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LOAN AND SECURITY AGREEMENT

GERBER TRADE FINANCE INC.

it Lender
and

JONATHAN DREW,; INC,
a3 Borrower

Dated: September 24, 2004
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g LOAN AND SECURITY AGREEMENT
This Loan and Security Agreement is made as of Septamber 24, 2004 bry and batwmsn

GERBER TRADE FINANCE INC., a New York corporation (“Lender™) und JONATHAN DREW, INC.,
a New York cotporation (“Borower™).

BACKGROUND
Borrower hias raquestsd thet Londer make {oms and advanoes available to Borrowar; and

Lender hay agreed to maks such Joana and advances to Barrower on the termy and conditions set
forth in this Agreoment.

ACGREEMENT

NOW, THEREFORE, i congideration of the mutus] covenants and undartekings and the tarms
end condditions contained hercin, the parties hereto agres as follows:

1

. (a) General Definitions. ‘When used In thiz Agrosment, the Ioilowing terms
sbell heve the following meanings:

[

‘Account Debtor” means any Person who is or may be obligated with ragpect 19, or on
‘ socount af, an Asgount, Chattal Paper or Genoral Intangibles Cincluding o Payment Intungible).

“Agcountagig” has the maaning glvan v such term in Ssction 11¢a),

\ “Accouns™ meens all “accounts™, as such earm i dsfinad in tha UCC, now owned or
heresfier acquired by eny Person, including: (o) all eccounts recsivable, gther reosivables, ook debts and
other forms of obligations (other than forme of obligattens evidencead by Chattal Paper or lngtrumeanes)
(including any such obligations thet mxy be charasterized as an aeeount or contract right under ths UCLY;
(b} ell of such Parson’s rights in, ko and under all purchass ordars or reesipts for goods or services: (o) alt
of such Person’s rights to any poods repressmted by any of the foregoing (including unpaid seliers’ righns
of reacizeion, replevin, raclamation and stoppage In translt and rights to retumed, rectaimed or
reposzessed goods); (d) all rights to payment due 1 such Person for Goods or othar property sold, lessad,
liconsed, assigned or otherwiso disposed of, for & polloy of insurance issued or to be insuad, for e
gecandary obligation meurred or 10 be incurred, for energy provided or to be provided, for tho vas or hire
of 8 vessel under a charter or other contract, arising out of the tse of & eredit card or charge oard, or fopr
gervioss rendered or to be rendered by such Person or in connection with any other transaction (whather
or not yet carned by periormancs on the part of such Person); (&) all Health Care Insurance Recelvebles:
end (£} all collataral security of any kind given by any Account Debtor or any other Person with respest o
ey of the foregoing,.

“Accounts Avallability” means the amount of Revolving Credit Advances Bgains
Eligible Aczounts Lendar may from Hme to Sme make availabla to Bormower up to eighty psroent (§094)
of the net face amount of Borrewer*s Eligibie Accounts, ,

“Affiliate" of any Parson meane (3) any Person (other then & Subsidiary) which, dirsetly
or indirectly, is in conirol of, is controtled by, or is under somoIon cORtrol with suck Person, or () any
| Peracn who is a director or offieer (§) of sach Person, (i5) of any Bubsitgiary of sech Person or L) of any
: Porson described in clinse (a) sbove. For purposes of this definiton, control of 8 Person shall mean the

2' £d,§?&\
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— power, direct or indireet, (1) to vote five peromst (5.00%6) or more of the sscarities heving ordinary voting
. power for the alaction of directors of such Person, or (il) to direct or cause the dirsction of the
, = managsment and policiss of sach Person whether by oomrset or otherwise.

! "daclliary Agraamnents” means the Note, sach Guaranty Agresment, sach [ntarcredlior
Agreement, exch Sobordination Agreoment, and alt othar agreements, mstrurnents, doouments,

mortgages, pledges, powsrs of attomey, consents, assignments, contracts, notices, secarity agresments,
trost egreements and guarantees whether herstofore, consurrently, or horeafter sxztuted by or on behalf of
Borrower or any other Pergon or delivered to Lendar, relating t this Agreement or to the transactions
sontempiated by this Agresment.

“Books and Rocords™ means all books, records, board minutes, contrasts, Hesnsas,
insurance policies, snvironmental audits, buyiness plans, fijes, compirter files, computer dises mmd other
data and software stomge and media devices, actoumting books and records, financial statements (antuza]
and pro formn), $ings with Governmental Authoritles and any emd alf records and instruments refating o
the Collm=ral or otherwise nocessery or hafpful in the collection thereof or the realization thareupan,

“Borowing Bege Conifiogte™ means a cartificate in the form of Exhibit C.

“Businogs Day"” means a day on which Lendsr [; open for business and that js not a
Seturday, & Sunday or other day on which hanka ere required ar parmitted to ba closed in the State of
New York.

“Change of Contro[™ means, with respett ty way Peraon on or aftsr the Cloaing Date, that
any change in the composition of such Peraon’s stockholders 23 of tha Closing Date shal! occur which
- - ‘Would remilt In any atocichalder or group ssquiring 49.9% o more of any olasy of Swck of such Person,
e or that uny Person (o7 group of Parsans acting in conesrt) shall otherwiss acxuirs, divectly or indirectly
(imcluding through Afflllates), the power to cloct a majority of the boerd of directors of such Perzan or
atherwise direct the management or affairs of such Ptrson by obtaining proxivs, entering into voting
agroarnauty or truats, sequiring securities or othorwisa.

“Chatte] Paper™ means all “cheatto| paper,” as such term iz dsfined in the UCC, including
electronic charts] paper, now owned o hereaftar acquired by aoy Persen.

- “Closing Date™ means Septamber 24, 2004 or such other date ay may be agreed upen by
the parties harato.

“Collateral™ means all of Borrower's property. and asseta, whather real or persanal,
wngibis or intangible, and whethor now owned or beveafter acquirad, o in wiich It now has or at any
1 tdme in the fiture may esquire any right, titls or interset including all of the faliowing progerty in which it
now has or at any time in the foture may scquine any right, titls or interest;

i (i) all Inventary,

(i) o/l Equipment;

(i) el Fixtureg; -

(iv})  all General Intangibles;

"I-...-’ v) all Accounts;

3 d /
] . '/ .// ﬂ\
' Y.
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-~ (vi) w7 Dopasit Accounts, other bank sccounts and el] fupds
_ on depogit therein;

(vil)  all Invasoment Property;
(vili) =l] Stock;
(ix}  all Chattel Paper;

(x)  alf Leter-of-Credit Rights;
(xi)  all Instruments;

(xli)  all commercial tort elafmg set forth on Exhlbit 1(A);
(i) all Books end Records;

. (div)  all Supporting Obligations inchuding [mtters of credit and
. guarantoos issusd in support of Acsoumts, Chatts] Peper, General Intangiblea and
| Investment Property;

] (xv) (D) all money, cash and pash equivalants and (i) all cash
; held as cush collateral 1o the extant not otherwire constituting Collatersl, edl other cugh

or property et any time on deposlt with or held by Lender for the 2ccount of Borrower
- (whether for safekesping, custody, pledge, tranamission or otherwise); and

(xvi) all products and Procesds of all or any of the foregaing,
tort elaime and all alaims and other rights to payment including insurance claims
againat third partioa for Joss of, damage to, or dostruction of, and (i) payments due or
w become due under leases, rewtale and hirés ofany or all of the foregaing and

' Prooeads payable undar, or ungarned premiums with respect to policies of insurancs in
‘ whatever form.

|

|

Collatstal Accoyunt” means to Lender or an aecount I Lander’s name under the
dominion and control of Lender maintained at a financin] netitution eoceptabls to Lender into which all
cgh, cheoks, notes, drafts and other almilar items relating to or constititing Procesds of or pEymitnts
! made in respect of any Colisteral shall bo deposited.

‘ “Coniract Rage”™ means an interest rate per ansmum equal to the mm of (i) the Prime Rate
plua (i1} three and one-half persent (3.5%5).

“Defuult"” means eny sct or event which, with the giving of notice or pagsege of time or
both, would constitute i Event of Default.

“Default Rgm" has the mesning given t suah term in Section S(a)(iii).
I “Depoglt Acooipts™ mesna all “deposit accounts” s such tarm i defined In the UCE,

' now or hersafter held in tha name of any Person,
4 A/ 5\
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- “Dosuments™ means all “documents”, m such ferm is defind in the UCC, now vwned or
"/ hereafer acquired by any Person, whersver loeated, including aff bifls of leding, dock warmits, dock
reseipt, warehouse receipts, and other documents of title, whethar nogotisble or non-negotisbls,
“Eligible Accounts™ meany and locludes sach Acsount of Bomrawaer which conforms o
the foliowing eriterla: (8) shipment of the merchandise or the rendttion of services hes been compivind;
(b) no return, rejsction or repossession of the marshandize has occurred; (c) merchandiss or sarvices shalt
fiot Bave besn rejectzd or disputed by the Account Dabtor rnd there shel! not have been asyertad any
offeet, defenss or counterslaim; (d) continues to be in full conformity with the representations end
warranties miade by Borrower to Leoder with respect thereto; ¢e) Lander is, and continues i be, sgtisfiad
with the credit sanding of the Acoount Debtor in relation to the amount of credit extended; (£) thers are
no facts existing or threatenad which ars Hikely to result (n any adverse changs in an Account Dabtor's
financlal condition; (g) iy documented by an involus in = form approved by Lender (such 8y the form
currently used by Bormmower) and shall not be unpald more than 90 deys from Involos date; (h) lass than
thirty-three pereent (33%4) of the unpeid amount of invoices due from such Account Debtar remain unpaid
more than 50 days from involos date; (i) i ot evidenced by chattel paper or en instroment of any ikind
with respoot to or In payment of the Aceount unless such instrument is duly endorsed to and in possesaion
of Lender or ropresents a check in peyment of 2 Aocount; (f) (€ the Acoount Debtor Is loceted gutside of
tha United Statos, the goads which gave rias % such Account were shipped afs receipt by Bommower
from or on behalf of the Account Debtor of an irravocable Intter of cradit, assigned end delivared 1o
Lender and confirmed by & financlal Ingtitution seceptable to Eander and is in form pnd substance
accaptable to Lender, payable In the full amoumt of the Account in Unitsd States dollars ar a placs of
payment located within the Unitod States; (k} Lander hao n first priorlty parfected Lien tn such Acsount
and such Account ix not subject to any other Lien other than Permitted Lisng; (1) does not arlse out of
traneactions with any sployes, officor, agent, direotor, stookbolder or A#filiate of Borrower; {m) is
pryable to Borrower; (n) doss not arise with respect t goods which are delivered on a sash-on-delivery
bagls, unless the prodsods of such sxle ars directed through Unitad Parcel Sarvica and have been
irrevocably assigned to Lender, or placad on censignment, gnarantssd sale or other terms by reasan of
which tha payment by the Account Debtor may bo conditional; (o) is not an obligation of an Account
Debtor that hea suspended business, made & generel assignment for the beneflt of creditors, is uasble to
pay itg debts xa they become due or as 10 which 2 patition has bean filed (voluntary or involuntary) under
any law relating to bankruptcy, ingolvency, reonganization or relicf of debtors; (p) does not atse out of 1
hill and hold sale prior to shipment and, if the Account arlses out of & sals to any Person to which
Botrower I3 indebted, the amount of such indebtedness, and any anticipated indshtadneas, is daducted in
detarmining the face amount of such Acoount; (g is net of any returms, disaounts, olaims, credits and
allowances; (r) if the Account arises out of contrats between Borrower and the United Stares, Any stalz,
or any department, agency or imstrumentality of eny of them, Borrower has 10 notified Lander, in writing,
prior to the creation of such Acconnt, and, if Lender so requests, there hias been compliance with any
govetnmental notice or sapproval requiremeno, inaluding compiiance with the Faderal Assignment of
Claims Act; (s) is a good and valld account representing an undisputed bona fide indebiedness incurred by
the Acoount Debtor therein named, for 2 fixad sum ay sxt forth in the invoios relating thereto with respect
10 an uncenditional eale and dalivery upon the atated terms of goods sold by Berrower, or work, laber
and/or services rendered by Borrower; (t) the total unpeid Aecounts from such Account Delytor doss not
exceed twenty percant (2096) of all Eligible Accounis, except with Genera! Cigar Company and
Cigara International where the total unpeid Accounts far each shall not exceed forty percent
(40%5), subject to reviaw; (u) does not erlse out of progross billlnga prior to completion of the order; (v)
Borrower’s right 10 peyment ia abacluts snd not contingent upan the fulfiliment of any sondition
whatsoever; (w) Borrower is able 1o bring suit end snfiros its remedies against the Account Debtor
through Judicial procass; {x) do=a not roprosont Intarar paymants, lave or finanos SHArges or servico
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sharges owing to Borrower; and (¥) 1s otherwise satisfuetory to Londer ax detarmined in good faith by
Lander in the reasenable exercise of ity discrodon,

“Eligible Jgveninry* meena lnveniory owned by Batrower which Lander, in its sole and

. absolute diecretion, determines: (a) is mabject to u first priority perfectod Lion in favor of Lender and is

subject to no other Llens whatsosver gther then Permitizd Lians; (b) is losated on premrises owned o
oporated by Bortower within the Unitsd States; (<) is losatsd on premlsss with ragpect o which Lender
has recoived 2 landlord, mortgages or wrehouse agresment acceptable in form and qubgtance to Lander;
(d) iz not in traneit; () Is not covered by a negotlabls dgcument of title, ynless such document and
avidenas of asceptable insorance covering such Inventery Yims been delivered to Lendar ¢ 1s In pood
condition and meets all standards impoaed by any governmental agency, or department or division thereof
having regulntory Governmental Authority aver such Inventory, lts use or sale inchiding tha Federa! Fair
Labor Swandards Act of 1938 es emendad, and al] rules, regulations and orders thereunder: (g) [3 currently
aither wsable ar salable in the normal course of Borrower's business and han not beem in Bormower's
possession, custody or control for mare than 120 drys; (h) is not placed by Barrower on oensignment or
held by Bormower on consignment ffom another Peraon; (1) I8 not In conformity with tha representetiona
and warTanties made by Borrower to Lender with respect thereto; (k) does not require the consent of any
Peraon for the completion of manufasture, sele ar other dizposition of such Inventory by Lender fallewing
an Event of Default and sucl: completion, menufachurs ar sala doss not consthute a braach or default
under any contract or agreement tu which Borrower ia e party of to which such Inventory it or may be
subject; (i) is not work-in-process, peckeglug materials, displays, prometiogal items or burmnidors not
iniended for sale to Borower's Acoounts; {m) is covered Iy cRsualty Insuranss secoptable to Lender; and
(r) oot to be ineligible for any other rexson, .

“Envirenmente) Comnplaint™ shall have tho meening given to such term in Seotion
12¢EX1Iv).

“Egquipment" means all “equipment” as such term ia defloed In the UCE, now owned or
frarcafter acquited by any Pereon, whersver |ocatad, inchuding eny and all machinery, AppRTETUE,
equipment, fittings, furniture, fixturos, motor vehicles and other tanglble personal proparty (other than
Inventory) of avery kind end descriprion that may be now or hercafier uged In such Pergon's oparations or
that are gwned by such Person or in which such Person may have an intereat, and =i} parts, accessories
and acceaslons thereto and anbstitutions and replacements therefor.

“BRISA" shell have the meuning given o such term in Saction 12(g),

“Exentof Default” means the occurrence of any of the events set focth in Section 18,

“Elxtureg"” means all “hixturcs” as such term is defined in the UCC, naw owned or
hereafter nequired by any Person.

"Earmula Amount” shall bave the meaning given te such term In Section 2(a),

“QGAAR" moans generally acoepted accounting principles, practices end procedures in
effest from tima o tras it the United States of Amerloa,

“Cispreral Intangibleg™ means all "general intangibles™ as such term is defined in the 0CCG,
novw owned or hereaftar acquired by siy persen including sl right, dtle and interest that such Perzon may

now or hereafter have in or under eny contract, gl Payment Intanglbles, custamer ligts, Licensas,
Intellectial Property, interests in parmerahips, jolur ventures end other businass essaciations, peErmits,
praptietary or confidentisl information, inventions (whether or not patartted or patantable), tachnioal

: / 5\
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information, procadures, designa, knowledgs, know-how, Software, dats buses, datn, akill, expertise,
experiencs, prooassss, models, druwings, materials, Books and Records, Gaodwill (lnchuding the
Goodwlll associsted with any Infellectusl Property), all rights end olaims in or under insurance policies
(Including insurance for fire, damags, Joss, and casualty, whether covering peracnal property, real
property, tangibls righta er Intangible rights, all liabiliry, 11, key.parson, and business interruption
insurance, and al) uneamed premiums), uncertifioarsd securitiex, shogog in action, deposit accounts, rights
1o teesive tax refiuds and other peyments, rights to receivad dividends, diseiutions, cagh, [nstruthenty
and other property in respest of or in exchangs for pledged Stock md Investmant Proporty, and rights of
indemmificetion.

“Goods™ meang all “goods®, rs guah term is defined i the UCC, now ownad or hareafter
acquired by any Persom, whezever located, including embeddad software to the edant included {n "goods”
83 defined in the UCC, marufastured homes, stmding timbar that is cut and removed for gale and unbom
young of enimala.

“(opdwill™ meang all goodwil), grade secrets, propristary or confidential informetion,
teobnical information, procedoses, formules, quatity contrel standards, deslgns, operating and waining
matuels, custormer ligts, and distrbution agrecments now owned or haronfier acquired by any Person.

! ity" meana any nation or government, eny state or cther political
subdivision thereof, and afry agency, department or other entity exerciting exeoutive, lagiglathng, Judicial,
regulatory or sdministrative functions of or pertaining to govarnment.

“"Ouarantor” means individunlly Jonathan Senn and Marvin Samel and any cthar Person

who may gusrantee payinent or performenve of the witals of any part of the Obligations and "Gugarantors”
means collectively all mich Peraons,

“Ouaranty Agsreements” means colleetively, the Guaranty Agresments which are
executed by tach Guarantor In favor of Landsr,

“Hazanjous Disaharge™ shat] have the meaning given to such term in Sastion 12(M{1v).

“Indemylfled Persog” shel] have the meaning given to such term in Section 25,

“Ingtumegie™ means il “mstruments”, as such term Is deflnod in the UCEC, now owned
or beroafter wequired by sny Parson, whersvar located, Including all certiflcated ascuritics and all
promissory notes sad other evidencas of indetrtadness, other than instruments that constitute, or Gre g part
of n group of writings that constiturs, Chartal Paper.

“Inlleciua) Propariv* means any and all Licénses, patents, patent registrutions,
copyrights, copyright registrations, trademarks, trademark regiatrations, trade socreid and customer fist.

“Inyentory” means all “inventory™, &s such term fy dafized in the UCC, now cwned or
hereafter saquired by any Person, wheraver looated, inclading all inventory, marchandise, goods and
other parsonal property thut eme held by or o behalf of fuah Prrson for sale or leass or zre furnished or
uce o be furnished undar a contract of service or thet eonstifute maw materinls, work in process, finished
goods, retumed goods, or meterials or suppliss of eny kind, anturs ¢t destription used or cemgumed or to
be uzed ar consumed In such Paraon's business or in the processiog, production, packaging, pramotion,
delivary or shipping of tha same, including all supplles and embedded gofrwars,

" -
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“Investment Property*™ meana all “invastment property”, as such term ig defined in the
— UCC, now owned or hersafter soquired by sny Person, wherever located.

“Inyentory Avalebllity* means the amommt of Ravolving Credit Advances sgaimat
Rligible Inventory Lender may from time to time make avaiisble to Bomrewer up to the lesser of (a) fifty
percent (50%) of the vajue of Bomower™s Bligible Inventory (calculated on the basia of the [ower of cost
or market, on a firvi-1n fAsst-out baeis), or (b} Assounts Availabiliny.

“L( IgERer” shall mean & commerclal bagk or other financial instloton selectsd by
Lender, in is diacretlon, o ssue Lottarn of Credlt purmuant ta this Agroement,

“L etters of Guaragtv"™ moans sl letiers of guarantse entersd inm by Lender for
Bormowers essoutt,

“License™ means eny righta under apy written agrasment now or hereafior acquired by
any Person to use any tredemnark, trademerk registretion, aopyright, copyright registrarion or invantton for
;.rhlch a patent is in existence or other eense of rights or intsrasty now held or heneafer acquired by any

eraon,

“Ljem"™ mesny any merigags, security deed, desd of rust, pledge, hypothecation,
agsignment, security intareat, lian (whather statutory or otherwlss), charge, einlm or enconnbrance, or
praference, prierity or other soourity agreement or preferential srran gament held or neserted in rogpsat of
any asast of any kind or pature whalzosvear including any conditicns) sale or other tixle retentlon
egToeraont, eny lease having submantially the same economis affact es any of the foregoing, snd the filing
of, or agreement to give, any fimencing statement under the UCC or comparable law of any jurisdiction.

s “Logng” means the Revolving Cradit Advenges and eIl extengions of credit herounder or
umder any Ancillary Agresment, incluging Letiar of Credic Obligations.

"Material Adverge Effost™ meany & material adverse effect on () the condition,
operations, ussots, busmens or proapects of Borrower, (b) Bommowar’s abllity to pay or perform the
Obligations in socordance with the terme hersof or any Anciitary Agreement, (c) the valus of the
Coliateral, the Liens on the Collatera or the priority of any such Lian or (d) the prectica} realization of the
banefity of Lenders rights and remediss undor this Agreomant and the Ancillary Agreements,

“Max(mum Capital Exponditurs Amount™ means 530,000,

"“Maximum Legal Rate™ shall have the mesning given t such term in Saction 5(a)Iv).
“Maxlmum Revolving Amount™ meana 81,000,000 (ona million doliary).

“Minimum Averags Monthlv Logt Ampount” means seventy-fiva parcant (75%) of the

Borrower's projected monthly burrowing neads pursuant o Borrower' projecizd balance shest for the

peoried of April 2004 through December 2005 provided to Lender and dated June 24, 2004, The
Minimum Aversage Monthly Loean Amount thersafter ahall bo dotarmined at o jater dats, but shali not be
Ieza than ax prosented each month in the Borrower's sbave-refarenced projections.

“Nat=" mesns tha promlazery nate of Bormewer sxeeited in fuvor of Lender substantindly
in the form of Fxhibit A.

Ty
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“Lhligarions” weans all Loans, all advances, debts, Uabilitics, obligations, covenants and
duties owing by Botrawer to Lender (or any corporation thet directly or indlrectly oontryls or is controtled
by or is under cammon control with Lender) of every kind and description (Whether or not evidenoed by
any note or other instriment and whether or not for the, payment of money or the perfonmance or non-
performance of any act), direct or indirect, abso/ute or contingent, due or to become dus, contractun! or
tortious, lHquidated or unliquidmied, whether existing by operation of law or othettvise now existing or
herealtor arising including amy debt, linbility or obligation ewing from Berrower to others whiah Landor
may have abtrined by asaignment or otherwise and further including ell interest (including interet
accrulng et the then applicable rate provided in this Agresment after the maturity of the Loang and intarest
sceruing at the then applicable rate providad in this Agresment after the filing of asry petition in
bankmipicy, or the commencement of auy insolvanty, reorgenization or Hke proeseding, whether ernot g
elaim for post-filing or post-petition intorest is allowsd in such proceading), charges or any other
pryments Borrower is required to muake by law or otherwise ariging under or 65 & result of this Agreement
and the Ancillary Agreements, togsther with a!l reasonabls cxpenses and reazscnabls attorneys” fees
oharg=sble tv Borrower’s account or incurred by Lender int donneation with Barrower’s kocount whether
pravided for hersin or in any Ancillary Agreemeant,

“Payment Intangibles” means all “paymont mtangibles” as such term is defined in the
UCC, now owned or hereafter acquired by any Person, inchuding, a General Intengible under which the
Acccunt Debtor's principal obligation fs « monetary obiigation.

“Permived Ligng™ meana (a) Lisns of qarriers, warehousemen, artlaans, bailess,
mechianios and matoriaimen incurred in the ordinary couras of businesy seouring sums not overdus; (h)

Lizns fnourred [n the ordinary courss of business in connection with workmen's compenaation,

unempleyment (nsurance or other forms of govarnmental fngurance or benefita, refating to employsas,

securing sums (i) not overdue or (if) being diligantly contested in good faith pravided that adeguate
R reserves with respect thiercto are maintained on the bocks of Borrawer in sonformity with GAAP; (a)
Llens in favor of Lemder; () Lizny for taxes (i) not yet due or (ii} being diligently contested in good fith
by appropriste procesdings, provided that Mequeate rederves with repgect tharwtc as maintined on the
books of Borrower in conformity with GAAP; providad, that, the Lien shal] have no sffact on the priarity
of Liens in favor of Lender or the value of the pasets in which Londer bas o Lien; () Purchase Money
Liena gecuring Purchase Mongy Indebredness to the sxtant permittad in this Agreement and (D) Liens
speoified on Sohedule 1(B) heretn,

“Berzon” menns any individual, sols propristorship, partnership, limited liability
partnership, joint venturs, wust, unincorporated arganization, association, corporation, limited llability
cotmpanty, institation, public benefit corporation, entity or government (whether federl, state, ovonty,
city, municipal or atherwise, including any instrumentality, division, agenay, body or department thersof),
wnd shell include suth Pergon®s soccasaors kd aseigny.

“Euime Raw" means the “prime rats™ which Is normelly published in the “Money Rates”
of The Wall Street Journad (Eastern Edition, Mew York Metro), provided, howeve, if the Money Rates
Calumn of Tha Wall Straet Joumal (Bastern Edition, New York Mptro) cemses to be puklished or
otherwise does not designete 3 “prime rate® aa of & Business Day, Lender shall have the Fight to obtain
such infurmetion from & similur busioess pubfoativn of its selection. The Prime Rare thall bs increased
or decranyed a8 the onse iy b for onch increase or decrenye in the Prime Ruxis in an armogmt sgunl to
mach increass or desresss in the Prime Rates sach changs to be effective pa of the dey of the change in

soch rirs,
“Brocesds” means “procesds”, as such term ia defined in the UCC and, in gy evens, shall
- inctude: (x) any and gl procoeds of any inmurance, indemnity; warranty or gouranty p 18 ts Darrower
- m
o
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or any other Person from time to time with respect to sny Collateral; (5) eny and all peymente {in any

~— form wharsoever) made or dus mmd pxyabis 10 Borrower fom time 1o Bme in tennection with any
requisition, confizcation, condemnation, seizurs or forfelture of any Colinters| by any governmantal body,
governmental authority, burean or agency (or any person acting tnder color of governmenta) anthority);
(c) eny olaim of Borrswor sgainst thind parties (3) for past, present or future infringerment of any
Intellectual Property or (1) for past, present or future infringement or dilotion of any trademark or
trademark iloense or.for injury o the goodwill aseocisted with oy trademark, irademes rogistration or
tradumark licensed under eny trademnrk License; (dy any rocoverien by Borrower apaina third partiey
with respect to any litigation er dispute conceming any Collateral, including olsima arizing out of the loss
or nonconformity of interference with the tse of, defets In, or lnfringsment of righes fn, or damage w,
Colisteral; (=) all emounts coliected oo, or distritarted on acoount of, other Collateral, insluding dividenda
interest, distributions and Insmuments with respect to Investment Property and pisdged Stock; and (f) any
und all other amounts , rights to paymant or other property acquired upen the sale, [=asa, loense,
exchange of other diaposition of Colleteral and all rights arising out of Callatessl.

" means the projected balance sheets, statsments of income and cash flow for
Borrower and ita Subsldlariss by month for the naxt Fisoa) year prepared in & manner consistent with
GAAP and sccompenied by senior manegement’s discussion and analysis of such plan,
"Purchage Monay Indebtedrioss" means (a) any indebtedness incurred for the payment of
all or any part of the purchaga prico of any fixed asgat, (b) amy indebtednass ingurred fior the sole purpase
of finencing or refinansing all or eny part of the purchass price of any fixed vseet, and {2) any renewals,

extensions o7 refinancings thereof (owt not eny incresses in the principal amounts thereof sutatanding et
dhat time).

"Burchass Mongy Lien™ meens any Lien upon any fixed sssots that socures the Piurchasze
S Money Indebtedness related thereto hut only if such Lien shall et 8] times be eonifined golely to the aggei
the purchase price of which was finenced or refinanced through the incurrence of the Purchass Monwy
Indebtedneas secured by such Llan and only 1f such Lisn securss ouly such Purchass Money
Indebtedness,

“Revelving Credit Advences” shall heve the meaning given to such tsmm in Section 2(a),

“Software”™ maans all “software” w1 such term is defined i the UCC, now cwned or
hereafter acquired by any Perdon, including all computer programs end all supporting information
provided in connection with & transsction related to any program.

“Stpak™ meang all certificated and uncertificsted shares, options, Warranty, mombership
interests, general or limited partnership Interests, participation or other equivalents (regardiens of how
designated) of or in a corporation, partnership, limitcd liability company or xquivalsnt eatity whether
voting or nonvearing, including common stoclk, preferred stock, or any othar *aquity yecurity™ (us mch
tarm |3 defined in Ruio 3a11-1 of the Genersi Rules md Reguletions promu]geted by the Seourities and
Exchangs Commiasion under the S=ourities Exchangs Act of 1934).

“Subordipatyd Debi® nisans the indsbtedoeys svidenoed bry the Subordinated Note and
any other note, dacument, instrumant or agreament naw or any time herexfter executed and/or daliversd
by Borrower with or in favor of any Subordinated Lander which svidsnrss the principal, interest and
other amounnts owad by Barower to sush Subordigated Londer.

10
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“Snbondinated Lendar” meens, collectivaly, Bsther Sann and Mordecai Samel, and any
cther Person who enters into a SBubordination. Agreement with Uender with respect & amounts owed by
Borrowar to such Subordinated Lagder,

“Subordinated Note™ means the note represcnting tha loan by Esther Sann in tha amount
of niet lesy than $161,119.00 end by Mordecai Samel in the amouwmt of not leas than $34%,286.86,

“Subgrdination Agmement™ means collactively, the Bubordinetion Agreement exeputed
by the applicable Subordinated Lender in favor of Lander and acknowledged by Berrowet, and any and
alf sther subordinwtion agraements nzcepted by Tender from fims to time with maptct o indebtednes of
Borrower.

"Bubgidiary” of any Person means & sorporation or ofher entity whase ghares of stock or
other ownership interests baving erdinary vetlng power (other than stock or other awnership interesis
having such power anly by reasan of the happening of a contingency) to alect & majority of the direstors
of such corpometion, or cther Persona performing o imilar funevions for such ontity, wr= owned, divectly or
indirectly, by such Parson,

‘Supporiing Obligations” meana all “supporting obligations™ as such term ja defined in
the UCC, including fetters of credit and gunrantiey jssued in sopport of Ateounts, Chattel Paper,
Documenty, Genern! Intangibles, Instraments, or Envestment Property.

“Zaneible Net Worth™ at o particular dats means (a) the aggregate amount of all asasts of
Borrower as may be properly classlflad as such in secordance with GAAP cansistently applied excluding:
(1} all amounts owad to Borrerwer from any employee, officer, agent director, stookholder or AfSlime of
Borrowear ather than to the Micaraguan operations, and (2) such other azsetz aa arc praperly clasalfied az
intengible assety under GAAP on & eombined basia, legs (b} the aggregate amount of slf {inbilities of
Borrower, but not including any dabt spesifically subardinated to Lander,

*Yerm"” means tha Closing Date through the Termination Dato subject to acaelaration
upon the otcurrsnce of an Event of Definlt hereunder or ather temmination hereunder,

“Temminetion Date"™ means Ssptamber 24, 2006.

FUCC" megns the Uniform Commercial Code as the same may, from tims be in effect in
the State of New ‘York; provided, that in the svent that, by renssn of mandatary provislans of law, any or
all of the sttachment, perfection or priority of, or remedies with respect to, Lender's Lisn on ROy
Collatoral is governed by the Uniform Commercinl Code ag in effect in & jurisdietion other than the State
of New York, the tarm *"UCC" shall mean the Uniform Cemmertial Code an In effect I such other
jurisdiction for purposes of the provisions of this Apreemen refating t such attchment, perfection,
priority or mmedias and for purposen of dofinitions relsted 1o such provisiony; provided further, that to the
extont that UCC iz used 1o defime any tetvs hereln of in any Ancillery Agresment and moh term is defined
differamily io diffisrent Avticles or Divisions of e UCES, the definition ef auch trm contained in Articls
or Division 9 shall gevern,

“Uniform Custonis™ shall meen with respect 1o  dosumentary Lattsr of Cradit the
Unifirm Customs and Practioe for Documentary Credita (1993 Revision), Internstional Charmber of
Commerce Publication Na. 500, as the sames may be amended from time 1o time and with TEAPEML O B
standby Lettor of Credit, the Intsrnational Standby Practicss, International Chamaber of Commerce
Publization No. 590, ag the same may bs amended from time to Hma,

-
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“Yalidity Agreenients” means the Validity Guaranty Agresments sascutad by exch
s Validity Guarantor In favor of Lender.

() Acoounting Tenmy. Any acecunting teyms wsed In this
Agreement which ars not specifiesily defined shall have the meanings customarlly given
them in eccordance with GAAP and ell finmeial computations shel) be comprrted,
unlcss specifioally provided harein, in nccordance with GAAP consistontly spphied.

() Caher Tozna, Al other terms used in this Agreoment and
dafined in the UCLC, shall have the meaning given therein unfess ntherwise defined
harein.

(d) Bxles of Consimstin, All Sohedules, Addonda and Bxhibiu
hereio or expreasly ldsatifisd w this Agresmiont are meorporsted herein by reference and
taken together with this Agresment constiuts but a single agreement, The words
“hersin”, hereof” mmd “herevnder™ or other worda of similar fmport refer io this
Apgreamnent us 2 wholw, insloding the Exhibits und Schedules therets, as the same may b
from time (o time amended, modified, rostatad or supplementzd, and not m any
particular asction, pubsection or clavse conteined in thiv Agresthent. Wherever from the
context it eppoars appropriate, sach torm giaiad in either the singular or plaral shall
Include the singuler and the plural, end pranoups stated in the masculine, famming or
newtar gendor shail include the masculine, the feminine and the newter. The term “or™ is
not exclusive. The term "ingluding” (or any form thereof) shall not be limiting or
exclugive. Al references to statres and related regularions shatl include any
amsndments of samo and any sueeessor siatuter znd Tegulations. All reforenoes in this
Agreemeny or in the Schedules to this Apreement to sections, sehadiles, disclogurs
schedules, exhibiis, and stuchments shell rofir to the correspanding sections, sshadulea,
disclomnre schedules, exhibits, and attanhments of or to this Apreement. AV references
1o gy instruroenta or agrecments, Inctuding refarencen to any of this Agresmant or the
Anciflary Agreements ghall include any md all modificationy or amendments thereta
and any and all extensions or renewals theraof,

2. Reveolving Credit Advances.

(a) Subjest to the terma and conditiems set forth bersin and in the
Ancillary 4preements, Lender may, in its sole discpetion, make tevalving credit
advancss (the "Revolving Credit Advanoes™) to Borrower from time 1o iime during the
Tarm which, in the eggregste at any tims outstending together with all ontstanding
Lettor of Cradit Obligationa, will net exceod the [asser of (x) the Maximum Ravolving
Ampunt ar {3} & smount egued o the mm of*

(i) Asnsounts Availebility, phus
(i)  Inventory Avallability, minus
(iii)  such regerves as Lander may reasonably deam prapar and

neceasary from time to time, including the outgtanding amount of Lebter of Crodit
Obligations.
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(iv) The amount derived & any time from Section 2(R)(Y)(D),
"/ plus (i), mims (ifiy shall bs referrod 1o as the “Formula Amouni™,

(v)  Notwithstanding the limitations set forth above, Lender
retaine fhe right to lend Borrower Som times to tima fuoh amounts In excess of such
limitationy as Lender may determine In its sole discretion.

(&) Borrower acknowledges thet the exeroise of Lender's
discretionary rights hervunder mey resutt during the tarra of this Agreement in one or
more Increases or decreases in the advancs percentagas pasd In determ ining Accounts
Avnilability and Inventory Avaflabllity, end Borower heroby consonis to any guch
Inereases or decreases which may limit or resteict agvancas requeated by Borrower.

) If Borrawer does nat pay any interest, faes, cogts or charges io
Lender when dua, Borrower shall thereby bs deemed to have raquestad, and Lemder I3
heceby authorized at ita digorstion to make and charge to Bomower's aceount, &
Revolving Credit Advanca to Borrower as of such dats in an ameunt equal e such
unpaid interest, freg, costs or charges.

(d)  IfBorrower at sy time fails 1o perform or obeerve any of the
covenaniy contained in this Agroement er any Anclilary Agresmant, Lander may, but
nzed pot, perform or cbaerve such covenamt on behalf and in the name, place and stend
af Borrower (or, at Leader’s option, in Lander*a name) and may, but noed not, take any
4nd all other actians which Lender may deem Desasasry ko outrd or sorpeor sush feitura
{including the payment of iaxes, the satixfuction of Licna, the perfarmance of obligations
awed to Account Debtors, Yessors o other obligors, tha proourement and maintenanee of

St inwurance, the execution of sasigmuents, secyrity ngresments and finencing stataments,
and the endorsement of instruments), The amount of all monies expended and all gosts
and experses {including attorneys’ foes and legal expenseg) incurred by Lender in
connestion with or ag a ragult of tha parfiormancs or obgarvance of such agreaments or
the taking of such action by Lender sha]l be charged to Borrower's acoount g9 a
Revalving Credit Advencs end added to the Dbligations. Ta facilitats Lender's
porformance or abservanoe of sush coveriants of Barrower, Barrower hereby irevocably
appoinis Lender, or Lender's delegate, acting alone, ax Borrower’s attorney in faot
(Which appointmant is coupled with an iotorget) with the rght (bt not the duty) from
time to tima to oreate, prepars, complete, cxacite, deliver, endorse or fils in the name
and on behelf of Borrower any and all instrumants, dooumants, assighments, security
agreements, flnancing statsments, applications for imenranco and other Agrecrnents and
writings raquired to be abtained, exscutad delivered or sndoraed by Borrower.

® Londer will asoount to Bomowar monthly with e statsment of
all Loens and other advances, charges and peyments made Pursiant 1o this Agtesnent,
and such acstunt rendered by Lender shall bo deamad final, binding and canclhughme
unlexs Lender Is notlfled by Borrower in writing to the contrary within thirty (30) days

of the dats ezch ecoount wes rendered speotiving the ltem or ftems ta which abjeation la
mndas,

() During the Term, Borrower may borrow, prepay and rebormow
Revolving Credit Advances, all in accordanes with the terms and sondivions hareof,
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make a mendatery repayment bareunder at any time thet the aggregaw outstanding principal
balance of the Ravolving Credit Advances made by Lendet 10 Bormower hereunder i in exoess of
the Formula Amount, in an amount equel to such excess, aod {b) repey on the expiration of the
Torm (1) the then aggregais outstanding prinsipa) balones of Revalving Credit Advanaey mads by
Lender to Borrower horeunder together with accrued and unpeid intorest, fees and charges and (i)
all other amounts owed Lendear under this Agreement and the Ancitlery Agreements. Any
payment3 of principal, interest, foon or my other amowmty payabie hercunder or under any
Ancillary Agreemant shall be made prior 0 12:00 nooy (New York 4me) on the due dete therwof
In immediarsly avaliabla funds, '

4, Ergcadurs for Revolvine Coadit Advepces. Borrower may by writtan or
telephonic notice requedt & bormowing of Revolving Credit Advanoes priorta 11:00 am. (New
York time) on the Busitess Day of Its raquest to insur, on thet day, a Revolving Credit Advenca,
All RExvelving Credit Advanoss ghall be disburesd from whichever office or ather piace Lender
miay deslgnate from time to time and, together with any and ail othor Obligatioms of Bormower o
Lander, shalt be charged to Barrower's socount on Lendar*s hooks. The prooeeds of each
Revolving Credit Advance mads by Lender shall be miade available to Bormower on the Business
Day g0 requested by way of credit to Borrower's opamating assount meintained with such baak as
Borrowsr designatad to Lender, Any and all Obligationy due and owing hersunder may be
charged to Bormower's hooount end shail constinnte Eevelving Credie Advanees.

5. Inopregt and Foea.
(2) Intrest

(i) BExgapt na modifiad by Sestion S(a)(i{) bolow, Borrowsr
shell pay interest on the unpeld principel balance of the Loans for each day they are
putstanding at the Contruct Fate,

(fi)  Intercst and feeg hall be computad on the basis of actual
days clapscd in & year of 360 days. Inverest shall be payable in arrears on the last dey
of eech month aud upon tormination of thiv Agreement, or, et Lender's option, Lander
may chargs Bonewer's neeount for mid interest,

(i) Effective upon the occurrence of any Event of Default
and for so lemg as any Event of Default shall bs sontinuing, the Contraet Rete gnd the
Latter of Credit Fes ghall automatically be incressed by four percentage points (4%5) par
ennum (such increased rate, the "Dofawic Rara™), and gl cutstanding Obligations,
including unpald interest and I.etter of Credit Fees, shall continue (o acorus interast
from the dats of such Event of Defhult at the Defauit Rata applicable to such
Obligations,

(iv)  Notwithstanding the foragoing, in no evant ghall the
aggregate interast excood the maximom rede parmittad under amy applioebls faw or
regulation, ay in sffeer from time o times (the “Maxitnum Lagal Rare™) and if any
provisian of this Agreement or Ancillary Agresmant is in gootravention of any such
law or regulation, Intorest payabls under thia Agreament snd each Ancillary Agreement
shell be compuizd on the basis of the Maximum Logal Rate (so thet such intorsst will
not exceed the Maximum Legal Rate) and oncs the amount of interest payabls
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hercunder or under the Anofllary Agresments ia less than the Maximum Legal Rats,
Lender shail nat reduce Intarest payable hereunder or any Anofllary Agreement below

el the smount computed basod upan the Meximum Lagal Rats until the agpregatm amount
of imterest padd equals the wmownt of mterest whith would heve been payable if the
Maximum Lagn! Rate had not been Imposad.,

(v)  Borrower ahal pay principal, interest &nd 2y} other
amounts peyabls herevmider, or ymder any Ancillacy Agroement, without wny deduction
whataoevet, including any deductlon for any sei-off or oounterciaim,

()  Peas,

(D Minimum Logn Poe. Tn the svent the averege olosing
daily unpaid halances of all Loang hereunder during any calendar month ix less than the
| Minrimum Average Monthly Y.oan Ameunt, Borrower shall PRy o Lender & minimum

loan fea at a rate por annwm equal to the Contract Rats on the Amount by which the
Minimum Average Monthly Losn Amount sxsesds sugh average closing daily unpnid
balances. Such fee shell be gharged to Borrwer's eccount on the first day of each
month with respact to the prior momb.

(ii) Closing Fre. Upcm execution of thie Agreement by
Borrowar and Lander, Berrower shall pay to Lander a cloaing feo in an amount equal to
ons and one-half percent (1.5%) of the Meximwn Revolving Amount. The closing fee
shall be doamed earned a8 of tha Cloping Date end shall net be Bubject 10 Tebate or
prorotion for sty raamom,

S (iii)  Faollitv Fee. Bomower hereby sgress to pay Lander s,
facility fee in an nmount equel to one and one-half parcene (1.5%) of the Maxirmom
Revolving Amount for esch anniversacy of the Closing Date which ocours prior to the
Termination Date. The fasility foe for the period ending on the Termination Date shall
be desmod fully smed on the Closing Date and shall be payable by e chargs to
Borrower's account upon the sarller of sach anniversary of tha Closing uts or the
termination of this Agreement for any reason.

(iv)  Collmaml Monforing Feg. Borrawer shall pay Lendar a
pollateral monitoring foe of 9854 per momifl, pryable on the Closing Dats and on the
flrst day of aach month thersafter.

(v)  Field Examination Fes. Upon Lander's performance of
any collateral menitoring and/or verification including any field wamination, collateral
analysiy or other buiness unalyxis, the need for which in to be determined by Lender
and which monitoring i% undertaken by Lender or for Lender's benofit, an amount
equal to tho established rate iry Lander from time to time (which rate on the Cloning
Daic is §750 per day fior aach paraon employed to parform such monitoring together
with all costs, disbursements and expenses Incurred by Lender and the porsan
performing such eollatera] monlioring and/or veriication shall be charged tn

~ Borrower's atcount. The annual Field Examination Fee shall not excend $3,000 (three
thousand dollars).

6. Security Interest,

15
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— Borrower hereby assigns, pledgos and grants to Lender a continuing socurity interest in
and Lien upon all of the Collereral senior to all other secured croditors. All of
Borrower’s Books and Records relating to the Callateral shall, untit deliversd to or
yemoved by Lender, be kept by Borrewer in trust for Lander unti] sil Obligations heve
besn paid in full. Bach confirmatory assignment schedule or other form of sssignment
herenfter exomiad by Bormowar shell bo deemed o inslude the foregoing grant, whether
or not the sema gppeary farein.

(&)  As x3ditional zecurity for the pryment snd performancs of the
Obligations, Borrower horsby msgigns to Lender any and al! memies (Including procoads
of insuranes uad refimds of unsamed premiumy) due or to becoma dun under, end all
other rights of Borrower with respect to, any and a1l policies of insuranco now or at any
time hereafter eovering the Callatsrs] or any evidence thereof ar any business rscords or
valuabis papers pertaining thereto, and Borrower hereby directs the inruer of eny such
policy 1o pay all such monins directly to Lander. At any time, whethar or not a Defavlt
or Event of Defanht them exists, Lander may (bt nesd not), in Lender's name or in
Borrowar's name, sxecybe and deliver proof of ¢laim, reosive all such monies, endorsa
chacks and other instruments reprosenting payment of such monies, and adjust, litignte,
sompromise or release w1y claim againgt tha dskuer of any such policy.

)
‘ (2}  To sacuwihe prompt payment to Lender of the Obd{getions,

(c)  Bormower hemsby (i) eutborizes Lender t fils any finencing

statements, continuation statements or amendments thersto thet (%) indicats the
Collaterat (1) a3 all ssety of Borrowar (or any portion of Borrower*s asssts) or worde of
simiier effact, regardions of whether any partico/ar zsset comprised in the Collateral falls

o within the scope of Article 9 of the UCC of such jurisdiction, or (Z) as bedng of m equat

- or Jesser acops or with groater dowadl, and () contain eny ctbher joformation sequired by

Part 5 of Articla 9 of the UCC for the mufficiency or filing office acesptance of any
financing statement, contiouation statement or amendment and (if) ratfGog itx
authorization for Lendar & have filad any Inttial financial statements, or amendments
thereto if filed prior to the date hersof, Barmwar acknowisdges that it ia not mrthorized
to file nny finencing statement or emendment or tarmination statement with respect to
any financing Gtatement withdut the prior written consent of Lender and agroey that it
will not do go without the prior written sansant of Lender, subjsst to Borrawer's rights
under Section 9-509(d)(2) of the UCL.

(@)  Bormwer hereby grants to Londer an irmevogable, non~exclusive
licenise (exercisable upon the ceturrence and Juring the continusnce of en Event pf
Default without payment of rayalty or othar compengation to Borrower) to usa, tansfer,
lieemss ar sublicenss any Intellectunl Property now owned, licensed 1o, or hereafter
scquired by Borrower, end wherever the: sume may be locatsd, and {ncluding in such
license access to all media In ‘which any of the licansed 1tems may be recorded or stored
and to all compavier and sutomatic machinery saftware and programs used for the
compiletion or printaut thereof, and rapresonts, promisss snd sgrees that any such
llcanss or yublicense Iz not and will not be In conflict with the contractual or commeroial
rights of any third Person; provided, that such loense will tsrmlnate on the termination
of'thiz agrecrment and the peyment in 81l of all Obligutions.

T R anreanniationg. W
reprosents, wearrants (2ach af which &

uial SR Borrower

it --R-ane .. =fry-1phm,
walt represeotations and
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™y,

'y

upon the muking of each request for & Revolving Credit Advance and made xs of the time of each
and every Revolving Credit Advanca heyeunder) and covenents ag thilows:

) All of the Coltaberat ({) Is owned by Bomrower freo and clear of
ail Licns (including any claims of Infringement) axcepr trome in Landar's fevor and
Permitted Liens and (i) 19 hot subject to any sgresment prohibiting the granting of a
Llen or requiring notlse of or congent to the granting of & Lien,

(b)  Bomower shall not encumber, mortgage, pledge, assign or grant
any Li=n in any Collateral or any af Rerower's other anssta to enyons other than Lender
and except for Fermitted Liena,

{c)  TheLiens granted punsuent to this Agresment, upon completion
of the filings and other actions Hsted on Schedulo 7(c) (which, in the cass of all flings
and cther documents referred to in snid Scheduie, have been delivered to Lender In duly
executed form) constitutes valld parfectzd security Iiterests in all of the Collataral in
favor of Lemdw gy geaurity for the prompt and compists pryment and performence of
the Dbligationa, enforcasbis in woeordance with the torms hereof ageinst any and il
oreditors of and eny purchesers from Borrower (gther than purchassrs of Inventory in
the ordinary course of buringes) and much security firtatests am prior to all other Lisnae on
the Collatzral in existence on the date hersof exotpt for Permittad Lisns that have
priarity by aperation of law,

{4}  No oifbotlve security agrooment, mortgage, desd of trust,
financing statement, equivalent security or Lien ingirument or sontinuation statemant
covering all or any part of the Collateral is or will be on file ar of record in any public
offtoe, excupt thoes relating to Permitied Liens,

()  Borrower shall not dispose of any nf the Collateral whethar by
anln, loase of otherwiss except for (i) the sale of Inventory in the ordinary course of
business, and (if) the disposition or tramafer in the ordinery course of businesa during any
fisoal yonr of obsalste and worn-out Equipment having an sggregxte fair macket valuo of
not more then $25,000 end omly to the extent that (x) the procesds of amy sach
disposition are used to soquire roplacement Equipment which is subject to Lender’s first

priority security intsrest or (y) the proceads of which are remitted to Lender in raduction
of the Oblgations.

(4] Borrower shell defend the right, title end imterest of Lender in
and to the Collatersl against the claims and demands of all Pecsons whomsoevar, and
take such astions, inchuding (1) ali actiong hecsssary to gramt Lender “control” of any
Investment Proparfy, Deposit Accounts, Laiter-of-Credit Rights or alectronis Chattal
Paper ewned by Borrewer, with any agreaments egtablishing control 1 be In form and
subutancs etisfhotory o Lender, (1) Ge prompt dallvery to Tander of all original
Instruments, Chetts] Paper, negotiabls Documenty and certlfinkind Stock ewned by
Borrgwor (in cach case, rccompetied by stook powers, allonges or other instrumenty of
trongfor execured In bianid), (L) notiflcation of Lender's Interest in Collateral 2t
Lender’s requost, and ([v) the institution of lidgetlon sgaingt third partizy as shall be
prudent in order to protect end preserve Borrower's and Lander*s respective and savera)
interente in the Collaterl,
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(&)  Homower shail promptly, and in friy event within five (5)
"y Businaes Days after the same ia scquired by it, notify Lander of Bny commorcial tort
cledm (az defined in the UCT) scquired by 1t and unless otherwiss oongentad vy Leamdar,
Borrwer ghall enter inte a xupiplammt to this Loan Agresment grauting 1o Lender 5
Lien In such conunarctal tort ciain.

(h) Borrower shall place notatlons upon Berrowar's Books and
Records and any financial statsment of Borrower to digcloss Latider's Lien in tho
Collwterel.

(i} If Borrower retains posyession of any Chatrel Paper or
Inatrument with Lander's congent, such Chattsl Paper end Instruraents shall be marksd
with the foltowing legend: “This writing and the obligations evidenced or seoured
hereby ara subject to the security iatersst of Gerber Trade Finanoe Ing."

- {O Bomawer shxil perform ail athar sheps requestad by Lender 1o
: create and maintain in Lender's favor ¢ vakid perfacted firmt Lizn in al Collatera! subjset
¢nly fo Permitted Liens.

(k)  Asof the date of each Borrowing Base Cortificats delivered to
Lender, each Acocunt listod thereon ey an Bligible Account ahall be an Eligible Account
and a)} Inventory ligted thereon as Ellgibla Inventory shall ha Ellgibla Invemory.
Borrower shall natify Lender promptly and in any svent within two (2) Bugincas Days
After obtaining knowladge thersof (i) of any evant or circumstance that to Borowar's
knowledge would canse Lender to consider uny then exiating Acaount or Inventory as
. no longer constituting an Eligtle Accounr or Eligible levemory, a5 the oase may be; (ii)
, e of amy rozterial delay in Borrower’s parformance of any of its chligatiens o any
|
I

Account Debtor; (1ii) of any aesertion by m Aceount Debtor of amy materia! claims,
oifsets or counterclaims; (iv) of any allowances, aredit and/er menjes gramed by
Borrower to woy Account Debior; (v) of all materla) adverss information relsting to the
financlal condition of an Account Dabtior: (vi) of any material ranim of goods; and (vii)
of ray loss, damage or destructlon of any of the Collatars),

0y All Arcounts (i) repreamt complets bona fids transactions
which require oo further act under aay ofroumatances on Bormower's past to make such
Atooonts payable by the Accoun) Debers, {ii) t the best of Bormower’s knowledge, are
not subject to any progent, future or contingeat affiets or counterclaima, end () do not
represent bill and hold gales, consignmsnt sales, guaranteed sales, sale oz retom or cther
similar undergtandings or obligetions of any Afflists or Bubsidiary of Borrower.
Borrower has not made, and will not make, any agreement with any Atcount Debtor for
iny extension of time for the peymsnt of any Account, fly compromise or setilamant
fof leas than the full amount thereaf, aAny rolease of any Acsount Debtor from Habliity
i therefor, or eny dedustion thereffom except & discount or allowance for PrOmmpt or early
) payment allowed by Borrawsr in the ordinary cotres of its business constEtant with
higorical practioe and pg previously disciossd o Lender in writing. Schedule 7(7) sets
forth each contract of Borrower with any Account Debtor that gives such Aedount
Debsor the right (under such contract, under tommon Jaw or otherwise) to offet eny
Avcounts for Borrower’s fisilure to perform under such contract and Bormawer has

obialned an offset walver for cach ruch contrast In Syrm snd Fubsnes sutisfactory 1o
Lender.

R
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(m)  Borrower shall keep and maintain the Equipment in good
. opersting comditicn, except for ondinary wear gnd tear, and shall make all necessary
repairs end replacements thorsof 20 that the value and operating efficiency shall ut all
times bo maintained and preserved. Borrower shall not penmit any such ftems to beoyme
& Finturs 1o penl estate or ascessions 16 sther peronal property,

(o) All Inventory manufistured by Borrower in ths Unitad States of
Amarlan shall be producad m agegidance with the mquirements of the Federa! Feir
Labor Standards Act of 1938, a8 ainended and all rules, regulations end orders related
therets or promulgated thersunder.

(o}  Bemowar shall maintain and keep sll of Borrowes*a Books and
Records concerning the Collatere] /¢ Borrower' executive officea Yisted i Schodule
L),

(p)  Borrowsr shall maintain and kesp the Collatoral ot the addresses
lsted In Sghedule 12(i), provited, that Borrower may change such locations or open a
naw location provided, thet Borrower provides Lander thirty (30) deye prior writhag
notios of such change or new looation end (ji) prior to such chnge or opening of & new
looation it exsoutes and dellvers to Lander much finmmcing statamenta snd other
agreements a3 Lender raey request, lncluding landlord agroaments, mortgegos
agresments end warchause egresments, each (n form and substance satinfastory to
Lender.

(90  Schmdule 7(q) lists all barks and other financinl nstitutions at
which Borrower maintaing deposits and/or other acoounts, and such Schadnle cormectty
Idoutifies the name, sddress and tslaphons number of each much depositary, the nams in
which the account is held, a deseription of the purpose of the account, and the complete
sccount number. Bortower shall not extablish any depository or othar bank account of
any with any financial institution (other than-the ascounty sat firih on Schedule g)
without Landear’s prior written consent,

3. Collstmn) Accounts, Borrowear will irevocably direct all prasent and futurs
Account Debtore and adrar Pareons obligamd to make paymetis conatituting Collateral ta mgks
such payments directly to Lender or the Callection Ascount. All of Borrower'a invoices, aocount
staternents end other written or oral communications dirscting, instructing, demanding at
rojuesting pevment of any Acocunt of Borrower or mmy: other mmennt senstituting Collaverad ahall
conspituctialy direct thet al! payments be made to the Collateral Assount end shel| includs the
sddress for the Collaters! Aseunt. 1f, notwithsumdinig the instraetions to Accomt Debtors to
mak= payments to the Collat=ral Accoumnt, Bormower reteives eny peyments, Borrower shatl
immediately deposit sach payments inin the Coliseral Acttuzt, Until so deposited, Borrower
shall hoid el such pyments o trust for and e» the propirty of Lender end shall net comminge
wuch prymens with xy of its other funds er property, |

(B) Al deposits in the Cﬂl:h-n.l Agcount shall constituts Procsada,
Lender from time to time at may apply depostted fimdas in the Collzatoral Atosont i ths
puyment of'the Obligations, in any order or mnner of application satisfhotory to Lender.

(=) All iternn doposited i the Collatersl Account ghall ha subject to
final payincot. If any such itsm s retuned Hectad, Botmower will immediat=fy pay
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Lander, or, for imma depoxiiad in the Cullm:rll Acoount, the bank maintaining such
acconpnt, the emount of that ivem, or such at ity diseretion mey charge any
uncollactsd ttem to Borrewer's commercial adgount or oiher account & such bank.

Borrower shall be lisble as an endorsor on all {tama depositad in the Collateral Acsaunt,
whather or not in faot sndorsed by Borrawer.

iam and

()  Lender may at any time verify Borrower’s Assounts utflizing an
audit control company or eny other agent of Lender. Londer or Lender's designes mey
notify Account Debrtors, t any tme at Lendess sole discretion, of Lender’s sscurity
intarest It Avcounts, eollsct them dimatly tharge the collection cogg and expenses
to Borrower's mccount, but, unless end unti! Londer does so or gives Borrower ather
instructions, Bovrower shell collsct all Accounts fiar Lender, receive all peymants
thereon for Lender's benefit in trust as Landes’s trudtes and immedintaly deliver ther w
Leonder in thelr original form ‘with al] neon endorsements or, as directed by Lendar,
depaslt such psyments a5 directed by Lender pursusnt to Section B,

{b)  For purposss of ing the balance of the Loans
outstanding, Lender will credit (conditional fina! collection) all such payments to
Borrower's account upon receipt by Lander of pood fimds In dollars of the Lnibed States
of Amerion in Lender*s acoount, provided, he r, Bor purposca of compiting imerest
on the Obligetions, Lender wil) credit (conditional upon final collection) all seoh
payments to Borrower's scoount three (3) Bugineas Days after recaipt by Lander of good
funda In doliars of the Unitad Staras of America in Londer’s account, Any amount
recelved by Lender after 12:00 noon (New York tims) on any Business Day shall be
doemed recaived on the next Buziness Dry.

10,  Inspections, At all timas during numuL business hours, Lender shail heve the
right o (z) have Bocoss i, vislt, inspect, raview, evalndts and make physical verifisation and
appraisals of Borrower's propertied and the Collateral; (¥) inspoct, examine and copy (or trks
criginals [ necessary) and make extracts ficm Borrowar's Books and Records, inchuding
munagement leiters prepered by indepandent accountants, and (c) discuss with Bormower's
priscipal offloers, and independent accountants, Borrower's business, wxsots, liabilltles, finansial
condition, resuits of operatious and bualness prospects) Bomower will deliver to Lander any
instrument necassary for Lendsr to abtaln resords from any service buresy malnwining records
for Borrower. If any internally prepared financial Informetion, including that required under tis
paragraph {8 unaatisfhcinty m any manner ko Lander, Lender may request thar the Accouniznt’s
review the ssms,

11,  Fiogpcial Reporting. Borrower will dellver, or eauss to be deliverad, to Lander
ench of the following, which shall be in form and detail acceptable to Lender:

{a) Ax soon es evailablo; and in any event within ninety (99) doys
after the end of 2uch fizcal year of Bomrower, Borrower's auditad or reviewsd finenciel
winaments with the uaqualified opinian of ndepandant surttfind public acciuntans of
recognized standing eelectad by Barrawar and accaptabie to Lendar (the
“Asccumtants”), which annued finnnelsl seatesnanta shail inalude Bamawer's balanoe
sheet @a at the cnd of such fiscal year and the related matements of Borower®s mcome,
retained enrnings end cash flown for the fiece| yoar then anded, prepared, if Landar so
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requests, all in reasonsble detai] knd prepered in asoordanes with GAAP, togother with
{1) copies of all menagement Jerters prepared by such accountants; () & report signod by
the Accountants stating that in making the investigations necepsary Tor sald repore they
obtained no knowledge, mxcept s specifically of zrty Dafault or Bvent of Defaulr
and (ili) a osrtificats of Borrowar's Presidant or Chisf Financlel Officar ntating that suzh
fmanelal smtemonty have been prepared in accordance with GAAP znd whether or nat
such officer has koowledge of the acqurronoe of any Dafault or Bvant of Defhult
hercunder wad, If 50, stating in reascnable detall the facts with respeot thareto.
Bormower's oument sccountants s acoeptablelto Lender;

(b) Whemever and as soor] a4 avallable, copiss of Borrower’s
monthly intzmal balance shest and income Tmt.
d

(©)  As soon 2 available aud in any svent within sixty (50) days
afver the and of eazh month, xn ymauditsd/intemal belanos shoet and statemn sty of
income, retainad eemningz and cash flows of Borrower a5 at the end of and for gk
quarter knd fOr the year to date period then ended, preparsd, if Lander s reguents, in
reasonabia dutxil and stating in comparstive the figures for the comresponding date
and periods in the previous year, sll prepared ih ascprdance with GAAP, subjact to yasr
end audit adjugtments; and accompenied by a cartificats of Borcower*s Presldent or
Chict Financial Officer, stating (i) that such &inl statermeats havs been prepared in
sccordence with GAAP, subject to yeer-end rudit adjustments, and (ii) whetker or not
Such offieer has knowledge of the ooourrence of xyy Defiult or Event of Defapit
hereunder not theratofors reported and remedisd and, if pe, stafing in reasonable detal)
the fhcty with moapect thereto;

(@)  Within ton (10) days the and of each month or more
frequently if Lender so requests, agings of Borrawer*s Accounts and jis accounts
peyabie, & perpetial Inventory sartification regort, and & caloulation of Barrewar's
Ascounts, Bligible Accounts, Inventory und le Inventocy as at the end of guah
month or shorter timo period in the form of :

) () At lcast thirty (30) before the beginning of sach flacal ysar
of Borzower, the Projections, eash it reagsnah detall, representing Borrowar's good
filih Profections and certified by Borrower's Prestdent or Chisf Finencial Offioer as
being the most acourats Projections available snd identical to the Projections used by
Borrower for intermel planning purposee, together with such supporting schedulea end
information as Lendsr may in its discretion require:

3] Tegether with cach for & Loan (but in no svent [atear
than the first day of anch week) and at such In 3 an Londar may reguesr s
Bommowing Bass Certificate in the form of a3 of the lagt day of the provious
Borrowing Base Cextiflcats detailing ineligibleé Accounts and Inventory of adjustment to
tha Formula Amount, certified us trus and by the President or Chief Financial
Cfficer of Borrowar;

(=)
thén the first day of each weak) and at such other infarvals as Lender may raquire: (1)
copim af Borrawer'a accounts roceivabie aging; (1) copios of Bormower's Inventory

Together with each rejjusat for & Loan (but {n no event Jater
ch ﬁ
report; and (Li) copies of all invaices in

of gatven thoustmd five nmdred doling

= B
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(£7500), together with pmufufduhvary in antlh case sy #md for the ramedistaly
precading week;

(h) Fromptly following '3 request, reveivable scheduley,
copiea of involoes to Acsount Debtors, lhlppl§ documents, sopies of all entries to the
anles Journal and the cash ressipt journal, sopiea of all aredit memos, delivery raceipts
and such other manerial, reporty, recoris or information a3 Lander may requess;

{D Promptiy upan their dfstribution, copies of all financial
starements, reports aod proxy siatements which Borrower shall have sentto it
gtockholders, prompily aftor the sending or Aling thevent, copias of 411 regular and
perlodio reports whiich Borrower shall file with the Securitics and Exchange
Commission of any ntional securitiss exchange; and

12. 1 anties and Covenaniy, Bormower represents,
mmm(amhnfwhichnuuhmpmmmmmd prra wd:ﬂlhndumudmpumdnpmﬁu

raking of & request fior & Revolving Cradit Advm and made as of the ms of sach Revalving
Credit Advange mads bereander), and covenants as follbwa:

{n) Borrower is » corperation or limited liakility company, a1
spplisebie, duly crpmized and validly existing wndet the laws of the jurisdievion of its
Incorporadion, ceganizaton or formation and daly qualtfed and in good stumding
every other stxte or jurizdietion in which the u of Barrower"s business requires such
qualiflcation.

The execution, del and performance of this Agreement and
e the Anclllnry Agreements (i) have bren duly a , {11} are not in conizavention of
Borrower's oert{ficate of incorpomtion or formation, by-laws, operuting agreement or of
eny indenturs, agreement or undeartaling to wihich Borrower is w party or by which
Barrowar s bound and ((If) are within Borrower's corporate powars.

{¢)  This Agreement and the Anciliry Agrecments exsoured and
dallwrud by Borrower are Botrower’s legal, valid and binding obligations, enforcoable
in accordanas with their tarma,

Schaduls 12¢d) satx forth Barrowar*s name a it appears in
oificlal filing in the stats of its Inoorporetion or orgunizetion, the type of entity of
Borrower, the organizational identification nuipber ipsued by Borrewsr's state of
incorporaiion or organization or & statement thiat no much ouiber has been issasd,
Botrower's state of erganimation or incorporation, and the [ocation of Borrower*s ohief
executive offlos, corporata offices, waneliouaes, other locations ul’(‘."allahml &id
locatipns where records with rospeot to Coll are kept (Iucluding in each caxs the
- : county of such locations) end, oxcopt as sat faih in such ﬁnhﬂnln_uﬂﬂ. such locations
j have not changed during the preceding twolve months. As of the Closing Dats, during
the prior five yoars, excopt ag sot forth in Hompwer has not been known
ag ar aondycred business n any other name (ineluding trade names). Bomrower hes only
one state of incorporation or erganiziion.

) (=) Barmrower will not ahgmge, unlem approved by Londer in
writing, () Its name zg it appeary in the offfclsl fitingy in the ste of ity incorporation or

’ A’J 5\
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formation, {ji) the type of legal entity it i, (iil) itz organization identification munber, if

N my,inmdbyimmnfhmrpmﬁmnr_ iratlon, {iv) its state of incorporation or
erganizstion or (v} amend fiy cartifionts of in o, by-lavws, cortficat of
formation, opemating agresment or ather organkzational

() (i)  Bomower hes delivered to Lender al! snvironmental
esgensmants, audits, roports, permits, licenser gnd other dpouments deeribicg or reisting
In any wry to Borrower’s businegsa or s proj

(i))  Theoperation ofeach Borrowen’s businsas fa and will
contiiue to ke in complisnce In all material rezpacts with all applicable foderal, smte
and Iocal laws, rules and ordinances, inoluding w al) Jews, rmlsa, rsgulations and ardera
rolating 1o taxss, payment and withholding of peyroll taxes, smployer and employss
contributions and similar ftems, securities, employec retiremant and waifare bensfits,
amployoo hoxith safety and environmental matters.

|
(i) Borower will establish and maintaiz a kystom {0 ansure
and monitor contitued compllance with 1] egplicable environmentsl laws, which
gystem ghall include periodic reviews of such|complianes.

(v)  Inthe event Bofrower obtalng, gives or rocaives notico of
ny releaso or threat of relzam of'a reportable quantity of any hazardous mbgtanoes on
its propérty (sny such evant baing hereinafter| referred to uo £ “Hazapdous Disaharg=")
or receives aty notice of violaton, request for information or notificatlon that it I
potemtinlly respongible for investigation ar cl‘hnup of envirenmamial congitions on its

_ property, demand Ietter or complant, order, citarion, or other writterr notics with regard

— to any Haztrdous Discharge or violation of auy environmental laws affocting its
property or Berrawer's intersat therein (any of the forepoing is referred to hersin as an
"Brviranmenta] Complaint”) from eny anmll or entity, including mny Gavermmental
Authority responsible in whols or in part for snvironmsental matters in the stzte in
which gunh proporty is located or the United States Bovironpments! Protestion Agancy,
then Borrower ahall, within séven (7) days, written notios of same to Lender
detailing oty end circumstances of which B ITover is aware giving rise to the
Hazardona Discharge or Brvironmental Complaint and periodically inform Lender of
the status of the matter. Such Information is o be provided to allow Legder to et
its sscurity Inizregt in the Collatera] and 1s not imendad to creats nor shall b cragta eny
obligation upon Lefder with respect thereto, :

(v}  Bomawer shall respend promptly to any Hazkrdous
Discharge or Environmental Cormp laint and efl necassury action in order to
safaguard the health of any Persan and 1o avoid subjecting the Collatern] to any Licn.
If Borrower shall foll t respond prompely to gny Hezardous Discharge or
Environmental Complaint or Barrower shell fall to comply with any of the
requirements of wny anvironmenial laws, Lantler may, Wt without the cbligation to do
50, for the sols purposs of proteviing Lander*s interont tn Collateral: (A) give sunh
notlces or (B) antér onto Bomower's {or suthorize thind parties ta anter onte
such property) and take such sctions sy Lendar (or such third parties as dirersd by
Lendet) deems reasonably n¢cessary or advisable, to cisan up, remove, mitigars or
otherwisa doat with any such Hazardous Discharge or Bnvironmen Cemplaint. Al
reasonahble costs and expénsss incurred by Lapder (or such thi &3) In the exercing

23
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|

|

' of amy such rights, including any sums paid in conasotion with sny judiclal or

’ . . edminisirative ihvestigation or proceedings, fines and peoaltics, together with interest
- therson from the dat axpandad ¢t the Default Rat for Revplving Credit Advanocsy

| #hall be paid upon demand by Borrower, and ngti! paid shall be added to and becoms

| part of the Qbligations secured by the Liens areated by the terma of thiz Apgrooment op

| gty other ugrevment between Lender and Borrower.

I

|

{(vi)  Although Borrower dues not utilize Hazardous Mgizrialy
in any meoner in its crdinary course of bupinass, Borrowar xgress 1o defened and
indemnify Lander and hold Lender hermless from and ageinst all loss, linbility, damage
uid expense, alaima, cous, faues and penaltiss, inciuding resscuable athoraey's feas,
suffred or incurred by Lender under or on account of any environmental laws,
including, without limitation, the assertion of any Lien thersunder, with respect to any
Hazardous Dischargs, the presence of any hezardous mibstances AHfecting Bormower's
property, whether or not the same originaou or emerges fum Bomower's praperty ar
any contiguous real agtzie, including any loss of vahie of the Collaters] as a result of
the foreguing except to the extent such ions, lahiliry, damage and expenas iy

. attributable to any Hazendous Discherge resulting fom actions on the part of Lender.

, © Bomower's obligntions under this Section 12(f} shall arlae upon the dissovery of the

| presenco off any hazardous substances on Borrower's property, whether or not any

' federal, state, er local environmental agemcy has taken or tireatanad any astion in
eonnection with the presence of any hezardoos substencas, Borrgwer's abi Igation and
the mdemnifiemions hereunder shall survive the termimetion of this Agreement;

(vii)  For purposss of Beatlon 12(f), ail eafirencas to
‘ Borrower's property shall be deemed t inclode )} of Borrower’s right, title zpd
S’ intsrest in and to all owned and/or loased premises,

- (vili) Ensed upon the Employce Retiroment Incoma Baourity
! Act of 1974 ("ERISA™), and the regulations and published interpretations thereunder:
(i) Borrower has not engaged in any Prohibited Transactions as defined in Bection 406
of ERISA and Bectlon 4575 of the Internal Revenue Code, as amended; (if) Boirowaer
has met all applicable minimom finding requirements under Sootion 302 of ERISA in
[ rexpect of its plans; (1if) Borrower has no knowladge of any evant or ssaurrenss whish
would cause the Pension Banefit Quaranty Corporation 1o ingtitute proceedings under
Title IV of BRISA to taminsts agy employes bencfit plan{s); (iv) Barrower haz no
fiduciury responsibility for fmvestments with respert to ary plan enting for the benefit
of persons other than Borrower's employses; and (v} Borrower has not withdrawn,
completaly or partially, from any multi~employer pasion plan 50 as to Inour liability
under the Multiemployer Pension Plan Amendments Act of 1980.

()  Borrower iy solvent, able t pay its debta as they mature, has
cepite] auiflclent o omrry on its buriness and all busineases in which Borrower s ahot

1o engage and the fair saleable value of s assets {calculated on a going concern bagly) fa
In excess of the amownt of it Habilities.

(h)  There 3 no pending or threatsned litigntion, action or

|

i

! proceeding which invalves the posalbiltty of having s Materini Effoct,
|

[ —’ '
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M All balance shasts and fncome statements which have been
deliverad to Lender fairly, securamty and properly stato Borrower's financial conditlan
on & Basin congiwont Wit thet of previous Sinenoial setaments exceq A3 previously
notifiad and thers hag been no materisl adverae chungs in Borrowor's financiel condition
a5 efiected in uch statemants since the dute thercof and such staramenie do not il to
; dlsctow wy faot or fanny which uﬁgbthmnMaﬁhlAdvaﬂmthomw‘l
‘ financial coadition,

) Borrower possesses all of the Intellectel Property noteteary to
conduct its business, Thero has bean 1o azsartion or clabm of viciation or infringoment
with respect to nuy Imeilectunl Property, Sehedule 12(7) sets forth all Intelffectoal
Proparty of BOtTower,

(k)  Borrower will pay or discharge when dus all taxes, asssssments
and governmental sharges or levisa impossd upon Borrower or mny of the Collateral
uniess such amounty are being diligently contested in gond fhith by appropriate
procexdingy provided that (i) adequate reacrves with respect thersto are maininined on
the books of Borrower in conformity with GAAP and (i) the relstad Lien shall have no

eifect on ihe priority of the Licns in fiver of Lender ar the valus of the axsel in which
Lender has a Lion. . '

@)  Borower will promptly inform Lender in writing af; (§) the

‘ commencemeat of all procsedings and Investigations by or bafore and/or the reocipt of

‘ any notices from, any governmentat ar nongovernmental body xnd 2} actions and

. proceodings in uny sourt or before any erblumtor againat or in &ny way conceming sny

, event which might alngly or in the aggrogxts have & Materizf Adverss Efferr; (ii) any

\ et amendment of Barrower's certiflote of incorporation, bywlawa, cestification of
formation, opatating agresment or other organlzationel dosumant; (iii} any change

‘ which hag had or axight have = Materinl Adveree Eifect; (iv) any Event of Default or
Dofault; {v) eny dafiylt or any event which with the passage of time or giving of ootice

‘ or both would constitute & defaul under eny egreemant for the payment of money to
which Barrerwver is o party or by whizh Bormyway or eny of Borrower's properiies mey

‘ be bound which would have a Material Adverss Effact and (vil) any changs in
Borrower's name or any other hame used in its busineas,

‘ () Borrower will not (§) erests, our, ansums or soffer to eiat xyy
Iodebtadnecs (axclusive of trade dsbt) whethar securad or unsecured other than
Borrower's indebtedness to Lender and as set forth oo Schedule 12¢m) attached hereto
and made & part heceof; (if) cancel ary debt owlng in it; (i) not geemea, guarntss,
endorse or otherwise become directly or contingently llebic in connection with amy
obligations of any other Porson, except the endorsement of negotlabls instrumenty by
Bomuower for deposit or sollestion or similar transactions in the endinary courss of
pusinexs; (iv) directly or indireotly declare, pay or makes any divideod or distribution
other than for tax purposeson any ofass of fia Stook ar apply sy of Its finds, property or
asseta to the purchase, redemption or cther retirement of any Stock of Borrower, (v)
purchase or bold beneficially any Stock or other securities or evidemocs of indebtedness
of, make or permit to exist any lom or advancea 19, or ake any imvestment or sequine
any interest whatsosver i, any other Pargon unless relating to Borrower's core businesa
activition and not rosulting In a covenant violatlon hereof, including any partnership or
Joint venture, except travel sdvapces or Joens tn Bormower's officers and employees not
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[ exceeding st any omes Hime an aggregate of $20,000; (vi) creats or permit to exist any
) Subgidjary, other than any Subsidlary in existence on the dats heraof and listed in
S Schedule 120mY: (vii) directly or indimetly, prepay any indebtednass (other tha o

Lender), ar ropurchase, redecm, retire or otherwise acquirs any Indebiadneas; {vii) enter

‘ inte any merger, consolidetion or ather reorganizatlon with or into any ather Person or

' scquire all or & portion of the ascew or Stock of any Person or permit mny other Person to

. consolidmes with or mergs with it (ix) materially changs the pature of tve Suginegs in

which it Is prosantly engaged; (%) chenge its fiscal year or make any chagges in

. accournting treatment and reporting practices without prior written netics v Lender

; except &3 required by QAAP or in the tax, reporting traatment or mxoept ap required by
lawr; (i) enter into any transection with any employee, direcior or AffEaie gier than

: the purchass of elgary from Niceragau, excapt [ the ordinary course on srms-length
terma; or (xii) bill Accounts under any nems except the present name of Botrower; or
(xiii) directly or indirectly, redeom, redesm, reparchase, retire or otherwise ecquirs ar

: maks any payment or distribution with respect w0 the Subordinated Debt exsept to the
extent permitted pursuent to the applicabls Subardination Agrecment; or (xiv) changs or

modify the terms of any Subordineted Debt (or any indenturs or agre=mant in

tormection therewith),

i (n)  AlProjectians of Borrowes's performance prepared by

‘ Bormmower or nt Borrawer's direction end defiversd o Landsr will repregent, at the me
of delivery to Lander, Borrewer's best antimate of Borrower's Riture Gnancial
performance and will be based upon assumptions which are reasonable in lipht of
Borrower's past parformance and then ourrant businase conditions.

| (6)  None of the procsadh of tha Loans hereunder will be used

P ditectly or indiractly 1o “purchass” of “vary™ “masgin stoek™ or b repry indebtadness
incrred to “purchage™ or “sarry” “margin stock™ within the respootive memings of sach
of the gquoted terms undor Regnlation U of the Board of Governors of the Federal
Reserve Sysiom as now end from time to time hercafter i efecr,

‘ (P)  Borrower will bear the full ek of Toss from any loss of sy
nature whatsoever with respect to the Collatsral. At Borrowsr's own cost gnd axpanga

! in amounty and with crriers acanpmbla to Lender, Borrower shall (1) kewp all ity

insurable properties and propertiss in which it has an intarest inmured ugainet the hezards

of fire, flood, eprinkler leakage, thoss havards coversd by extandad covarage innirspce

and guch other hazands, and for such amounts, w1 is customary in the case of aompaniay

engaged in businesses similar to Borowsr's insluding businsys Interreption Insurance;

(i) maintain & bond in such amounts a3 is costomary in the caye of compenies enguged

in businesees similtr to Borrower’s insuring sgainst larcany, smbexzlement or other

criminal mseppropriation of insured*s officers and employees who may cither singly or

Jointly with othors at sny time have eccess to the asssts or finds of Borrower oither

' direstiy or thromugh Governmental Authority to draw upon such funds or to dlrect

l generally the disposition of such asscts; (iii) maintain public and product lisbility

. ingurance against clxima for personal injury, death or property damage suffacad by
othery; (jv) maintaln all suzh werker's compeneation or siriler ingusance as may be
roquired under the laws of eny sinte or jurisdiction fo which Bormowss i angaged in
buslneas; and (v) furnish Lender with (x) capies of all poficies and evidence ofthe

i maintenance of sach policies at lsast thirty (30) days befors any axpiration date, (y)

- endompoments to puch policlea naming Lander aa “vo-inaured” or “additional ingured”

26
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and appropriata Ioss payable endorssments fn form and substance setiafeotory to Lender,
oaming Londer as ioes payos, aad () svidence that as to Lender the Lasurance caverage
shatl not be Impeirsd or invatidsted by any act or neglect of Borrower and the Insurer
will provide Lender with at least thirty (30) days noties prior epnoeliation, Bormower
shall instruct the infuranss sarrlers that in the svent of any loxs thersunder, the oarrisrs
shull make payment for such loss to lendar and rot to Borrowar end Lender jointly. 1
pny insumnce losses are paid by cheok, draft or other Instrument payable to Bormower
and Lander jointly, Lender may endome Borower™s numa therson and do such otlier
things as Lander mey deem advisable 1 raduce the same w cash. Lender is hereby

| auchoriped w0 adjust end compromise claims. Al losa recovaries recslved by Lender

| upon amy such ingurance miy be epplied to the Obligaions, in sgch order as Londer in

! ita sols diseretion shall determine, Any mrpius shall ba pald by Lander to Barrower or
applied as may be otherwiss required by lew, Any deficiensy thereon shall ba paid by
Borrower to Lander, on demand.

13.  Fipancin] Covenant»-

Borrower shall net &t any time permit its Tengible Nat Worth to
e lena than 5500,000 {fiva hundred thovsand dollars) by December 31, 2004 and
thereafter.

(b) Bomower and Its Subuidinring will hot maks capital
expenditures 1n any fiscal year an amouvnt in excoss of $50,000, unless releting 1o
Bomower's Nlcarsguan operstions.

) (¢)  Borrower and its Subaidieries on a combinad basis shall not
A Inour o logs in sy fiaoal year as repertad on it financial statementa.

(d)  Bomowerand its Subsicarics® labilities 85 ot the end of anch
fiscal querter, sxcluding all liabilities specifically subordinated to Lender in a form of
agreement accepiable 10 Lander, shall not exceed four Hmea Borrower's Tangible Net
Worth,

| (=)  Por purposes of this Agreement, & breach of any finanoiel
| covenants set forth herein shal) be desm=d to have cocurred a3 of any date of

i determination by Lender or ax of the last day of any spectfied measurement peried,
, regardless of when the financiaf statements refimcting such breach sre dettvared to
Londer.

14, Further Assumncey: At any time and from time to time, upoa the writien requost
of Lénder and ar the sole expense of Borrower, Borrower shall prompily and duly axsauts and
detiver mty end all quch further instruments and desiuments and take such further action 8y Lender
may request t affect any ministerial provisions of thiy Agreement (&) to cbtain the full benafly of
this Agreement and the Ancillay Agreaments, (b) to protedt, préssrve and mairtain Lender's
rights in the Collateral and under this Agreement or any Ancillary Agresment, or (<) to enabin
Lander to axereise all ar eny of the rights und powers herein granted or any Ancillary Agresment.

15, Pawer of Attorgey, Upon the securrenss and continuance of an Bvant of Defanlt
uncured within aty spplicabis grace period, Borrower hereby appoints Lender or eny other
Person whom Lender may dssignate as Borrowar's sttorney, with power to: (1) endorae

i
i
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I . Borrower's nams on any checks, nates, cas, mongy orders, drafta or other formy of
payment or gecurity thet may come nte L 's posgesaion; (i) sign Borrower's nane on any
|~ involos or bill of lading relxting to any Accouni, drafts agalngt Ancoumt Debtors, schodules and

assignments of Acconnts, notices of aasignment, financing statements and ather public meards,

verifications of Accounts and notices to or from Asccount Debiors; (1) verify the validity, amount

Or emy gther matter relating to any Aceount by mail, telephone, telegragh or atharwise with

Accoumt Debtore; (Iv) axszuta qugtama declarstions and such other doouments as rany be naquired
i to olear Inventory through Custems; (v) do all things neceassry 1o cirry out this Agresment, any
Ancillary Agreement and alf relatad dosuments: and {vi) on or after the cocurremcs and
continuation of m Bvent of Defunly, notify the post office authorties to change the address for
dslivery of Borrower's mail to an eddress designated by Lender, and o receive, open and dispose
of all mall eddvessed to Borrower., Borrower heraby ratifles and approves all acts of the attorney.
Neither Lender nor the attornay will be liable for any acts or omissions or for any non-material
error of judgment ot mistaks of fact or law, This power, being coupled with an interast, I3
irrsvocubis vo jonug as Lander has & soourfty interest and wirti! the Obligations have been flly
setighed.

16, Term of Agrecment. Any obligation of Lender i make T.oans and extend thalr
finanicial accommodations under thia Agreement or any Ancillary Agreement ghall continus in
full force and effset until the expiration of the Term. The terminetion of the Agresment ghall nat

) affect any of Lender’s rights hereunder or any Anobllary Agreement and the provisiony hereos s

J thercof shell santinue to be fully operative untll all transactions entered into, rights or interests
creatzd and the Obligations heve besn disposad of, concluded or liguldated. The Termination

! Dine shall bo atomatically extanded for succssaive periods of one (1) year erch unless Borrowsr

; shall have provided Lender with & writton notice of tarmination, at laest sixty (60) days prior to

\ the capiration of the Termination Dete or any rencwal of the Termination Date. Norwithetanding

L the foregoing Lander shal] release = gocurity imberwwis &t ey time efter fourmon (14) duys notice

Bpon payment to it of all Obligations If Borrower shall bgve (I) provided Lender with an executed
rélease of any ind ell claims which Borrower may have or thereafier have under this Agreomont

, and/or amy Ancillary Agreement aod (ji) paid to Lender an sarly payment fee in an amount equal

! 0 1% of the Meximum Eevolving Amount Such carfy payment few ahell nlso be due end

peyabls by Borrower to Lender upon tormination ofthis Agreement by Lender after the
! aoourrence of an Bvant of Defiolt

17.  Jerminafiop of Lien. The Li=ns and rights grented w Lander hereunder and ay
Ancillary Apgrecments and the finencing natements filed in coanection herawith or tharawi(th ghall
comiinue in full force and effect, notwithstanding the termination of thi» Agrasment or the fact
that Porrower's account may from time to time be temporarily in & 2ere or oredit position, until
(2) all of the Obligations of Bormower have been paid or performed in falf after the ferminaton of
this Agresment or Borrower has firmished Lender with an Indomniflcation satsfactory to Lender
with regpect thareto and (b) Borruwer has an seecuted rofeass of any and all siaims which
Borrowar iy hava or thereafter have under this Agreement or eny other Ancillary Agrosment.
Accerdingly, Borrower waives agy rights which it may bave under the UC'C to demasd the filing
of tarmingtion statements with respect to the Collatera), and Lender shall not be required to zend
guch tamination steements 1o Borrower, or 1o Bls them with any Gling office, unless and untii
this Agraament and tha Ancillary Agrosnmmiz ghall bave bosn tefminated in accordancs with thajy
terms and all Obligations paid In full in immedistely availabla funds,

: S\
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18.  Events of Defiult. The sesurrence of eny of the following shall aonstituts m

— Event of Dofault, unless under subgections (), (b), (c), {d), (2, (i), and (q) [n which sush ‘
ocdufrence shisl] congtitute an eetionabls Event of Defuntlt upon 30 deya notics to gure:

(=) fallurs to make payment of any of the Gbligations whan
requirad hersunder;

(b)  Iaflure to pay any texes when due unless such texes ere being
eontested in good falth by appropriate proceedings and with respect to which adequats
ragarves heve boom provided om Bormowor™s books;

(=) failurs to perform under and/or committing amy breash of thia

Apresment or any Anoillary Agroement or any Other agresment botwoon Berrower and
Lander;

(d)  the ocouwrence of g defeult .nder ey agrocment to which,
Bormower in & party with thind parties whick has & Material Adversn Effect;

()  eny repressntation, Warrenty or siatement made by Borrower
harsunder, in Ay Ancillary Agreameut, oy certificate, statement or document deliverad
puriusst 6o the ferms hereof, or in cponection with the tramsactions contemplated by this
Agroement should at any tirne bo fulcs or misleading In any materisl respecrt;

(f) if ey Quarantor or Validity Guarantor attompts to terminate,
challanges the validity of, or ity libility tmder any Ouaranty Agrosment, amy Guarantor
Sacurity Agreement or any Validity Agreament or If sny individusl Guarantor or
Validity Guarantor shall die and Bormower =hall fail 1o provide Lender with &
replacemeant Guaramor acceptable to Lendor within thirty (30) days of such cocnrrence
or I any other Guarantor shill ctage to exish:

(&=} ahould sry Guarsmor defautt in its obiigatdons under amy
Guarnnty Agresment, any Guarentor Secarity Agreemant or siy Validity Guarantor or if
any procesding chall be brought to challenga tha validity, binding effect of iy Guaranty
Agregment, or any Cuarantor Sesurity Agresment or any Validity Guarenty, or shoulid
any Guaraator or Validity Gueraptor brench any rapresentation, waoranty of covenant
contained in any Guaranty Agresment, any Validity Agraement or any Cuarmtor
Secority Agreement or should any Cluarmmty Agresment or Guarantor Seenrity
Agresiment ceags o be & valid, binding snd anéwrcashle obligation;

(h)  an atischment or lavy Is mado upon any of Bormower's sesety
having an aggregate value In exooss of 310,000, or & judgment is rendered sgainst
Borrower or any of Borrower"s property involving a lishility of more then $10,000,
which shall not heve besn vaested, discharped, stayed or bonded pending appeal within
thirty (30) days from the entry thereof:

[{)) any ahenpw in Bormwar's cemdition or affairs (Anancial or

othereise) which in Lender's reagonable opinion impeire the Collaters! or the ahility of
Borrower oy parform ite Obligatioes;

29
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| m any Lien oreatad heremnder or cnder any Ancillary Agreement
" for any reazon eanses to be or in 5ot & valid and perfested Lien Maving o Srm priority
interest;

(®)  if Barrower shall {i) spply for, consent te or saffer to et e
sppointment of, or the taking of posssasion by, & recetvar, custadion, tnustes or
Uquidator of jtself or of all or & fubgiantial part of itz property, (1) maks & peaers]
asslgrment for the banefit of oreditors, (iif) commenoe = voluntary case under the
fedaral bankrupiny laws (a2 now or hereafter in effent), (iv) be adjndiosad & banlerupt or
Inuaivent, (v) fils a patition seeking to take advantage of any other law providing for the
relief of delnors, (vi) acquiesce 1o, or fl] 1o bave dismissed, within thirty {30) days, pny
prtition filed against it in amy involuntary case undor suah bankruptoy laws, or (v](} take
ary action for the purpose of effecting eoy of the fregoing:

m Borrowor shall kdmil in writing its taability, or be generatly
unable to pay its debiy as they becoma due or acaso opertions of its prosant busibeas;

(tn)  amy Affkme or any Subsidiary or sy Guerantor shali (i) apply
for, conpent to or suffer fo exist the appointment of, or the taking pogsesslon by, a
receiver, custodlun, trustos or liquidator of ftbelf or of all o & substantial part of ita
property, (ii) sdmit in writing its inability, or ba ganerally unable, to pary jta debty ag they
become due of codae operaticns of i present business, (111} make « goneral sgsigoment
‘ Tor the befiefit of creditors, (iv) commenes & voluntary caze tndar the fodors! temlcraptcy
Iaws (28 now or bareafter in cffoot), (v) be adjudicated a bankrupt or Inselvent, (vi) file a
petition seoking to ke advantage of any other law providing for the relief of debtors,
(vii) acquisace to, or fall t have dismigsed, within thirty (20) deys, any patition fMled
: — against it in any Iovoluntary cese undar such bankruptay lews or (viii) ke any setion
I for the pirpose of sffecting any of the foregoing

(4] Borrower directly or indirectly ssils, asoigns, transfers, conveys,
or suffera or permits to obour any sale, sasignment, rangf or Conveynnce of any arget
of Borrpwer or any intzrest tharnin, oxcept 8 pormitted herein;

)] Borrowet fills to operats In the ondinary colrse of business:

(p)  Lander shall in goot! faith decm itsslf insecure or unsafe pr shatt
: fear diminulion in valoe, remniovel or waste of the Colluteral;

. (@) o defhuit by Borrower in the payment, when due, of wmy
principal of or imterest on my indebiadness for money borrowed;

() the ocourrencs of @ Changn of Control or & changs in a=nier
i managemant of Dottowar;

(e) the Indictment or threatened indictment of Berrower, any
officer of Borrower or any Guarantoer under any oriminal statuts, ar commencement ar

. threatened commencement of eritinal or vivil proceeding ngainst Bomower, any officer
of Borrewer or sy Guarantor poremen m which atatuts or procesding penaltiza or

! remedivs sought or available include forfeitare of my of the property of Bormmower or
any Cuarantor; or

o
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- 1) Borrower shall take or participata In any action which would be
-, prohibited undar the provisione of any Subordination Agreement or maks any peyment
' on the Suberdinated Debt thet any Person was ngt satitled to repeiva under the
provislans of the sppHosble Subordination Agroemant or Intercreditor Agreement.

e —— e

19,  Romodiea, Upon the ocourenca of an Dvent of Defuh pursusnt w Section 14(k)
hegein, il Obligations shall be imredintely dug and peyable and this Agroement shell ba deemed
terminatsd; upon the sacurrence aod comtinustion of any cther of the Events of Defaulk, Lender
stial} have the right 1o demand ropayment is full of all Obligations, whether or not otherwizs dus.
Untll all Obligations have ba=n fully aatinflad, Lander shall retaln its Lien in all Collateral,
Lander shall have, in addftion to ail other rights provided bereln, the rfights and romedies of 2
soonred party under the UCC, and vnder othar applicable law, el ather legel and equlteble rights
to which Lender may be entitied, mefading te right to teke immediate poasession of the
Collatarsl, to requlre Borrower 1o sstemble the Collstersl, at Borrower's expenss, and to mako it
gvailable to Lender at a place designated by Lender which ia remonably convenisat to both
partics ad to entor any of the premlaes of Bormower or wherever the Callataral shall be [ooated,
with or without force or process of law, and to kezp and stose the same on said premisey umdl sold
(2ud if gaid preminss be tho property of Bormower, Borrowes agress not to charge Lender for
atorage thereof), and the right to apply for the appoiotment of a réceivar for Borrower's propé)Ty.
Furthar, Lander mouy, st any time or troes xfter defiult by Bocrower, pal] md deliver gl] Callemural
held by or fur Lander st public or private sale for cash, upan aredlt or otharwiss, at such prices
and upon guch terms s Lender, in Lando'e sole disoretion, deems advisabla or Lendar may
otherwiss recover upon the Colleieral in mry commanercially rassonable mennar &y Lender, in 2
sola dlscrotion, deert? advizable, The requiremant of reasonable nctice sball ba met if uch
notice is maifed postage prepaid to Barrower at Borrower®s address na shown in Lender"a records,
at Joast ten, {10) days bofare the tize of the event of which notics ls bolng glven. Lsmfsr may-by

el the purchaser at any sals, If it is public. In connection with the exarcise of the foregoing
romecizs, Lander ls grantod pecmaigsiot to use el of Borrower's radamarks, redanames,
tradestylcs, patents, patent Applicetions, licenses, franthises and wther proprietary rights which ore
naed in conmestion with {a) Baventory for the purposs of dispastng of ;mxch Inveatory and {b)
Equipmeant for the purpose of completing the manufacture of unfinished goods. The procceds of
sulo shall be applisd first to a1l costs end sxpansea of sale, including wttomeys’ foos, and woovond
to the payment (in whatever order Lander slacts) of all Obligations (imclnding the cash

i collateralizarion of any Letter of Credit Obligations). After the indefeasible payment and

| satafotlon in Full in cash of &ll of the Otligations, and afier the payment by Lender of amy other

amount required by any provision of law, including Seation G08(e){1} of the Code (but only aftar

Lander has received what Lender considers reasonabie proof of a subordinste party's security

interest), the murplus, if pny, shall be paid t Borrower or ifs ropresentatives or 10 WheaoKVer Ay

be lawfully entitled to recoive the game, or wa & court of competent jurigdiction may direct.

Borrower shall ramain linble © Lander for any deficienty.

20, Waivers. To the fisll extent permitied by epplicabln law, Borrower waives ()
- preseniment, demand and protest, and notice of presentment, dishonar, intent ta sccelernts,

' accelaration, protest, definlt, nonpryraent, meturity, releass, compromise, wottiement, sxbension
) or ren=wal of ey or all of this Agreensent and tha Ancillury Agresments or any othar notes,
commersial paper, Ancounts, Contrasts, Deouments, Instrusients, Chattvl Paper and guananties at
any time held by Lendet on which Borrower may In eny way b liable, and hereby retifies and
confirma whatever Lander may do in this regerd; (i) ali righta to netice and & heazing prior to
1ander’s taking possesslon or control of, or to Lender’s replevy, attachment or lovy spon, any
Collateral or any bend or sezurity thar might be requirad by any court pri lowing Lender o
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axerviso my of its remedies; and (¢ the beneflt of all valiaton, appratsal and sxemption lawe,

L Borrower acknowlodges thet it has been ardvised by counas] of its shoices and declsions with
respact t this Agresment, the Anclliery Agresments and the transactions evidenced hereby and
themsby.

21, Expenses. Barrawer shall pay ull of Leader's out-of-pocket cants end expenses,
Including reasommble foss and disturserments of counacl and appraisers, in connection with the
preparetion, execution snd delivery of this Agresment und the Anciilary Agreemants, and i
eonneotion with the prosscution or defense of any action, cantest, dispute, sult or procesding
concerning any maiter in any Wiy sriking out of, relsted to or connected with this Agresment or
any Ancillary Agreement. Borrower shall algo pay #il of Londar’s fees, chargos, oat-of-poekes
conta and expansss, innluding reasonable fees md disbursements of counasl and appraizers, M
coripection with () the proparation, execution sd delivery of suy weiver, sny amendment
theretn or conaert propossd of exacuted in connestion with the transactions cantemplatod by this
or the Ancillary Agrecments, (b) Lendur’s obtaining performance of the Obligations
¢ under this Aprsement and any Ancillary Agreamant, lasluding, but not limfted to, the
enforcement or defenae of Lender’s eacurity invecests, ascignmants of dights and Lisns hereondee
* ay valid prrfectsd secnrity tntarests, (c) my sthempi 10 inspect, verify, protect, collect, sell,

liquidate or otherwize dispass of any Callsers), {d) any appraisais or re-appraissls of any
propervy (real or personal) pladged to Londer by Borrower as Collateral for, of any other Perton
s secority for, Borrower's Cligations hereundor end (o} any conuuizations in connection with

| any of the foregoing. Bomower shall also pay Lendat’s customary bank charges for all bank

' ssrvices (including wire transfors} performed or caused (o be perfonted by Lardar for Borrowar

‘ at Borrowar's request or in connection with Bomower's loan sccount with Lender, All such costs
ond expenses together with all filing, recordlag and sedrch fecs, toes and interest payabls by

I Barawer to Lander shail bs payable on deruand wndd shall bs secured by the Colletersl. Ifany tax

p— by any Governmental Anthority is or may be imposed on or as 2 result of any transaction betwean

| Bomower and Lendar which Lendar is or may bo raquired to withhold or pay, Borrower agrees io
indsmnify end hold Lemder harmisss in reapect of such taxas, and Bomrawer will repsy to Lender
the smount of any such texas which shall be charged to Borrowar'a eccovnt; sod unill Borrower

shall fiunizh Lander with indemnity thersfor (or supply Landar with avidence gatefacmry to it

that dus provision for tha paymont thereo! hag bean made), Lender may hold withomt interest any

balanee stending to Borrowar's cradit end Lender shall retaln it Lieng in any and all Coligtersl,

22, i ., Lendar may asalpn any or all of the Obligations together
[ with any or il of the ssourity tharsfor and axy traneferse shell moosed to wli of Lender's rights
with respect thersto. Upon sueh transfer, Lender ahall be releas=d from all reeponstbility for the
Collateral to the extent samie |5 azsigned o axy trmeferse. Lender mxy from time to vime s2)l or
ctharwize grant participations in ey of the Obligations and the holder of any mch participation
: shall, subject 1o the terme of any agromment batween Leonder and auch holder, be entitled o the
I same bonefite ws Lender with respect to amy sacurity for the Obligations in which such holder is e
. perticipant. Borrower agress that each such holder may exercise amy and ull rights of banker's
lien, set=off and counterclalm with ragpest to ity participation \n the Obligations wa fully »s though
Borrower werp dirsetly indebted to such holder in the smount of such participation.

23, o Wyhver Cumulative Ramadigy Faihure by Lapder to mortite eny right,
| ramedy or option under this Agresment, any Ancillary Agresment or any supplement hereto or
therers or eny cther agrosment between Borrower and Lander or delay by Lender in exerclsing
the same, will not cpersts o8 2 walver; no waiver by Lender will be effective anless it is in writing
snd they only to tre axtent specifically saed. Londer’s rights and remedica this

i L
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Agresment and the Atalllery Agrestents will be cumulstive and not exolusive of any other right
N ot remedy which Lander may have.

24, Application of Paymients. Barrower irrevocably waives tie right to direct the
appiieation of any snd all peyments at any tme of tites hexeafter recsived by Lender from or on
Borrowar's behalf and Borrower herelyy itrevacably agress that Lendar shall heve the continuing
exclugiva right to xpply rnd reapply iy and all payments received st any time or tires hereafter
egrinst Bormower's Oblgations hrereinrder In such manner s Lender may doem advisable
notwithetxnding any entry by Lendar upon any of Lender’s books and reconda,

25, Indemnjty. Borrower agreas to indemnify and hold Lander and its affillates, and
their reapective smployass, Nitomeys ind agents (each, an “Indemntfied Person™), harmiess from
and againm ey end all svits, actions, proceadings, olsime, damages, losees, Habilitins and
expennea of any kind or nature whatsoever (Including aomeys’ fises and digbirsoments and other
costa of Investigation or defense, including those mourred upon any appeal) which mey ba
instinried or nsserted agninst or insurnad by any such Indemnifled Porsan a= the result of cradlt
having been extendead, juepended or termninated undar this Agremneont or any of the Ancillary
Agrermernts or with respect to the axesution, dellvary, anforcemeart, perfbrmanos and
administration of, or in any other way arising out of or relating ), thia Agresment, the Ancillary
Agremments or any other documents or transactions contemnplated by or referrad to harein or
therein and sy actions or fhikmes to act with respect 10 any of the Soregoing, exsept 0 the sxent
that any such indemnified Yabiifty in Fnully determined by & conyt of sompetent jurisdiction to
have resulted solely from such Indemnifiad Parson's gross negligence or willfol misconduct. NO
INDEMNIFIED PERSON EHALL BE RESPFONEIBLE OR. LIAELE TO BORROWEER. OF TO
i ANY OTHER PARTY DR TO ANY SUCCESSOR, ASSIGNEE OR THIRD PARTY
| BENEFICIARY OR ANY OTHER PERSON ASSERTING CLAIMS DERTVATIVELY
R THROUGE SUCH PARTY, FOR INDIRECT, PUNITIVE, EXEMPLARY OR
' CONEEQUENTIAL DAMAGES WHICH MAY BE ALLEQED AS A RESULT OF CREDIT
HAVING BEEN EXTENDED, SUSPFENDED OR TERMINATED UNDER THTS
ACREEMENT OR ANY AMCILLARY AGREEMENT OR AS A RESULT OF ANY OTHER,
TRANESACTION CONTEMPLATED HEREUNDER OFf. THEREUNDER.

! 26, Bevival. Borrower farther spress thet to tve extont Bormywer maker & payment

i or pryments tx Lander, which payment or pgyments or any part thersof oo subssequently

i invalidated, declared to ba frandulent or preferential, sot aside end/or reguired to be repeld to 8
tnastoo, recatver of any othar party under any bankruptty act, stets or federal Isw, common [aw o
equiteble causs, them, 1 the extent of zuch payment or repryment, the obligation or part theraof
intended o be nn:tlnﬂud thall be revived and nuhﬁm.ltd in full forom and affact aa if anid pryment
had not baen made.

27. aticas, Any notlos or request hereundsr may be given to Bormower or Lender at
the respective addresses get forth below or as may herendter be spacifiad in a notice designated as
n changs of addrass under thly Sectlon. Any notics or raquest hereunder ahall b given by
regintered or cortified mail, return recelpt requested, hand delivery, ovemight mail or talecopy
(confirmed by mail). Notlces and requests shall be, in the case of those by hand delivery, deemed
to have desn given whan delfversd to uny officer of the perty to whom t is addregsed, in the oase
of thosa by majl or ¢vernight mail, deemed to have been given when deposited In the mall or with
the avarnight mail carrier, and, in the case of = telacopy, whon confirmed,

Motlean shail be provided we foillows:
St g\
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if to Lender: Gerber Trade Finance Ine.
. 110 East 55" Street, 7" Floor
New York, New York 10022-1540
Attention: Jefirey A. Koslowsky
Telephone: 212-888-3833
Telecopier: 212-§88-1637

1f 10 Borrower: Jonathan Drew, Ine.,
24 Commerce Street
Newark, New Jersey 07102
Attention: Marvin Samel, James Green
Telephone: 873-353-9390
Telecopier: 973-353-9490

With a Copy to: Sessler & Sessler LLP
228 Bast 45" Street, 10" Floor
New York, New York 10017

Attention: Paul Sessler, Esq.

28, Governing Law, Jurisdiction and Waiver of Jury Trial. (a) THIS AGREEMENT
AND THE ANCILLARY AGREEMENTS SHALL BE GOVERNED BY AND
. CONSTRUED AND ENFORCED IN ACCORDANCE WITH THE LAWS OF THE
STATE OF NEW YORK APPLICABLE TO CONTRACTS MADE AND
PERFORMED IN SUCH STATE WITHOUT REGARD TO THE CONFLICT QOF
LAWS PRINCIPLES THEREOF.

BORROWER HEREBY CONSENTS AND AGREES THAT
THE FEDERAL COURTS LOCATED IN THE SOUTHERN DISTRICT OF NEW
YORK AND THE STATE COURTS LOCATED IN NEW YORK. COUNTY, THE
STATE OF NEW YORK SHALL HAVE EXCLUSIVE JURISDICTION TO HEAR
AND DETERMINE ANY CLAIMS OR DISPUTES BETWEEN BORROWER AND
LENDER PERTAINING TO THIS AGREEMENT OR ANY OF THE ANCILLARY
AGREEMENTS OR TO ANY MATTER ARISING OUT OF OR RELATED TO THIS
AGREEMENT OR ANY OF THE ANCILLARY AGREEMENTS; PROVIDED,
THAT LENDER AND BORROWER ACKNOWLEDGE THAT ANY APPEALS
FROM THOSE COURTS MAY HAVE TO BE HEARD BY A COURT LOCATED
OUTSIDE OF NEW YORK; AND FURTHER PROVIDED, THAT NOTHING IN
THIS AGREEMENT SHALL BE DEEMED OR OPERATE TO PRECLUDE
LENDER FROM BRINGING SUIT OR TAKING OTHER LEGAL ACTION IN ANY
OTHER JURISDICTION TO COLLECT THE OBLIGATIONS, TO REALIZE ON
THE COLLATERAL OR ANY OTHER SECURITY FOR THE OBLIGATIONS, OR
TO ENFORCE A JUDGMENT OR OTHER COURT ORDER IN FAVOR OF
LENDER. BORROWER EXPRESSLY SUBMITS AND CONSENTS IN ADVANCE
TO SUCH JURISDICTION IN ANY ACTION OR SUTT COMMENCED IN ANY

SUCH COURT, AND BORROWER HEREBY WAIVES A OBJECTION WHICH
. IT MAY HAVE BASED UPON LACK OF PERSONAL 1CTION, IMPROPER
" \ﬁ\
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VENUE OR FORUM NON CONVENIENS. RORROWER HEREBY WAIVES
PERSONAL SERVICE OF THE SUMMONS, COMPLAINT AND OTHER PROCESS
[SSUED IN ANY SUCH ACTION OR SUIT AND AGREES THAT SERVICE OF
SUCH SUMMONS, COMPLAINT AND OTHER PROCESS MAY BE MADE BY
REGISTERED OR CERTIFIED MAIL ADDRESSED TO BORROWER AT THE
ADDRESS SET FORTH IN SECTION 27 AND THAT SERVICE SO MADE SHALL
BE DEEMED COMPLETED UPON THE EARLIER OF BORROWER'S ACTUAL
RECEIPT THEREQF OR THREE (3) DAYS AFTER DEPOSIT IN THE U.5. MAILS,

PROPER POSTAGE PREPAID.

() THE PARTIES DESIRE THAT THEIR DISPUTES BE
RESOLVED BY A JUDGE APPLYING SUCH APPLICABLE LAWS, THEREFORE,
TQ ACHIEVE THE BEST COMBINATION OF THE BENEFITS OF THE JUDICIAL
SYSTEM AND OF ARBITRATION, THE PARTIES HERETQ WAIVE ALL RIGHTS
TO TRIAL BY JURY IN ANY ACTION, SUIT, OR PROCEEDING BROUGHT TO
RESOLVE ANY DISPUTE, WHETHER ARISING IN CONTRACT, TORT, OR
OTHERWISE BETWEEN LENDER AND BORROWER ARISING OUT OF,
CONNECTED WITH, RELATED OR INCIDENTAL TO THE RELATIONSHIP
ESTABLISHED BETWEEN THEM IN CONNECTION WITH THIS AGREEMENT,
ANY ANCILLARY AGREEMENT OR THE TRANSACTIONS RELATED

THERETO.

29. Limitation of Liability. Borrower acknowledges and understands that in order t0
assure repayment of the Qbligations hereunder Lender may be required to exercise any and all of
Lender’s rights and remedies hercunder and agrees that neither Lender nor any of Lender's agents
shall be liable for acts taken or omissions made in connection herewith or therewith except for
actual bad faith or willful acts.

30.  Entjre Understanding. This Agreement and the Ancillary Agreements contain
the entirs understanding between Borrower and Lender and any promises, representations,
warranties or guarantees not herein contained shall have no force and effect unless in writing,
signed by Borrower’s and Lender’s respective officers. Neither this Agreement, the Ancillary
Agreements, nior any portion or provisions thersof may be changed, modified, amended, waived,
supplemented, discharged, cancelled or terminated orally or by any course of dealing, or in any.
manner other than by an agreement in writing, signed by the party to be charged.

31. Severability. Wherever possible each provision of this Agreement or the
Ancillary Agreements shall be interpreted in such manner as to be effective and valid under
applicable law, but if any provision of this Agreement or the Ancillary Agreements shall be
prohibited by or invalid under applicable law such pravision shall be ineffactive to the extent of
such prohibition or invalidity, without invalidating the remainder of such provision or the

remaining provisions thereof.

32,  Captions/Reasonable Congent. All captions are and shall be without substaniive
meaning or content of any kind whatsoever. Whenever Lender’s consent is required by Barrower
in this Agresment, Lender's conzent shall not be unreasonably withheld.

a3, Counterparts; Telecapier Signaures, This Agreement may be executed in one or
more counterparts, each of which shall constitute an original and all of which taken together shall
constitute one and the same agreement, Any signature delivered by a party via telecopier
cransmission shall be deemed to be any origina) signature hereto.

35
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34,  Constryction. The parties acknowledge that each party and its counsel have
. reviewed this Agreement and that the normal rule of construction to the effect that any
ambiguities are to be resolved against the drafting party shall not be employed in the
interpretation of this Agreement or any amendments, schedules or exhibits thereto.

35.  Publicity. Borrower hereby authorizes Lender to make appropriate
announcements of the financial arrangsment entered into by and between Borrower and Lender,
including, without limitation, announcements which are commonly known as tombstones, in such
publications and to such selected parties as Lender shall in its sole and absolute discretion deem

appropriate.

IN WITNESS WHEREOF, this Agreement has been duly execu
above written.

Niu'l‘m: h“\.'—i‘l\,.\ c;“"lﬂﬂ. \__
Title: SN €
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SCHEDULES

Schedule 1(A) - Commercial Tort Clams
Schedule 1{B) - Permitted Liens
Schedule 7(¢) - Actions for Perfection
Schedule 7(1) - Offset Risk

Schedule 7(q) - Bank Accounts

Official Name
Type of Entity: corporation

State of Incorporation or Organization: New York

@odo/043

Organization Identification Number Issued by State of Incorporation or Organization: None.

jefE iy ce County/State
24 Commerce Street, Newark Essex/N]
Locatio Ve n er Collateral County/State

12400 South West 134" Court, Building#3  Dade/Florida

Schedule 12(j) - Licenses, Patents, Trademarks and Copyrights

Schedule 12(m) - Permitted Indebtedness
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. Exhibit A
PROMISSORY NOTE
£1,000,000 | September 24, 2004

This Promissory Note (this “Note”) is executed and del ivered under and pursuant to the terms of
that certain Loan and Security Agresment dated as of September 24, 2004 (as amended, maodified,
supplemented or restated from time to time, the “Loan Agreement™) by and between JONATHAN
DREW, INC., a New York corporation (“Borrower™); and GERBER TRADE FINANCE INC., a New
York corporation (“Lender™) and is non-negotiable. Capitalized terms not otherwise defined herein shall
have the meanings ascribed thereto in the Loan Agreement.

FOR VALUE RECEIVED, Borrower promises to pay to the order of Lender at its offices located
at 110 East 55% Street, New York, New York 10022 or at such other place as the holder hereof may from
time to time designate to Borrower in writing:

(i) the principal sum of ONE MILLION AND 00/100 DOLLARS ($1,000,000), or if
different from such amount, the unpaid principal balance of Loans as may be due and owing from time to
time under the Loan Agreement, payable in accordance with the provisions of the Loan Agreement,
subject to acceleration upon the occurrence of an Event of Default under the Loan Agreement, ot carlier
termination of the Loan Agreement pursuant to the tetms thereof; and

(ii) interest on the principal amount of this Note from time t0 time outstanding, payable at the
applicable Contract Rate in accordance with the provisions of the Loan Agreement. Upon and after the
. occurrence of an Event of Default, and during the continuation thereof, interest shall be payable at the
applicable Default Rate. In no event, however, shall interest hereunder exceed the maximum interest raie
permitted by law.

This Note is the Note referred to in the Loan Agreement and is secured, inter alia, by the liens
granted pursuant to the Loan Agreement and the Ancillary Agresments, is entitled to the benefits of the
Loan Agreement and the Ancillary Agreements, and is subject to all of the agreements, terms and
conditions therein containad. '

This Note may be voluntarily prepaid, in whole or in part, on the terms and conditions set forth in
the Loan Agreement.

if an Event of Default under Section 18(k) of the Loan Agreement shall occur, then this Note
shall immediately become due and payable, without notice, togethsr with attorneys’ fees if the collection
hereof is placed in the hands of an attorey to cbtain or enforce payment hereof. If any other Event of
Default shall occur under the Loan Agreement or any of the Ancillary Agreements which is not cured
within any applicable grace period, then this Note may, as provided in the Loan Agreement, be declared
to be immediately due and payable, without notice, together with attorneys’ fees, if the collection hereof
is placed in the hands of an ettomey 10 obtain or enforce payment hereof.

This Note shall be governed by and construed in accordance with the laws of the State of New

York.
To the fullest extent permitted by applicable law, Borrower waives: (a) presentment, demand and
. protest, and notice of presentment, dishonor, intent to accelerate, acceleration, protest, default,
38
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nonpayment, maturity, release, compromise, settiement, extension or renewal of any or all of the

. Obligations, the Loan Agreement, this Note or any other Ancillary Agreement; (b) all rights to notice and
a hearing prior to Lender’s taking possession or control of, or to Lender’s replevy, attachment or levy
upon, the Collateral or any bond or security that might be required by any court prior to allowing Lender
1o exercise any of its remedies; and (¢) the benefit of all valuation, appraisal and exemption laws.

Borrower acknowledges that this Note is executed as part of a commercial trensaction and that
the proceeds of this Note will not be used for any personal or consumer purpose.

Borrower agrees to pay to Lender all fees and expenses described in the Loan Agreement and the
Ancillary Apreements.

JONATHAN DREW,

By:

O LT Y 5"-»&.\
Title: @008,

STATE OF NEW YORK )
, -
COUNTY OF NEW YORK )

S
On the 24¥ day of August, 2004, before me personally came , to me known, who being
by me duly sworn, did depose and say thar he is the President of Jonathan Drew, Inc., the

. corporation described in and which executed the foregoing instrument; and that he was
authorized to sign his name thereto by order qf the board ghﬁrectors of said corporation.

Mot A o e Yk
No. 0KDB0RT807

Sirsaon Expees tey 6, 008
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