Mortgagors each
hereby waives any notice of any sale of the Collateral that may be required under Article 9-504
of the Uniform Commercial Code, or under any applicable agreement, law, rule, or regulation.

12. Environmental - Personal Property. The Borrower and the Guarantors each
represents and warrants that with respect to any of the Collateral which consists of equipment
and/or inventory (hereinafter the “Equipment and/or Inventory™):

1) The Borrower and the Guarantors have not caused or permitted the
Equipment and/or Inventory to be contaminated by any hazardous or toxic substances;

(1) The Borrower and the Guarantors are in compliance with all federal, state
and local requirements relating to protection of health or the environment in connection
with the ownership or use of the Equipment and/or Inventory; and

(iti)  The Equipment and/or Inventory is not subject to any federal, state or
local order relating to protection of health or the environment; and
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(iv) Removal of the Equipment and/or Inventory will not violate any federal,
state or local law or result in any release of any asbestos or any other hazardous material.

13. Environmental - Indemnification. The Borrower and the Guarantors will
indemnify, defend and hold the Bank harmless from and against any and all liabilities, claims,
damages, penalties, expenditures, losses or charges, including but not limited to, all costs of
investigation, monitoring, legal representation, remedial response, removal, restoration or permit
acquisition, which may now or in the future be undertaken, suffered, paid, awarded, assessed or
otherwise incurred as a result of any contamination by hazardous or toxic substances existing on,
1 or under the Premise or the Equipment and/or Inventory, or as a result of any investigation,
monitoring, clean-up removal, restoration, remedial response, or other remedial work undertaken
on, in, or under the Premises or the Equipment and/or Inventory by the Bank.

14. Reservation of Rights/Deficiency. This Agreement, and the exercise by the Bank of
any rights and remedies provided for herein (a) shall not in any way limit the Bank’s rights or
remedies as against the Borrower or the Guarantors or the Mortgagors to collect any
indebtedness or deficiency balance which may be due on the Indebtedness owed to the Bank by
the Borrower either prior to or after the sale of all or any part of the Collateral, and (b) shall not
be construed or interpreted to alter, modify or amend any agreement to which the Borrower or
the Guarantors, or the Mortgagors, or the Bank, are parties. The Bank reserves all rights
including without limitation the rights to demand payment of the Guarantors and the Mortgagors
of the Indebtedness owed to the Bank by the Borrower at any time, to abandon to the Borrower
or any trustee in a bankruptcy proceeding of the Borrower all or any part of the Collateral, or to

liquidate other collateral or enforce other liens at any time.

15. Title of Assets. The Borrower represents and warrants to the Bank that it has good
and marketable title to the Collateral, free and clear of all liens, encumbrances, security interests
of any kind, that have or may have priority over the security interests of the Bank, except any
interests described on Exhibit A hereto; and, the Borrower, and the Guarantors will indemnify,
defend and hold harmless the Bank, its employees and its successors and assigns from all claims,
expenses including without limitation attorneys’ fees, losses and/or liabilities resulting from any

attack against the Bank concerning title to the Collateral.

16. Receipt of Copies. The Rorrower, the Guarantors and the Mortgagors acknowledge
that they each have received a copy of this Agrecment.

17. General Release. The Borrower, the Guarantors and the Mortgagors represent to the

Bank that they have no defenses, setoffs or counter-claims of any kind or nature whatsoever
against the Bank with respect to the Indebtedness, or any instrument evidencing or securing
payment of the Indebtedness, or any action previously taken or not taken by the Bank with
respect thereto or with respect to any security interest, mortgage, encumbrance, lien or collateral
in connection therewith to sccure the Indebtedness. Without limiting the gencrality of the
foregoing, the Borrower, the Guarantors and the Mortgagors watve, release and forever
discharge the Bank from and against any and all rights, claims or causes of action against the
Bank arising out of the Bank's actions or inactions with respect to the Indebtedness, or any
security intcrest, mortgage, encumbrance, lien or collateral in connection therewith as well as
any and all rights of sctofT, defenses, claims, causcs of action and any other bar to enforcement
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of the Indebtedness or any instrument evidencing or securing payment of the obligations
thereunder, or any action previously taken or not taken by the Bank with respect thereto.

In Witness Whereof, the Borrower, the Guarantors and the Mortgagors have each
executed or caused this Agreement to be executed by its duly authorized officer as of the day and

year written.

n_
Sarah Mason
Assistant Vice President

THE BORROWER

eseamology, Inc.

THE GUARANTOR

P/:lipi:é]t/ |
e 2 A

Applied

Anthony A. Gambacufta, Jr.

VM)

A
Terry $herwood

THE MORTGAGORS

Joyce D. Gambacurta

Beverly J. Neatrour
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of the Indebtedness or any instrument evidencing or securing payment of the obligations
thereunder, or any action previously taken or not taken by the Bank with respect thereto.

In Witness Whereof, the Borrower, the Guarantors and the Mortgagors have each
executed or caused this Agreement fo be executed by 1ts duly anthorized officer as of the day apnd

year written.

THE BANK
HSBC Bank USA

By:

Sarah Mason
Assjistant Vice President

THE BORROWER
Applied Research & Techuology, Inc.
By:

Name:
Title:

THE GUARANTORS

Philip Betette

Anthony A. Gambacurta, Jr.

Richard A. Neatronr

Terry Sherwood

THE MORTGAGORS

ARON E. STARZYK
Notary Pub\ac State of New York

4
Moaroo County, No. O ng‘i‘oﬁs Beverly J. Neatrour

Comm‘SS‘O‘i E)(L,l('es
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of the Indebtedness or any instrument evidencing or securing payment of the obligations
thereunder, or any action previously taken or not taken by the Bank with respect thereto.

In Witness Whereof, the Borrower, the Guarantors and the Mottgagors have cach
executed or caused this Agreement to be executed by its duly authornized officer as of the day and

year written.

THE BANK
HSBC Bank USA

By:

Sarah Mason
Assistant Vice President

THE BORROWER
Applied Research & Technology, Inc.
By:

Name:
Title:

THE GUARANTORS

Philip Betette

Anthony A. Gambacurta, Jr.

Richard A. Neatrour

Terry Sherwoeod

THE MORTGAGORS

Joyce D. Gambacurta

Beverly J. (/3 eE(E%roérs

S Swoun Jo e W-@f—o(@]@%

DALANYA M. CARZONE
i et Gy 1 srerher 1999 A&%/@ﬂﬁzzdgm&
oy Comrmmsion B Ay 12,20 | AL £ 400
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SCHEDULE A

The Collateral

1. All of Borrower’s Equipment and Inventory , including, without limitations, the

following:

Office/Engineering Area:

Furniture; computers; copiers; files; shelving; facsimile machine; plotters desk top items; etc.

Engineering Electronic Test Equipment

Manufacturing Building:

Office Area: Furniture; printers; copiers; files; shelving; and trade booth

Shop Equipment: Workstations; shelving; pallet jacks; stackers; pallet racking; mezzanines;
scales; printers; files; extinguishers; lin bins; racks; soldering irons; screwdrivers; etc.

Capital Machinery:

(3) Rebuilt Universal Machines — 40 station; (1) Radial; (1) Sequencer; (1) I.C. Inserter
(3) Lynx 701 Assembly Machines; Teradyne 21840 Tester with 20+ Fixtures;

Universal Axial Inserter

Test Equipment: Scopes; amplifiers; fixtures
Propnetary Molds

Inventory
2. All of Borrower’s accounts.

3. All of Borrower’s documents, instruments, investment property, chattel paper,

general intangibles.

4. All other assets of Borrower not listed above.
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SCHEDULE B
215 Tremont Street
Rochester, INY 14608
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KN ALV MEN By THESE PRESENTS,

That HEEC Bank USA, a bank organized under the laws af the State of New York haoing
en offico at One HSBC Plazm, Rochestar, Now Yark 14639, (“Seller’™) the holder of a eortain
SecuFity Mterest or seourity intarests in the collateral deseribed below of Applied Research &

logy, Tnc. (the “Debter™), for and in consideration of () the aum of $500,000 lav-fil

of the United Starss 1o the Seller in hand paid, &t or before the ansealing and delivery to
thest presents by Yorkville Sound Tuc. (“Buyer™), (i) the $200,000 Promissory Note & sopy of
which is attached hexeto 35 Exhibit A, the receipt whereof is bereby acknowleiged, hzs :

imed and sold and by these preseuts does grayt and convey unio the Buyer and the heirs,
oxetutors, edninistrators, successors angd yasigas thereof, all of the Seller™s and/or Debtor’s right,
title| and {nterest in and 0. the Collaters! herein after deswibed to have and to bold the game unto
the Buyer, and the helrs, exscufors, adnmoistretors, successorr, and assigns thereof forever

This sele is made AS 1S and WITH ALL FAULTS aod WHERE IS zud withouf any
ranfias of any kind except a$ ars expressly containad hevein, THERE IS NO WARRANTY
OFMERCHANTARILITY OR FITNESS FOR ANY PARTICULAR PURPOSE, EITHER
EXPRESS OR IMPLIED. Apy warmantes made by 2 mannfactares thar by their terms wonld
sunito the Buyer are not txcieded by this Bill of Sale.

The “Cellateral™ is 2l of the following 1o the gxtent that 2 security interest therein may be
ected by the fling of UCC-1 fmanciny statements ix the form annexad bereto as Exhibit B,

P

1. Al of Deblor's Equipment and Inventory, including, without Limitations, the
following, but only to the extant that such collateral s at the tme of dQlivery hereof located ot
thel Premises of the Debior described on Exhibis C atteched hareo:

7 iee

Foraiture; compulers; copiers; fles; shalvm.g; facsimile maching; plotters deskrop
tcrms; ¢lc. .

Engineering Blecwonic Test Equipménr
Manufaeraring Building |
Office Aten: Furnituge; piinters; copiers; files; shelving, and ttade baodh .

Shop Bquipmeat: Workstatioes; shelving; palles jacks; stackers; pallst racking;
mezzamaes; scales; prinwers; files; extinguishers; Un tans; racks; soldering frems;
serewdriverss eta.

W TR IO ATANT EAMCTT DT L A | 20
e deta s e
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Maghinery:
(3) Rebuilt Universal Machinss — 40 station; (1) Radial; (1) Sequencer; (1) 1.C.
Inserted: (3) s Teradyne 21840 Tester with 20+
Fixsures; Universal Axial b:sc:rtcr
S
Test Bquipment: Scopes; amplifiers; Extures

Proprietary Molds
2. Al of Borrower’s Inventory.
All of Borrower’s accoumts a9 axist of tire of delivery of this B! of Bale

2.
4. All of Botrawer’s geperal intazgibles ag exist ot time of dalivery of this Bill of Sale.
1Srdliqn Cash weloe [Le tas 4 BOdrnfl fop eck . B pot 1acladhis p]@{&%lc?a{ﬁ
The Buyer will be respansible for the payment of ey sales, uss or other typs 2 f ransfer ¢
oy any athar tax of 2 similer gature imposed op or 25 a result of the transfer of the Colluteral
herein being trensferred. By efther acospting defivery of the Collateral or executing this Bl of
Sald, the Buyzr bersby agrees 1o indemnify and hold the Seller hanmless from eny Nabilivy for
any jsuch sales, se of other type of transfer fax o7 My other tax. of a similear nawore dmpased on or
as ajresult of the rensfer of the Callateral Aereundar

tex®

"IN WITNESS WHERECT, the Scller has duly executed thir Bill of Sale an the 20 day of
Wevember, 1993,
HSEBC Usa

By: j/}l/cum A»z},ﬁ

Safaty Mason
Assistnt Vice Prasidem

YORKVILLE SOUND INC,

Ry:
d Namc. S&-g(,—/ L o~ j
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