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Doc. 43 Att. 2

Promissory Note
Term Loan

$650,000.00 April 27, 2010

FOR VALUE RECEIVED, CAMELOT FILM GROUF, INC., a Nevada cotporation qualified
fo do business in California with a place of business at 10 Universal Clty Plaza NBC/Universal Buitding,
20% Floor, Universal City, CA 91608 (“Borrower”), shalt pay to the order of INCENTIVE CAPITAL,
LLC, a Utah limited Hability company with & place of business at 2755 E, Cottonwood Parkway, Suite
100, Salt Lake City, UT 84121, and its successors and astlgns {*Zender™), the prinoipal amount of Six
Hundred Fifty Thousand and No/100 Dollars (8650,000.00) plus lnterest from this date until paid, The
princlpal amount together with accrued Interest thereon shall be due and payable on January 31, 2011
(“Maturify”). Lender hns advanced the initlal principal amount of $500,000 fo Borrower. Within fourteen
(14) days from the date that Barrower makes at least one “Distribution Payment” (dofined below and in
the Security Agreement, incorporated horein by this reference, to Lender as set forth hereln and in the
Securlty Agreement, Lender shall advance $60,000 to Borrowor (“ddditional Principal Amount*); the
remaining $90,000 (the $156,000 constituting the “Operational Advanee®)y shall be disbursed to
Borrower as follows: $45,000 fo Borrower ont or before May 27, 2010, which shall be conditioned upot
(8) Borrower's and Guarantors’ performance of gli othier obligations under this Mote and the refated loan
documents executed concurrenily herewith {the “Loan Pocwments"); and (b) all representations and
warratities by Borrower and the Guarantors in the Loan Documents bsing true and accurate; and $45,000
to Borrower on or before June 27, 2010, which shall bo conditioned upon (c) Lender’s reasonable
satisfaction with Borrower's efforls to exploit the Liberation Assets being purchased with the initial

{ peincipal advancs hereunder upon canfirming that all of the representations and warrantles of Borrower

: are accurate and upon secelving at least one ather (a second) distribution payment on the 10% of gross
(defined as the “Distribution Payments®) set forth in the Security Agreement (incorporated herefts by this
toforence), Any and all Distribution Payments to Lender must be gecompanied by verifiable
documentation supporting the calowlation of the distribution amount. In other words, the Distribution
Payment raust actuaily be derived from 10% of the gross revenue generated from the exploitation of the
Libraty as furtier sat forth in this and the olher contemporaneous documents execuled herewith,

Interest, Borrower shall pay interest on all principal amounts advanced hereunder t tho rate of
one and one-half percent (1.50%) per month, Al computatlons of interest shall be made on the basis of a
360-day yeat and paid for the actual number of days elapsed. Whether or not this Nols is prepsid,
Bogrower shall pay Lender no Joss than six (6) months of Interest ~ or nine percsut (5%) ~ on the
principal aount advanced hereunder,

Paymenis. Cormencing May 27, 2010, and continuing on the 27" day of each conscoutive
month untit Matulty, Botrower shall pay interest thon acerued and unpaid on tho outstanding balance of
this Note, At Maturity or the earlier accoloration of this Note, Borrower shall pay the entire principal
amount, plus all acorued and unpaid interest and fees due as set forth in the Loan Documents heseinafter
dofined. Borrower shail make all paymenits an this Note to Lender at its address stated ghove, or af such
othor place as the Lender ov any other folder of thiz Note may designate. Borrower may make
ptepayments of principal at any time. For any paymient dus under this Note not made willin for (10)
Buslness Days afler its due date, Berrower shall pay a late fee equal to the greater of five percent (5%} of
the amount of the payment not made or $50.00, Lender shall apply all payments received on this Note to
any unpaid Jate charges and prepayment premiums (if any), acorued and unpaid interest then due and
owing, and the reduction of principal of this Note, in such order and in such amounts as Lender may

t
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determine from time fo time, The sum or sums shown on Lendet’s records shall be rebutiably

presumptive of the correct unpald balance of prinoipal and interest on this Note, If any payment coines

due on a day that is not a Business Day, Borrower may make the paymont on the first Business Day

followlng the payment date and pay the additlonal Interest acerued fo the date of payment. “Business

giay” gt:ahns a day of the year on which banks are not requived or authorized by Inw to close in Salt Lake
L .

Fees, As additional consideration for the extenston of credit by Lender evidenced by this Note,
Borrower shall pay Lender (8) ¢ closing fee, and (b} an originatlon fee, each in the amount of Sixteen
Thousand Two Hundred Fifty Dollars (§16,250.08), for a total of Thirty Two Thousand Five Hundred
Dollats ($32,500.00), on or before the date of Maturity. The said closing fee and origination fee shall be
inoluded in the principal amount of this Note and shall be deemed a principal advance under the terms of
this Note, and sald fees shall bear interest under this Note as set forth horoln above, As futher
consideration, $20,000 in {egaf fees shall be withheld by Lender as follows: $16,000 from the Additional
Prineipal Amount; $5,000 from the May 27, 2010 Operational Advance; and $5,000 from the Jure 27,
2010 Operational Advance,

Default Rate, At Leader*s election, without notice or demand, Borrower shail pay interest at the
rate of {hree and one-ha!f percent {3.50%) per month (“Defanit Rate”) on the outstanding balanos of this
Note during the petiod that sny Evont of Default exists (as defined below), on past due intersst on this
Note, on all other amounts payable to Lender by Borrower in conuection with this Mote, and on any
unsatisfied Judgment on this Note. In no event, however, shall the interest rate on this Note exceed the
highest rate pettitted by law,

Warranties, The Borrower and each Guarantor Kersunder represents and warranis to the Lender
{which representations and warrantics will survive the delivery of the Note) that:

1. Bortower and Guarantors are each corporations duly organized, validly existing and I good
standing under the laws of the State of incorporation of each as set forth herein and has all requisito
powsr and authority to own is property and fo carry on its business as now being conducted, to execnte
and deliver this Note and all other instrumants, agrcements, and documents entered into from time to
time, evidenoing or securing this loan or any obligation of payment thereof or performance of Borrower's
or Guarantorg' obligations in connection with the transactions conteiplated hersunder, each as amended
(collcetively referred o as "Lomit Documents™), and to carty out the provisions and conditions of the
Note and Loan Documents. Borrower is duly qualified io do business and is in good standing in every
Jurisdfotion where the failure to so qualify would have a materlal adverse effect,

2. Borrower and Guarantors have full power, authority and legal right to incur the obligations
provided for in, and to execute and deliver and to perform and abserve the terms and provisions of this
Note and the Loan Dacuments; cach of them has been duly cxecuted and delivered by Borrower and
Guaraators and havo been authorized by afl required action; Horrower and Guarantors have obtained all
requisite consents to the transactions contemplated thereby; and this Note and the Loan Doctunents
constltute the legal, valid and binding obligations of Borrower and Quarantors enforceable against
Borrower and Guarantors in accordance with thelr reapective ferms, except as the enforeeability thereof
may be limited by applicable bankruptoy, insolvenoy or other similar laws affecting creditors' rights
generally.

3. Nelther the execution and defivery of this Note and the Loan Documents, nor the compliance
by Borrower and Guatantots with the terms and conditions of this Note and the Loan Documents, nor the
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consummmation of the transactions contemplated thereby, will conflict with or result in a breach of the
Articles of Incorporation or Code of Regulations, as applicable, or otfier governing documents of
Borrower or Guatantors, or any of the terms, conditions or provisions of any ageeement or instrument or
any charter ot other corporate restriction or law, regulation, rale or order of any governmental body or
agency to which Borrower or Guarantors aro now a paty ot Is subject, or imposition of a flen, chargs or
encumbrance of any nature whatsoever upan any of the property or assets of Borrower or Guarantors
pursuant to the terms of any such agreement o Instrumont,

4, o consent, approval, authorization or otder of any court or governmental agency ot body is
required for the consummation by Borrower or Guarantors of the tranaactions contemplated by this Note
and the Loan Documents,

5. Neither the Borrower ror either of the Guaraniors is (1) in material default under auy
indenture or contiact or agreement to which it is & party or by which it is bound; (it} In violation of its
articles of incorporation or Code of Regulations, as applicable, or any other governing document; (i) In
default with respect to any order, wilt, Injunction or deeree of any court; or (v} in default under any
otder or license of any federal or state governmental depariment. There exists no condition, event or act
which constitutes, ar after notice or lapse of time or both would conatltuts, an Event of Dofault,

6. The Borrower hag furnished to the Lender finanolal assumptions which, in the opinion of
Botrowet, faitly and accurately reflect the financial assumptions for the operations of Borrower, and
there has been no materlal adverse change in the Borrower's financial prospects since that dale which
would require revision of the sama,

7. ‘The Borrower repressnts and warcanis that the International sales projeotions proviously
provided by Botrower in connection with the partles initial torm shest shall not vary by more then 25%
less than that represented therein on the estimated law value and short ferm sales potential 10% columns.
A copy of theinternational sales projections is attached hereto as Exhibit A.

Collateral/Guarantles, Borrower has sceured this Note with one or more security agreemenls
of even date herewith, This Note is gusranteed by esch of () Camelot Distribution Group, Inc,, a
Nevads corporation gualified to do business In Callfornia with places of business at 318 North Carson
Sireat, Suite 208, Carson City, Nevada 89701 and at 10 Universal City Flaza WBC/Universal Building,
20% Bloor, Universal City, CA 91608; (b) Camelot Enterlalnment Group, Inc,, & Delaware corporation
qualified to do business in California with n place of business at 10 Universal City Plaza NBC/Universal
Building, 20" Bloor, Universal Clty, CA 91608; and {c) Robert P, Atwell, with an address of 28852
Rockport Drive, Laguna Niguel, CA 92677 (Individuaily and collectively, “Guarantors™) under guaranty
agreements of even date herewith, As used i this Note, the ierm “Obligor” means (f) a person whoss
eredit or any of whose propesty Is pledged to payment of this Note and includes, without Hritatlon, any
Guarantor; and (i) any signatory to a Loan Document,

Events of Dofault. The acourrence of any one or mare of the following events shall consfitute
an Bvent of Default under ¢hiz Note!

1. If (o) the interest hereunder or any commitment or other foe due under the Loar Documents
shall not be paid fn full punctually when dus znd payabls or within five (5) Business Days thereafter, or

(b) the principal hereof shall not be paid in full punciually when due and payable, L/
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2. If Bortower or any Obligor fails to perform or observe any covenant or agreement (other than
as roferred to in (1) above) contained in this Note or in any othar of the Loan Docuraents, and such
fatlure remalns unremedied for thirty (30) days after the Lender gives notice thercof to Borrower orsu ch
Obligor.

3. If any representation, warranty or statement made ln or pursuant to this Note or any Loan
Document or any other materia! information furnished by Borrower or any Obligor to Lender or any
other holder of this Note, shall be materizlly false or erroncous.

4, If (a} any material provision, in the sele but reasonable oplnion of Lender, of this Note or any
Loan Document shall et suy time for any reason esase to be valid, binding and enforceable against
Borrower or any Obligor; (b) the validity, binding effect or enforcenbility of this Noie or any Loan
Document against Borrower or any Obligor shall be contested by Borrower or any Obligor without legal
justification; () Botrower or any Obligor shall deny that It hag any or further labilily or ohligation
therounder without legal justificatlon; ov (d) any Loan Document shall be terminated, invalidated or set
aside, or be declared Ineffective of inoperative or in any way cease to give or provide to Lender the
benefits purported to be created thereby without legal justification,

5, If any event of default or default shall occur under any other Loan Document, or if uader any
Loan Document aty payment is required to be made by Borrower ar any Obligor on demand of Lender,
such demand is made but suck payment Is not made,

6. If Borrower shall defanit in the payment of principal or interest due and owlng upon any other
wmaterial cbligation for barrowed money, beyond any perlod of grace provided with respect thereto or in
the performance or observance of any other agresment, ferm or condition contained in any agreoment
wnder which such obligation is created, if the effect of such default is to aliow the geceleration of the
matutlty of such indebiedness or to pezmit the holdor thoreof ta causs such indehtedness to becomo due
priorto fts stated maturity and such defauit Is not ¢ured by Borrower.

7. A final Judgment or order for the payment of & material amount of money shatl be rendered
against Borrower or any Obligor by 2 court of competent jurisdiotion, that remains unpaid or unstayed
and undischarged for a period (during which executlon shall not be effectlvely stayod) of thirly (30) days
afer the date on which the vight to appeal has expired.

8, "There shall have oceurred any conditlon or event that Lender reasoniably determines has or is
reasonably likely to have & matetial adverse effect on () the business, operations, property or condition
(financial or otherwise) or prospects of Borrower; (b) the business, opetations, property or condition
(financlal or otherwise) of Borrower and its subsidiaries, if any, taken a3 a whole; or (¢) the validity or
enforceabitity of this Note or any of the other Loan Dacuments or tho rights and remedies of Lender
hsreunder or thereunder,

9. If Borrower or any Obfigor shall (a) discontinue business, (b) generally not pay its debts as
anch debls become due, (c) make a general assignment for the benefit of creditors, (d) apply for or
consent (o the appolntment of a receiver, a custodian, a trustee, an Interim frustee or liquidator of all or &
subgtantlal part of its assets, (e} be adjudicated a debfor or have entercd against it an order for relief
wttder Title 11 of the United States Codo, s the samo may be amended from time to time, {ffile &
voluntary petition in bankruptoy or file a petition or au answer seeking reorganization or an arrangement
with ereditors or seeking to take advantage of any other law (whether federal or state) relating to rolief of
debiors, or admit (by answer, by dofault or otherwisc) the material allegations of & petition filed a;?
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in any bankniptoy, reorganization, insolvency or other proceeding (whether federal or state) relating to
relief of debtors, (g) suffer or permit to continue unsfayed and in offect for thirty (30) consecutive days
any judgment, decree or ordoer entered by a court of competent jurisdiction, that appraves a pefition
seeking lts reorganization or appoints a receiver, custodian, trustes, Interim trustee or Hquidator of all or
a substantial part of lts assets, or (h) take any action In order thoreby fo effeot any of the foregoing, or
onit to take, any aetion in order to prevont any of the foregoing.

Remedies upon Default, If any Event of Dofault shall ocour, Lender may, at its election, and
wiihout demand or notice of any kind, do any one or more of the following:

1, Deolare all of the Bomrower's obligations to Lender under this Note Immediately due and
payable, whereupon all unpaid prinoipal, interest and fees in respect of this Not¢ and the Loan
Doosments, together with all of Lender’s costs, oxpenses and attomeys” fees related thereto, under the
terms of this Note or otherwise, shall be immediately duo and payable;

2. Excroise any and all rights and remedies available to Londer under any applicable law;

3, Bxercise any and ail 1ights and remedies granted to Lender under the terms of thiy Note and
any of the other Loan Documents; and/or

4, Sot off the unpaid balance hereunder against any debt owing to Borrower by the Lender.

Governing Law. This Note shall be construed and enforced under the faws of the State of Ulsh
and any applicable federal laws, Timeis of the essence [n the payment of this Note, All graca petiods in
this Note and all ather Loan Dogumenis shall run concutrently.

Notlees. All notices, requosts, demands and other cormunications provided for hereunder shall
be in writing and, if to Borcower, mailed or delivered to if, addressed to it af the address specified on the
signature pages of this Note, or if to Lender, malled or defivered to It, addrassed to the addvess of Lender
apecified on the front page of this Noto. All notlces, statements, requests, demands and other
communications provided for hereunder shall be deemed to be given or made when delivered or forty-
elght (48) hours after belng deposited in the muils with postege propaid by registered or certified mat,
pddrossed as aforesaid, or sent by facsimilo with telephonic confirmation or receipt, except that notices
from Borrower to Lender pursuant to any of the pravisions fereof shafl not be effective untif recolved by
Lender,

Bindlng Effect. This Note shall be binding upon the Borrowsr and upon Borrower's respective
helrs, successors, assigns and legal representalives, and shall tnure to the benefit of the Lender and its
successors, endorsees and assigns,

Amendments, Any araendment horeof must be fn waiting and signed by the party against whom
enforcemont is sought, Unenforceability of any provisien hereof shell not affect the enforceability of any
other provislon, A photographic or other reproduction of ¢his Note may bo made by the Lender, and any
such reproduction shall be admissible in evidenco with the same effect as the original itself in any
judicial or administrative praceeding, whether or not the original i in existence.

Tndemnification. In-considetation of this foan, Borrower heveby releases and discharges Lender
and its shareholders, diteetors, officers, employees, agents and attorneys (collectively, “Related Parties")
from any and al! claims, demands, liability and causes of action whatsoever, now known or unknown,

| | I~



Case 2:11-cv-00288-CW Document 2-1  Filed 04/14/11 Page 6 of 8

arlsing out of or any way related to any of the Borrower's obligations hereunder or under the Loan
Decuments provided the Lender eomplies with its obligations to Berrower under this Note and the Loan
Documents. Borrewer shall indemnify, defend and hold hermiess the Lender and tho Refated Parties
agalnst any olaim brought or threatened against the Lender by the Borrower, any Guarantor or endotser
heieof, or any other person on accoumt of Lendes"s relationship with the Borrower or any Guarantor or
endorser hereof provided the Lender complies with its ohfigations to Borrowsr under this Note and the
Loan Documents.

No Waiver, None of the following will be a course of dealing, estoppel, walver, or Implied
amendment on which any patty fo this Note or any Loas Docurment may rely: () Lender's acceptance of
ono or more fate or partlal payments; (2) Lender’s forbearance from exercising any right or semedy under
this Note, or any document providing sectirlty for or guaranty of repayment of this Note; or (3) Lender’s
forbearance from exerolsing any right or remedy under this Note or any Loan Document on any one ar
more cccaslons, Lender's exercise of any rights or remedies or a part of a right or remedy on one or
more oceastons shall not preclude Lender from exercising the right or remedy at any other thine, Lender's
rights aud remedies under this Note, the Loan Documents, and the law and in equity are cumulative fo,
but independent of, each othet,

Costs, Expenses, Fees and Taxes, Borrower agtees ta pay an demand all costs and expenses of
Lender, including bat not limited to (a) administration, trave! and out-of-pocket expenses, including but
not limited to rensonable attorneys® feos and oxpenses, of Lender in conneetion with the proparation,
negatiation and closing of the Loan Doouments and the administration of the Loan.Documents, the
collection and disbursement of all funds hereunder and the other instruments and dacuments to be
delivered hereunder, (b} exteaordinary exponses of Lendor in éonnection with the administration of this
Note and the other Loan Documents, (o) the roasonable feos and out-of-pocket expenses of speclal
counsel for Lender, If any, with respeot to the foregoing, and of local counse], if any, who may be
relained by said speolal counsel with respect thereto, (d) afl fees due In any of the Loan Documents, and
(e) sl costs and expenses, including reasonable attorneys’ fees, In connection with the determination of
Lander’s Hen priority in any coliateral seourlng this Note, or the restructuring or enforcament of this Note
or any Loan Document, In addition, Borrowor shal pay any and all stamp and other laxes and fees
payable or determined to be payable in conneotion with the execution and delivery of any Loan
Document, and the other insituntents and documents fo be defivered hereunder, and agrees to hold
Lender harmless from and agalnst any and alf liabilities with respect to or resulting from any delay in
paying or omission fo pay such faxes or fees, Notwithsianding anything to the contrary contaitied
herelnghove, Lender expiessly agrees that Borrower shiall pay Lender a cumulative fotal of no more than
$10,000 for all feos and expenses roferonced in sections (g), (b) and (o) above upon Lender’s providing
Borrowar wiih bills or involees for all such fees and expenses, ’

Borrower Waivers, Borrower walves presentment, demand, nofice, protest, and all other
demands and notices in connection with delivery, acceptance, pexformance, default, or enforeement of
this Note.

Jurlxdiction. Borrower hereby irrevocably submits to the non-exclustve jurlsdiction of any Utsh
state or federal court sitting in Salt Lake City, Utab, over any actfon or proceeding arising out of or
relating fo this Note, and Borrowsr heroby frrevocably agrees that all claims in respeot of such action or
proceeding may be heard and determined in such Utah state or federal court, Borrower hereby waives
any objeeton that it may now or hereafter have to the venue of any such suit or any such court or that
such suft Is brought in an Inconveniont court, .

s I~
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Jury Trlal Waiver, BORROWER WAIVES ANY RIGHT TO HAVE A JURY PARTICIPATE
IN RESOLVING ANY DISPUTE, WHETHER SOUNDING BN CONTRACT, TORT OR OTHERWISE,
BETWEEN LENDER AND BORROWER ARISING OUT OF, IN CONNECTION WITH, RELATED
TO, OR INCIDENTAL TO THE RELATIONSHIP ESTABLISHED BETWEBN THEM IN
CONNECTION WITH THIS NOTE OR ANY OTHER INSTRUMENT, DOCUMENT OR
AGREEMENT EXBCUTED OR DELIVERED IN CONNECTION HEREWITH OR THE
TRANSACTIONS RELATED THERETO.

Borrower:

Camelat Ellm Group, Inc,
By: ; ; iyéZ:: 4

Robept 7. AtifelhPrestdént

Guarantors:

Camelot Distrlbution Group, Ine,

~Trealdent

Camelot Enteriainment Group, Ine,

1
j 775
R&en P. Atwell, individually v
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AT

SECURITY AGREEMENT

THIS SECURITY AGREEMENT ("Ssourity Agreement"), dated as of April 27, 2010
by and between Camelot Distribution Group, Inc., a Nevada cotporafion ('Debtor”} and
Incentive Capital, LLC, a Utah limlited labllity company {"Secured Parly"), s made with
reference to the following facts:

A, Camelot Film Group, Inc. ("Borrower”) has executed ot shall execute and
deliver to Sacured Party simultansously herewith that certain Promissory Note -Termm Loen
(the “Note") in the original principal amount of $850,000 In connectlon with a secured term
loati (the “Loan"} from Secured Parly to Borrower.

B. Debtor has agreed to grant the Secured Party a security interest in the
property herelnafter described as securlty for the prompt and complete payment of the
payment and other obligations of the Barrower to the Secured Party under the Note,

NOW, THEREFORE, in consideration of the foregoing and the mutual promises and
other agreements hereinafter contained, Debtor hereby agrees with Secured Party forthe
benefit of Secured Party as foilows:

1. Grant of Security Interest,

Debtor hereby grants to the Secured Party a continulng first priority security interest In all
Debtor rights to tha property as set forth on Schedule 1 attached hereto ("Pistribution
Assets”) and by this reference Incorporated heraln, and ali preducts and proceeds thereof,
including (2) the Distribution Assets; {b) all accounts, negotieble instruments, chattel paper
and electronic chattel paper, general intangibles, proceeds, and monles derived from the
disposftion or other exploltation of the Distribution Assets in all medta, from all sources,
worldwide during the term hereof; and (o) other assets of the Debtor as set forth on said
Schedule 1 (coliectively, the "Callateral’}, Terms usedin this Security Agreement ats used
as defined in (i) the Utah Uniform Commerclai Cods in effect from time to time; or {fi) the
Asset Purchase Agresment executed by Borrower concurrently herswith (the "Purchase
Agreament’).

2. [Reserved.]

3 Sacurlty for Obligations. This Security Agreement secures, and the Collsteral
is coilateral security for, the prompt payment or performance in full when due, whether at
stated maturity, by acceleration or otherwise (including the payment of amounts which
waould become due but for the operation of the automatic stay under Saction 362{a) of the
Bankruptey Cods, 11 U.8.C. Section 362(a)), to Secured Party of Dshtor's indebtedness
and other obligations now existing or hereafter arlsing to Secured Parfy with respectfo the
Note, whather for principal of interest (including, without [imitation, Interest which, but for
the filing of a petition in bankruptoy, would acertie on such obligations} or payments of
fees, expanses or otherwlse pursuant to the Note andfor any other documents or
Instruraent executed pursuant thereto or hereto (all such obligations being the "Note").

-
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4. Actionsto Perfect, Debtor heraby authorizes Secured Parly at any time and
from time to time fo file one or more financing or continuation statements describing the
Collateral, Debtor further agrees that at any time and from time to time, at the expense of
the Debtor, Debtor will promptly execute and deliver all further instruments and documents,
and take all further action that may be reasonably necessary or desirable, or that Secured
Parly may reasonably request, in orderto perfact and protect any sacurity interest granted
ot purported to be granted hereby orfo enable Secured Party to exerclse and enforce its
rights and remedies hersunder with respect to any Collateral. Such actions may include,
without limitation, the delivery to Securad Party of Collateral for which delivery is required
to petfect, the signature by ballses or depository banks on control agreements In favor of
Secured Party with respect to Collateral in the possession of bailees, or complying with the
provisions of any applicable statutes governing perfection o protection of the security
interast granted hereby In the Collateral,

8, Representations and Warmranties, Debtot represents and warrants as follows:

(a) Staius of Debtor: Authorization. Debtor (1) is a corporation duly
organized, valldly existing and in goed standing undsrthe laws of the state of Nevada, and
i) Is duly gualified or ficensed to conduct business in each jurisdiction in which the nature
of its business or assets requlres such gualification or licensing under applicable law
except where the fallure to he so gualified would not have a material adversa sffeston the
business, aperations or financlal condition of Debtor. Dabtor has the requisite power and
authority to own its assets and to transact the business in which it Is presently engaged
and in which it proposes to engage and to grantto Secured Party the seourity interests in
the Collateral as herein provided, Debtor has taken all action necessary to authorize the
execution and delivery of this Security Agreament, and the consummation of the
transactions conternplated hereby. -

(b}  Binding Security Agresment, This Securlty Agreement constilutes the
legal, valid and binding agreement and obligation of Debtor, enforceable againstDebtorin
accordance with its terms, except as enforceabillty may be limited by the bankruptcy,
insclvenoy, fraudulent conveyance, and similar laws and equitable principles affecting the
enforcemant of craditors' rights generally. ,

(¢) Iitletfo Collateral. Debtorhas good and marketable fitie toits Interest
in the Collateral, free and clear of any mortgage, pledge, llen, security Interest,
encumbrance, conditionsl sale contract or other tifle retention agreement, or any other
adverse claim of any nature whatsaever {collectively, "Lign™) except for (x) the first priarity
seourlty interest granted to the Secured Party heraby. No effective financing siatementor
other instrument similar In effect covering all or any part of the Collateral is on file in any
racording offlee. .

(d) No Dsfault or Required Consent, The execution, delivery and
performance of thls Securlty Agreement by Debtor, and the affectuation by the Secured
Party of any of its rights and remedies thereunder ar heraunder, whether upon default or

. L/



Case 2:11-¢v-00288-CW Document 2-2 Filed 04/14/11 Page 3 of 13

otherwige, (x) will not result in a breach of or constitute a default under () the cerfificate of
incorporation or bylaws or other charter provision of Debtor, or {il) any other agreement or
Instrument to which Debtor is a party or by which any of the Collateral is bound except, in
the case of clause (il), where such breach or default would not have a material adverse
effact on the Gollateral or on the business, operations or financlat condition of Debtor, (y)
will not violate any law or any rule or regulation of any administrative agency or any order,
writ, injunction or decree of any courtor administrative agency, and (2} does not require the
consant of any person, entity or governmentel agency or any notice or filing with any
governmental or regulatory body, except as shall have been previously obtained, given or
made or where the failure to obtain such consentwould nothave a material adverse effect
on he Collateral or on the business, operations or financial condition of Debtor.

(e) Perfection, Debtor's exact legal name, lype of organization and
Jurisdiction of organization is set forth In the infroduction of this Seourity Agreement.
Debtor's organizational identification number s NV20051246704. Debtor's principal place
of business Is located at the address set forth on the date hareof in Seotion 14 of this
Securlty Agreement. Upon () the execution and deflvery of this Security Agreament by
Debtar: and (ll} the proper and timely filing of a financing statement with the Secretary of
State of Nevada, the Secured Party will have a first psrfected first priority security interest
In and to the Collateral. )

Employment of Jamie Thompson: Debtor has entered Into an
employment agreemeant with Jamle Thompson (*Thompson”) as of September 1, 2008
{the “Employment Agreement”), whereunder Thompson shall render services as
Prasident of Debtor to, among other responsibiliiies, manage and supervise Deblor's
goneral business operations, including without limitation services in connection with the
sxploltation of the Liberation Assets. Debtor hereby acknowledges and agtees that it
shall use its best efforts to continue Thompson's Employment Agreement for & petlod
of five (5) years from the date hereof. During sald period of the Employment
Agreement, Thompson shall be primarily responsible for the exploitation of the
Liberation Assets.

6.  Afilrmative Covenants. Debtor covenants and agrees that untlisuch ime as
the Note is indefessibly pald or otherwise satisfied in full, uniess the Secured Parly shall
otherwise consent in writing: :

(a) Conduct of Business and Malntenance of Assals and Licohses,
Debtor shall do or cause to be done ail things reasonably necessary to preserve in full
force and effect its existence, its corporate powers and authority, its qualifications to carry
on business in all applicable jurisdictions, and all rights, intorects and assets necassary {o
the conduct of Its business, except whers the failure.to do sa does nhot have a materlal
adverse effect on the financia! conditlon or operations of Debtor.

(b)Y  Protection of Security and Legal Proceedings. Debtorshall, atits own
axpense, take any and all actions reasonably necessary o preserve, protect and defend
the security intarests of the Secured Parly in the Callateral and the perfection and priority
theraof against any and all adverse claims; including appearing in and defending all actions
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and procesdings which purport to affect any of the faregoing. Debtor shall promptly
ralmburse the Seoured Party for any and all sums, Inciuding costs, expenses and actual
attomeys' fees, which the Secured Parly may pay or Inour In defending, protscting or
enforaing its seourity interest in the Collateral of the perfection or priority thereof,

(¢) Paymentof Taxes. Debtor shall pay orcause to be paid all taxes and
other levies with respect fo the Collatera! when the same become due and payabls, excapt
for any taxes which ase being diiigently contested In good faith by appropriate proceedings
and for which approptiate reserves have been established,

(d)  Useand Malnfenance of Collateral. Debtor ghall comply in all material
respects with all laws, statutes and regulations pertalning fo its use and ownership of the

~ Collateral and fts conduct of its buginess; maintain all of the Collateral In good condition,
reasonable wear and tear excepted, and keep accurate and complete books and records
pertaining to the Coliateral in accordance with generally accepted accounting principles,
except where the faflure to do any of the foregoing doss nothave a material adverse affect
on the Collateral or the Secured Party's rights therein.

(6) Inspection. Debtor shall give the Secured Party such information as
may be reasonably requested concerning the Coliateral and shall during regutar business
hours and upon reascnable notice during the contlnuance of an Event of Defaull, permit
the Secured Party and lts agents and representatives to have fulf access to and the rightto
examine, audit and make coples and ahstracts from any and all of Debtor's books and
records pertalning fo the Collateral, to confirm and verify the value of the Collateral and o
do whatever else the Secured Party reasonably may desm necessary or desirable to
protect its interasts. Furthermore, Debtor agrees to furnish prompily to the Secured Party
such information regarding the financial condifton of business of Debtor orthe Collateral as
the Secured Parly may reasonably request, and all such Information hereafter furnished {0
the lSscured Pary by Debtor will be trus and carrect in ali materlal respacts when
furnishad.

Notification. Debtor shall notify the Secured Party In wiiting withintsn
(10) business days of the occurrence of any event which materially adversely affects the
value of the Collateral, the abilily of Debtor or the Secured Party to dispose of the
Coliateral or the rights and remedles of the Securad Party in relation thereto.

7.  Negatlve Covenapts. Debtor covenanis and agrees that until such fime as
the Note is Indefeasibly pald or otherwise satisfied in full, without the prior written consent
of the Secured Party.

(a) Sale ot Hypothecation of Collateral. Debtor shail not directly or
indirectly, whether voluntarily, involuntarlly, by operation of law or otherwise () sell, assign,
ficense, fransfer, exchange, laase, lend, grant any option with respect to or dispose of any
of the Collateral or any of Debtor's rights thereln, except for sales, assignments, licanses,
transfers, exchanges, leases ar joans in the ordinary course of the Debtor's business; nor
(i} create or permit to exist any lien on or with respect to any of the Collateral. The
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inclusion of “proceeds" as a component of the Collateral shall not be deemed a consent by
the Secured Party to any sale, assignment, transfer, exchange, lease, loan, granting of an
optlon with respest to or disposition of all or any part of the Collateral.

(v)  Change of Location or Nams. Dabtor shall not, without giving to the
Secured Parly at Jeast thirty (30) days’ prior wriften notles (f) move ifs principal place of
business; (il) change its name, lts trade or fietitious business name(s) orits organizational
identification number; () keep Collateral at focations other than its principal place of
business, except as otherwise disclosed to Secured Party In writing; or (iv) change its type
of organization, jurisdiction of organization or other legal structure.

8. Secured Parly Appointed Attornev-In-Fagt. Debtor hereby appoints the
Secured Parly as Debtor's attormey-in-fact with full authority In the placs and stead of
Debtor and in the name of Debtor or otharwise, from time to time in the Secured Parly's
sole and absolute discretion fo take any actlon and to exacute any instrument which the
Secured Parly may deem nacessary or advisable to accomplish the purposes of this
Security Agreement. Debtor acknowledges that the foregoing grant of power of attarney s
coupled with an interast and is irrevecable.

9, Secured_Party May Perform. [f Debtor falis to perform any agreement or
covenant contained hereln, then the Secured Parly in its discretion may perform or cause
the performance of such agreement or covenant, and the reasonable expenses of the
Sacured Party incurred in connection therewith shall be payable by the Debtor. However,
nothing in this Security Agresment shall sbligate Secured Party to act, nor shall the actions
of Secured Party under this seation be construed as & walver or cure of any such fallure,

10. Remediss upon Default,
(a) “Event of Default’ shall mean the occurrence of any of the following events:
I, The failure of Borrower to pay ihe Note when dus.

il. The fallure, refusal or neglect of Dehtor, Borrower of any guarantor to
abserve or perform for any reason any of the covenants, conditions, agreements or
provisions contained In this Securlty Agresment or in any of the other agreements or
instruments referenced hereln or contemplated hereby (referred to herein Individually as
“I_oan Document” and collactivaly as ths *Loan Documents”) (other than the payment of
the Note of which the fallure to pay constitutss an Event of Default described i Saction
9(a)i hereof) or to execute and deliver any documents, agraements or instruments
reasonably requested by Secured Party hereunder of thereunder, provided that If such
failure, refusal or neglect is capable of remedy within fifteen {15) days- the Debtor shallbe
entitled to cure the same within fifteen (15) days of Deblor's recaipt of written notice fram
Secured Party of the occurrence of such failure, refusal or neglisct.

Th. Any representation or wamanty made by Debtor, Botrower or any
guarantor In any Loan Document or any repor, certificate, financial statement or ofher
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insttument furnished by or on behalf of Debtor in connection with any Loan Decument shall
prova to have been false or misleading in any material respact,

iv. Subject to the provisions of Section 6.6 of the Purchase Agreement,
Secured Party shall ceass to have valld and perfected first priority securlty interest at any
time for any reason In the Collateral, or any porlion thereof,

v, If any judgment against Debtor or any of its property or assets which
would or miight materially adversely affect (a) its ability to perform its obligations uncer any
Loan Document; andfor (b) the Collateral andfor the Secured Pariy's rights therein,
remains unpald, unstayed or undismissed for a period of mare than forty-five (45) days,

vl.  Debtor shall be dissolved or shall sustain the loss, cancallation or
forfaiture 'of its lagal status or good standing by reason of any Judicial, extrajudiclal or
administrative proceedings or otherwise, or shall (a) apply for or consent to the
appointment of a recelver, frustee or liquidator of Debtor or of all or a substantial part of
Debtor's assets; (b} be unable to, or admit in writing its inablilty to, pay its dabts as they
mature; (6} make & general assignment for the benefit of creditors; {d) bs adjudicated a
bankrupt or Insolvant; (e) file a voluntary petition in bankruptoy or a petition or an answer
seeking reorganization o an arrangement for the benefit of creditors or take advantage of
any Insolvency law in its capacity as a debtor; {f) Interpose an answer admiting the
material allegations of the petition filed against Debtor In any bankruptcy, reorganization or
insolvency procsedings; {(g) take any action which would have the effect of dissolving
Debtor: or (h) take any action for the purpose of effsdling any of the foregoing.

vii. Any {a) involuntary pefition is filed against Debtor seeking to subject
Debtar to any bankruptoy, Insclvency or similar faws and such petition shall remain
unstayed or not be withdrawn for a period of forty-five (45) days; or (b) an order, judgment
or decree shall be entered against Debtor by any court of competent jurisdiction approving
a petition sseking Its recrganization or appointment of a receiver, frustee ar liquidator of
Debtor or of all or 2 substantial part of lts assets and such order, judgment or deoree shall
continue and stay in effest for a period of forty-five (45) days.

{b) Ifan Event of Default exists, the Sscured Party may exercise ane of more of
the following rights and remedies at ahy iime or imes and without notice to or demand
upon Deblor:

(i) Daclare the Note to be forthwith due and payable, whereupon the
Note shall be accelerated and shall become immediately due and payable without
presentation, demand or notice of any kind to the Debtor (all of which are hereby waived
by Debtor ), except that if an Event of Default specified in Sactions 9(a)(vi) and 9(a)(vi)
shall ccour, such acceleration shall be automatic and no declaration or other act of
Secured Party shall be necessary to effect such acceleration;

()  Procsed to protectand enforca tha rights of Securad Party to payment
of the Note and ifs rights to proceed agalnet the Coliateral and axarcise its remedies

P [~
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whether by sult in equity or by action atlaw, or both, whether for the specific performance
of any covenant, agreement or other provision of any of the Loan Documents of any other
legal or equitable right or remedy of Secured Parly;

{fiy I addition to those actions that may otherwise be permitted fo be
taken by Secured Party under any of the Loan Doguments, with respect to the Collateral,
take the following actions:

(a)  Collections, ete, Secured Party may demand, sue for, collect or
recelve, in the name of Secured Parly or in the name of Debtor, or otherwlse, any monsy
or property at any time payable or receivable on account of or In exchange for, or make
any compromise or settiement deemed desirable with respect to, any of the Collateral (but
Secured Party shall be under no obligation to do so), or extend the fime of payment,
arrange for payment in Instaliments, or otherwise modify the term of, or release, any of the
Coliateral, without thereby incurring responsibility to discharge, or discharging, or otherwise
affecting any labifity of Debtor hersunder. Secured Party shali not he required to take any
steps to preserve any rights agalnst other parties to the Gollateral, Secured Parly may (but
is not obligated $0) make such payments and take all such actions as Secured Party
deems necessary to protect its security interest in the Collateral and/or the value thereof,
and Secured Party is hereby authorized (without limiiing the general naturs of the authorlty
herelnabove conferred) to pay, purchass, contest or compromise any fien or encumbrance
on the Collateral; and

() Possession and Sele of Coliateral, ete. Secured Party may
axarcise in respect of the Collateral all rights and remedics hereunder and under the Loan
Dacuments, all the rights and remedies of a secured party under the Code and all rights
and remodies otherwise avallable to it. In addition, Secured Party may notify any and all
account debtors of the Debtor to make all further payments to Secured Party, and enter
upon each pramises of wherever the Gollateral may be and take possession of the
Collataral and demand and recelve such possession from any Person who has possession
thereof; and take such measures as it may deem necessary or proper for the care or
protection thereof, including the right to remave all or any portion of the Collateral (but
Secured Parly shall not be obligated to do so). With or without taking such possession,
Secured Party may sell or cause to be sold, whenever Secured Party shall declde, inone
or more sales or parcels, and at such price or prices and upon such other terms as may be
commerclally reasonable (Irrespective of the impact of any such sales on the market price
of such assets), and for cash or on credit or for future delivery, without assumption of any
credit risk, ali or any portion of the Callateral at any broker's board or at public or ptivate
sale. Secured Party may be the purchaser at any public or private sale fo the extent
permitted by law and provided such sale is conducted In accordance with the Code of any
or all of the Collateral so sold and shall e entitled, for the purpose of bidding and making
setllement or payment of the purchase price for all or any portion of such assets sold at
any such publlc or private sale, to use and apply the Note as a credit on account of the
purchase price payable by Secured Party at such sale. Each purchaser (inciuding the
Secured Party) at any such sales shall thereafter hold the Collateral purchased absolufely
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free from any claim or right of whatevar kind, including any equity of redemption of the
Debtor, any such demand, hotice, clalm, right and equity being hereby expressly walved
and released. Debtor agree that, to the extant notice of sale shall be requlred by law, at
least tan (10) days' notice of sale to the Debtor of the time and place of any pubtic sale or
the {ime after which any private sela e fo be mads shall constitute reasonable notification.
Secured Parly shall not be obligated to make any sale of the Collateral regardiess of notlce
of sale having been given, Secured Party may adjourn any public or private sale from fime
to time by announcement at the time and place fixed therefore, and such sale may, without
furiher notice be made at the time and placs to which it was so adjourned., Debtor hereby
walve any clalims against Secured Parly arlsing by reason of the fact that the price at which
any Collateral may have been sold at such a private sale was less than the price which
might have been obtained at a public sale, even if Secured Parly accepts the first offer
received and does not offer such Collateral fo more than one offerse, provided such private
sale is conducted in a commerclally reasonable mannet.

{c) Appcintment of a Receiver. Upon the ocourrence of an Event
of Default, the Secured Party shall be entitied to the appointment of a receiver, to iake
possession of all or any portion of the Collateral and to exercise such powers as the court
shall confer upon the receiver.

(d) Power of Aftorney, Debtor does hereby irrevocably make,
constltute, and appoint the Seoured Parly and its designees as ts trus and lawful
attorney-In-fact, with full power in the name of Secured Party and/or Debtor, to take the
following actions upon the ocourrence of an Event of Default: to endorse any notes,
checks, drafls, mansy orders or other evidences of paymsnt relating to the Collaterai that
may some into the possession of the Secured Parly; to enforce all of Debtor's rights under
and pursuant to all agreements with respect to the Cotlateral, ali for the sole benefit of
Secured Party, to enter into and perform such agreemants as may be necessary in orderto
carry out the terms, covenants, and condifions of this Ssaurity Agreement which are
required to be observed or performed by Debto, to execute such other and further
martgages, pladges and assignments of the Collateral as Secured Parly may requlre for
the purpose of protecting, maintalning, or enforeing the security Interests granted to
Securad Party by this Security Agreement and the other Loan Doctiments, and to do any
and all other things necessary or proper to carry ouf the Intention of this Security
Agreement and the other Loan Docurents; and Debtor hereby ratifies and confirms all the
Secured Parly, as such attorney-in-fact, or its substitutes shall properly do by virtue of this
power of attorney, provided, however, that Secured Party agrees to nolify Debtor prior to
any such endorsement, execution or actionand to provide Debtorwith & reasohable period
to endorse or execute the subject documents on Debtor's own bahalf, Such powars of
attorney are coupled with an interest and are therefore Irrevocable.

(8) Rights and Remedles Cumulative. No right or remedy
conferred upon Secured Parly herein or in any of the other Loan Documants or otherwlse
available at law or In equity (or both) shafl be exclusive of any other right or remedy
contained herein or thereln or otherwlse made available. All such rights and remadiles are

I~
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cumulative and are not exclusive of any right or remedy which Secured Parly may
ofthenwise have.

(i  Application of Proceeds. Any cash held by the Securad Party
as Collateral and all cash proceeds recsivad by either of the Secured Party in respect of
any sale of, collection from, or other reallzation upon all or any part of the Collaterai may, in
the discretion of the Secured Party, be held by the Secured Party as collateral for, and/or
then or at any time thereafter applied {after payment of any amounts payable to Secured
Party pursuant to this Security Agreement) in whole orin part by the Secured Parly against
all or any part of the Nofe in such order as the Secured Party shall efect. Any surpius of
such cash or cash proceeds held by either of the Secured Party and remaining after
payment in full of all the Note shall be pald over fo Debtor or to whomsoever may be
lawfully entitled to receive such surplus.

11,  Liabllity and Indsmnification. The powers conferred upon Secured Party
hereunder are solsly to protect its interest in the Collateral and shall not impose any duty
upon it to exerclse such powers. Nothing In this Security Agreement shall be deemed to
constitute an assumption by either of the Secuved Party of any liability or obiigation of the
Debtor with respect to any of the Collateral, The Secured Party shall not be liahble to either
Debtor for any act (Including, without limitation, any act of active negligence) or omission by
the Secured Party under this Securlty Agreement unless the Sescured Party's condust
constitutes willful misconduct or gross negligence, Debtor agrees to indemnify andto hold
the Securad Party harmisss from and agalnst all losses, fabliitles, claims, damages, costs
and expenses {(including reasonable attorneys' fees and disbursaments) with respect to{a)
any action taken (including, without limitation, any act of active negligence) orany omission
by either of the Secured Party with respact to the Payment Obligations or this Sscurity
Agresment, provided that Secured Party's conduct does not constitute willful misconduct or
gross nagligence, and (b) any claime arising out of Debtor's ownership of the Collateral or
Secured Party's sgourity Interest therein.

12,  Expenses. Debtor agrees o pay upon demand to the Secured Parly any and
all reasenable expenses, Including the reasonable fees and expenses of its outside
counsel and of any experts and agents which the Secured Party may incur in connection
with (a) the custedy or preservation of, or the sale of, collaction from, or other realizatlon
upon, any of the Collateral, (b} the exercise or enforcement of any of the rights of the
Secured Party under the Payment Obligation and/or this Ssoutlty Agreement, and {c) the
faliure by Debtor to perform of obsetve any of the provisions of the Payment Obligation
andfor this Security Agreement.

13, Security Interest Absolute. All rights of the Secured Party and security
interests hereunder shall be absoluts and unconditional irespective of.

{a)  anylack of validity or enforceabllity of the Purchase Agreement orany
other Loan Document;

otgn
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(b)  anychangeinthe time, manner or piace of payment of, orin any cther
term of, alf or any of the Note, or any other amendment or walver of or any gongent to any
departure from any of the Loan Documents; or

(&) any furnishing, exchangs, releass or non-perfaction of any other
collateral, or any release or amendment or waiver of or consent to departure from any
guaranty for all or any of the Note,

14, Amendments. Walver. No amendment or walver of any provision of this
Security Agreement nor consent to any depariure by Debtor herefrom shall in any event
be effeotive unless the same shall be in writing and signed by the Secured Party and
Debtor and/, and then such walver or consent shall be effective only i the speciilc instance
and for the speciflo purpose any parly for which given.

16.  Notlces. All notices, reuests, demands and other communications reguired
or pemmitted to be given hereunder shall be in wilting and shall be deemed to have been
duly given If dallvered by messenger or ovarnight delivery sarvice, or sent by first class mail
(or alr mall where avallable), postage prepaid, certified or registered, return recsipt
requested, as set forth In the Purchase Agreement or at such other address as may be
furnished in writing, Any notice given by messenger or overnight delivery service as
pravided in this Section 15 shall be deemed given when delivared (f during normal
business hours on a business day {or if not, the next business day aftar delivery); any
natice glven by first class mall (or air malt where avaliable), postage prepaid, certifled or
ragistered, return recetpt requested shall be deemed given five (5) business days after the
date of malling. Any parly may by notice to the other change the address at which notices
and demands may he given to it.

16, Contihuing Security Interest; Release of Seoutify Interest Upon Payment,
This Security Agreement shall create a centlnuing security Interest in the Collateral and
shall () remain in full force and effect untit indefeasible payment or other satisfaction in full
of ths Note, (b} be binding upon Debtor, and its successors and assigns, {c) inure, together
with the tights and remedies of the Secured Party hereunder, to the benefit of the Secured
Parly and its succossors, transferess and assigns, (d) constitute the entire agreement
between Debtor and the Secured Party with respect fo the subject matters covered hersby,
and {e) be severable in the event that one or more of the provisions hereinis determined o
pe filegal or unenforceable. Upon the indefeasible payment o other satisfaction in full of
the Note, the Secured Pary, at the raquest and expense of Debtor, shall release the
sacurlly interests In the Collateral granted hersin and exactite guch termination statements
as may be nacessary therefare, to the extent that such Collateral shall not have been sold
or otherwise applied pursuant to the terms hereof,

17. Return of Collateral, Subjectto any duty Imposed by law or otherwise o the
holder of any subardinate llan on the Collateral known ta {he Secured Party, and subjectto
the direction of a court of competent jurlsdicfion, upon payment in full of the Note, Debtor
shall be sntitled to the return of all Collateral belonging to Debtor In the possession of the
Securad Party; provided, howsver, that the Secured Party shall not be obligafad toreturn
to Debtor or defiver to the helder of any subordinate lien any such Collateral unfil it is

-10- ~ V/
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gatisfied that all amounts with respect to the Note are ne longer subjact to being recaptured
under applicable bankruptoy or insolvency laws or otherwise. The return of Collateral,
however effected, shall be without recourse to the Secured Party and the Secured Party
shall be entitied to recelve appropriats documentation to such effect. The refurn of
Collateral shall be effected without representation or warranty and shall not entitle Debtor
to any right to any endorsement.

18, Governing Law: Terms. This Security Agresment shall be deemed to hava
nean made in the state of Utah and the validity, construction, interpretation, and
enforcement hereof, and the rights of the partles hereto, shall be determined under,
governad by, and construsd in accordance with the Internal laws of the state of Utah,
Dehtor hereby consents to the Jurisdiction of any Utah state or United States Federal court
sitting in Utah with respeoct to disputes arising out of this Security Agreement,

18,  Wailver of Jury Trial. Debtor HEREBY IRREVOCABLY WAIVES, TC THE
FULLEST EXTENT PERMITTED BY LAW, ALL RIGHTS TO TRIAL BY JURY IN ANY
ACTION, PROCEEDING, OR COUNTERCLAIM (WHETHER BASED UPON CONTRACT,
TORT OR OTHERWISE) ARISING OUT OF OR RELATING TO THIS AGREEMENT OR
ANY OF THE TRANSACTIONS CONTEMPLATED HMEREBY. Any legal action or
proceading with respect to this Securlty Agreement must be brought in the federal or state
courts located in the State of Utah, unless Secured Party etecis to bring such legal action
or proceeding elsewhere, Debtor hereby irrevocably accepts for itself and in respect of ifs
property, generally and unconditionally, the jurisdiction of the federal or state courts
located Inthe State of Utah as having proper venus. Debtor hereby irrevocably waives any
objaction which It may now or hersafter have to the laying of venue of any of the aforeseid
actions or proceedings arlsing out of or in connaction with this Security Agresment brought
ih the aforesaid Utah courts and irrevocshly waives and agress not to plead or claim inany
such court that any such action or proceading brought in any such court has been brought
in an inconvenient forum, and alse consenis to the service of process by any means
authorized by the State of Utah,

INWITNESS WHEREOQF, the parties hereto have caused this Securlty Agreement
to be duly executed and delivered by thelr respective officers thersunto duly authorized as
of the date first above wiitten,

Debtor; s
CAMELOT DISTRIBUTION GROUP, INC,, a

Nevada corporafion
Robert P CE

1. V_/
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Seoured Party:
INCENTIVE CARITAL, LLC, a Utah corporation

By

| President

2. ‘o
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SEGURITY AND PARTICIPATION AGREEMENT

THIS SEGURITY AND PARTICIPATION AGREEMENT ("Sscutity Agresment’),
dated. as of April 27, 2010 by and between Camelot Film Group, Inc., a Nevada
gorparation ("Debtor”) and Incentive Capital, LLC, a Utah limited liabliity company
("Secured Party"), s made with reference to the following facts:

A.  Debtor has exocuted or shall execute and deliver to Secured Parly
simultaneously herewith that certaln Promissory Note -Term Loan (the “Note”) In the
original principal amount of $850,000 fn connection with a sacured term loan (the “Loan”)
{from Secured Party to Dehtor.

B.  Debtor has agreed to grant the Secured Parly a security interest in the
property hereinafter described as securlly for the prompt and complete payment of the
payment and other obligations of the Debtorto the Sacured Parly under the Note,

¢, Debtorhas agreed to grant the Secured Parly a confinuing profit participation
in the revenue actually recsived by Debtor from the Debtor's exploitation of the Liberation
Assets, as set forth in this Security Agreement.

D.  The properly covered by this Security Agreement Includes ceriain asssls
(the “Liberafion Assets”) purchased substantially simuitaneously herewith from CMBG
Advlsors, inc., a Callfornia corporation in Its sole and limited capacity as assignee forthe
beneflt of craditors of Libaration Group, Ino, (‘CMBG") pursuant fo an Asset Purchase
Agreement of even date (the "Asset Purchase Agreement’} as well as other assets of
Debtor as sst forth herelnbelow,

£, Secursd Parly and CMBG have entered Into an Intercreditor Agreementithe
“intercreditor Agresment”) contemporangously harewith setiing forth the agreed rightsand
obligations of each as secured partiss with respsat fo the Liberation Assets, it being
exprassly understood and agreed that Secured Parly shallat all imes have and malntaln &
first priority security inferest In the Liberation Asssts, and CMBG shall atall fimes have and
malntain a second priority securlly inferest in the Liberation Assets, ‘

NOW, THEREFORE, In conslderation of the foregeing and the mutual promisesand

other agresrents hereinafter contalned, and subject to the terms and conditions of the

- Intercreditor Agresment, Debtar hereby agrees with Secured Parly for the beneflt of
Secured Parly as follows:

1. Grant of Security Interest.

Debtor heraby grants to the Secured Party a confinuing first priarity
sacurlty Interest In all property identified on Schedute 1 attached hereto and by this
reference Incorporatad hereln, and all products and praceeds thereot, Including {a) the
Liberation Assets; (b) all accounts, negotiable instruments, chattel paper and elsotronic
chattel paper, general intanglbles, procesds, and monies derivad from the disposition or
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ather explditation of e Libgralion:Assetsih.all media, fromall sogirseés, Worldwite dirng
the term. Hiergof; and (o) -otfier assels of-the Debor as:set forth on sald Schedtle 1
{collectively; the"Collateral’) . Ternéised I this Seelirity Agréeméntare used agdefined
In.{):the Utah Uniform Commisrcial Code in affact from: fime-to timey or- (i) the Asset
Purchase Agregment;

2, Profit Patlcihation,

_ {ay  -Cammendingonthe date of this Security Agresment, the Debtor shall
Payito te-Setlrsd Party fei parésnt (10%) ofondHundred parcent (100%) of all gross
revenues actuslly-received theraafter by Debtor within 14 days of racelving any sugh
feverite, GMGR o theli fespéctive subsidiares; sliagessors and dgsigns (collectivaly
iamelol’); from any-thirdpary paying Gamelotrevenues in:connestiors with Camelot's
gxplaitation ofthe Liberatioh Assets i all metle; worldwide; ffom:alt souress {the*Camelot
Revenue”), for.an hitlal period of five: (5):-yiears:.\_(!'I;nitial%ﬁeriaqi’-) from thedate of ihis
Seourity Abrestrient("Sacurad Pafty Inttial Revenug Parisipation”), Aftor the Initial Period,
Gamslot shall pay the Sgoured Parly two ard one-halfpefoent (2.6%):0f alksuch revenes,
cslonlated as setforth above (the “Final-Seourad Party Revenge:Partlcipation’), it being

ufderstood that the Secured ‘Patly. shall racsiye the. Final Sésured Party Revenue
Farticlpation:for so long-as Gaftielot-receives <Camelot Reyenue ‘from axploling the
Liberation Asgats, «In thie svnt of:a gale 4f all.ora portiartof e Liberation Assets lo a
{hilrd partytluring thé liltial Perlotl; the Secured Party shall vecelve ten peroant (10%) of the
tistiles recetved by Gamelot from suich sale)provided, iowsver, fhat If such sale oceurs
after the Initial Periad, then the :Secured Farty shall recelvé fwe and one-half percent
(2.5%) of-the monles recéfved by-Camelot from. such sale. -Payments shall be made
pafable tc lidentive:Capital; LG

B} Dabiorshall render detaliedistatements (including, withaut (imitation,
gnacsounting of all tevertie and expenses reldted 1o the digpositioh or other exploitation of
{hie:Collateral aridityseveral paits) to the/Sacired Paity o agtiarterly basis, commencing
as:6f the-end of the firét quarter in wiieh Disbtor recelves any Cameldt Revenus, Each
_ gtatement shall be déliveréd to: Secured Party within sixty (60) days after the-end of the
applicable gudrier; atcgimpbahied With payfient ofthia applicable dmount, If any, shiown due
to'Seouted Parly. in addition te:the quarlery.detelled-accounting of Camelot Revenusand
expensos; Deblor shallprovide to:Seturett Partyon a-aionthly basls-a.general statarnetit
indleating-the total gross revenues recaived for or in.connection-with the dispasition or
olher-exploltation of the-Gellateral foi the pravious-moith; Debtor will malitaln geeurate
fecords in 1ocal curréney of 4l financldl Tecords régérding Gamelot Revenue using
generally ausepted-accounting principles on acansistent. uniform and rendiscriminatory
basii-antll three (3)yaars afteFeactysich stateinert and durlig any périod whils.a dispute
Aol paymerts-retaing untesolied, Suehi-records Will include all receipts gerlved, all

recoupable expersespald,-and all uther fformation necessary to render any statement
dug: Debter Wilj alst- thaltatn. ful and dotuate coples of dvaty statement, contreict,
alactronfe tecord, audit report, correspondence and other recordsrelating to fie Camalol
Revenus,-and shalliiake -avallable strch resords for inspetion-and copying by:Sectred
Paity. at the Deblor'sfitinglpal place:ofbiislitess-during norimal bislhess holrs.

P G/J
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(8). The:Sseured Partyson thirly (30} days;priar wiltten fotice, may
exafnine &fd copy, throlgh Its duditors, Dabtor's:finandial records: regarding Gamelot
Revenus twise only in anyivear petiod, Siich exattiirition shall be atthe Secured Padly’s
eipenss Unleds It UNGovsEs aif Udarpayhisdit; triconifested or later determined dus, of
mare {hantsn-percent (10%) of the amolint shown due Sedured Parly orrthe staterents,
if Which oase Déblorshall pay o-dentand the reasonable casts of stelr syarnination.

B, Seourlty far Obligaions, THIS -Ssoutlly: Adrésmaent ssalres, atid the
Gollateraly Ingliidiig tie T Baration Assats, Is colidtaral security-for, {he prompt payment or
performance in-full when due,whetheratstated riaturity, by sicSeleration of otheiwlse
ricluding the-paviient of afiblnts Whith wald bigome dus’butordhe operdfion afthe
aufornatic staj:under-Saction-362(a) of theiBankruptcy:Code; 11 U,8.C. Section 362(8)), to

Securad Party: of Debtor's Indebtadhess ad othsr abligations now existing or hereafter
argiig. to; Sacured -Rary’ With respedt to: the Note,~wh

nsing goured - R ih resy Nofe,-whether for principal or interest
“(includling, without limitation; intergst: ‘bt for the fillng:¢f 4 pstition i bankniptéy,
wonld aghiue onvsuch obligations),oF payments of fegs, éxpensés.or otherwise purstiant to

the Nofe angiloc_fanyz.qth-er'd:cs_:uments;bé ihstrument exestited pursuant therets or hereto
{all sugh chligations beiriy g "Notel)

4, Actiowsto Perfest DelitarherebyauttidrizesSécured: Paity atariytme and
te:fihancing:or continuation:stalements describing the

‘SFon tirkies To-tiie:to 8 one ormop ; )

Gollateral, Debtor furtheragress that atany timsant frariing fotime; at the expengeof
the Debitor; Dabitokwll profptly éxecute and deliverall furthethstruments and decyrients,
-and take all further-action:thathay s reastnably necessaryadesirable; or thaf Secured

Party sy teasonabliTadusst, inoidgito petfect and protect any seslrily interest granted
or plirportedda he:granted hereby or to enable Secured Parly 10 excrclse and enforts its
rights’and reedies hersanider with réspsatfc any Gollaterdl. Siichragtions may lnclude,
Without imitafion, the delivéry to Secured:Party of Gollateral forwhich deliveryls requlred
‘to.perfect; the signature by balless ordepasitory hagks on.gonftrol agreem ents in favor of
:Sasured Paity with réspigict fo Collaferal Intite possegsion af ballges, arcemplying withthe
Pravisiohs-oftany apblicdble statutes.governing parfection or protection of the securlly
interest granited Tavebyin the-Callatéral. ‘

5,

Reptesentafions and\Warianties; Dehtottepiesents and wandtts as follows:

(d) Status of Deblory. Aufhiorizatlon, Debfor:{)-is & gorparation duly
arganized, validly existing;and i gosd starding Undet thefaws.of the state of Nevada, and
(il 1& datyqualified or iiéensed to conduct busingss.in-each jurisdiction i which thenature
of its business or-assets retulres:such qualification.or llgensirig Lnder applicable: flaw
except Where the failuis to be so qualified woyld nothave dimaterlal advérse sffecton the
Business, operations orfhaticial condition of Debtor: Debtoer has the:requisite.power and
aufhonity:do own its assets:and to fransact the businéss;in which it Is prasently engaged
and.in which £ Btopioses {o:enidads and 6 grant fo Sectired Party the seciily interests In
the Collateral ag herein.provided: Debtorhas {akeh all action riecessary.to adtfiorlze the
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execution and delivery of the Note and this Security Agresment, and the cansummation of
the transactions contemplated thereby and hereby.

{b)  Binding Securlty Aqreement. This Security Agreement constilutes the
legal, valid and binding agreement and ohligation of Debtor, enforceabls against Debtorin
accordance with Its terms, except as enforceability may be limited by the bankrupfcy,
insolvency, fraudulent conveyance, and similar laws and equitable principles affecting the
enforcament of craditors’ rights generally.

()  Titlato Collateral. Exceptas otherwise exprassly acknowlsdged and
contemplated in the Purchase Agreemant, such Debtor has good and marketable tiile to all
and every part of the Collateral, free and clear of any mortgage, pledge, lien, security
interest, encumbrancs, conditional sale contract or ofher titie retention agresment, or any
other adverse clalm of any nature whatscever (collectively, " jon") except for (x) the first
priority security interest granted to the Secured Pariy hereby; and (y} the second priority
gecurity (nterest granted to CMBG as provided for In the Asset Purchase Agresmeant
(rafetrad to herein collectively as the “parmiitad Liens"). No effective financing statement
o othet Instrument similar In offact covering all or any part of the Gollatersa! is o file in any
recording office, except stich as may have bean filed with respect to the Permitted Liens.

()  No Default or Requlred Congent, Except as otherwise expressly
acknowledged and contemplated Inthe Asset Purchase Agresment, the execution, delivery
and performance of this Security Agresment by Detitor, and the affectuation by the
Sacurad Party of any of fis rights and remedies thersunder or heretinder, whether upon
default or otherwlse, (¥} will not result in a breach of or constitute a default under (i) the
certificate of incorporation or bylaws or other charter provision of Debtor, or (i) any other
agreement or Instrument to which Debiar Is a party o by which any of the Collateral is
bound excapt, In the case of clause (il}, where such breach or defauit would not have a
material adverse effect on the Collateral or on the business, operations or financial
condition of Dabtor, () wili not viclate any law or any rule or regulation of any
administrative agency or any order, writ, Injunction or decrae of any court or administrative
agency, and {z) does not require the consent of any parson, entity or governmantal agency
orany notice or filing with any governmental or regulatory body, except as shall have been
previously abtained, given or made or where the failure fo cbtain such consent would not
have a matetlal adverse sffect on the Collateral oronthe husiness, operations ot financial
condition of Debtor,

(o) Perfection. Debfor's exact legal name, type of organization and
jurisdiction of organization is set forth in the Introdustion of this Security Agresment.
Debtor's organizational identification number 1s NV20071127932. Debtor's principal place
of business Is located at the address set forth on the date hereof In Section 14 of this
Securlty Agreement. Upon (i) the execution and dellvary of this Security Agresment by
Debtor; and {ii} the proper and timely filing of a financing statement with the Secretary of
State of Nevada, the Secured Party will have & first perfected flrat priority security interest

in and to the Collateral, : M
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Employment of Jamie Thompson: Camelot Distribution Group, Inc,
("CDG") has entered into an employment agresment with Jamie Thormpson
(“Thompson®) as of September 4, 2009 (the “Employment Agreement®), whereunder
Thompson shall render services as President of CDG to, among other responsibllities,
manage and supervise CDG's general business operations, including without limitation
somvices in connevtion with the exploltation of fhe Liberation Assets, Debtor hereby
acknowledges and agrees that [t shall use ifs best efforts to continue Thompson's
Employment Agreement for & periad of five (5) years from the date hereof. During sald
period of the Employment Agraement, Thompson shall be primarily responsible for the
exploltation of the Collateral,

8.  Affirmative Covenants. Debtor covenants and agrees that until such time as
the Nots is Indefeasibly paid or otherwise satisfled In fufl, unless the Secured Party shall
otherwlse consent in willing: ‘

(a)  Conduct of Business and Maintenance of Assels snd Licenses,

Debtor shall do or cause fo be done all things reasonably necessary to preserve in full
force and effest It existence, Its corporate powsrs and authorily, tts quallfioations to carry
on business In all applicable jurisdictions, and sl rights, Interasts and assets necessary to
the conduct of its business, except where the fallure fo do so does not have a matsrial
adverse effect on the financial condition or operations of Debtor,

(b) Protection of Securlly and iegal Pracsedings. Subject to the
provisions of Section 6.5 of the Purchase Agreement pursuantto which the Secured Party

expressly understands and acknowledges that Debtor may have no obfigation to defend
adverse olalme with regpect to, and certaln items of the Callateral may ba sold, assigned of
abandoned by Debtor as Debtor may determine in It sole discration, Pebtor shall, at its
own expense, take any and all actions reasonehly necessary fo presene, protect and
defend the security interests of the Secured Party in the Collateral and the perfection and
priority thereof against any and all adverse claims, including appearing in and defending all
actions and proceedings which purport fo affectany of the foregoing. Debtorshall promptly
relmhurse the Secured Party for any and afl sumes, Including costs, expensas and actual
attorneys' fess, which the Secured Parly may pay of incur In defendlng, protacting or
enforelng its security Interest in the Gollateral or the perfection or priority thersof.

(c)  PaymentofTaxes. Debtorshall pay or cause to be paid all taxes and
other levies with respect to the Collateral when the same become due and payabie, excapt
for any taxes which are heing diligently contested In good falth by appropriate procsedings
and for which appropriate reserves have been established.

(d)  Useand Maintenance of Cgllateral, Debtot shall comply in all material
respects with all laws, atatutes and regulations pertalning to {ts use and ownership of the
Coliateral and ite conduct of lis business; maintain all of the Colfateral in good condiilon,
reasonable wear and tear excepted, and keep aceurate and complete books and records
pertaining to the Collateral in accordance with generally accepted accounting principles,
except where the fallure to do any of the foregoing does nothave a matarial adverse affect
on the Collateral or the Secured Party's rights therein,

e |~
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(¢) Inspection, Dsbtor shall give the Secured Parly such Information as
may be reasonably requested concerning the Collateral and shall during reguiar businass
hours and upon reasonable notice during the continuance of an Event of Default, parmit
the Secured Party and its agents and representatives to have full access to and therightto
examine, audit and make coples and abstracts from any and all of Debtor's books and
records partaining o the Collateral, to conflrm and verify the value of the Collateral and to
do whatever else the Seoured Parly reasonably may desm necessary or desirable to
protact its intarests. Furihermaore, Debtor agrees to fumish promptly to the Securad Party
stch Information regarding the financiel condition o business of Debtor or the Collateral as
the Secured Party may reasonably request, and ail such Information hersafter fumished to
;he !S;.cgred Party by Debtor will be true and correct In ali material respects when
urnished,

®  Notification. Debtorshall notify the Secured Party in writing within ten
{10) business days of the pccurrance of any event which materially adversely affects the
value of the Collateral, the ability of Dabtor or the Secured Party to dispose of the
Collateral or the rights and remedies of the Secured Parly in relation thereto.

7. Neaative Covenants, Dehfor covehants and agrees that unti such fime as
the Note is Indefeasibly paid or atherwise satisfied In full, without the priorwritten consent
of the Secured Party:

(a)  Sale orHypotheeaflon of Collateral. Exceptes otherwise provided In
Section 6.5 of the Purchass Agreement, Debtor shall not directly or indiractly, whether
voluntarily, involuntarily, by operation of law or ofherwise (i) sell, assign, licanse, transfer,
gxchange, lease, lend, grant any optian with respect to or dispose of any of the Collateral
or any of Debiore rights thereln, except for sales, assignments, llcenses, fransfers,
exchanges, ieases or loans in the ordinary course of the Debtor's business; nor (if} create
or permit to exist any lien on or with respect fo any of the Collateral, other than Permiited
Liens. The inclusion of “proceeds” as a component of the Collateral shall not be deemad
a consent by the Secured Party to any sale, assignment, transfer, exchange, lease, loan,
granting of an option with respact to or disposition of all or any part of the Collateral.

{(b) Change of Location or Name, Dabtor shall not, without giving to the
Secured Party at least thirty (30) days' prior written notice (I) move its principal place of
business; (i) change its name, its trade or fictitious buginess nhame(s) or its organizational
identlfication number; (lll} keep Collateral at locations other than its principal place of
business, axcept as otherwlse disclosed fo Secured Party in wiiting; or (iv) change lts type
of organization, jurisdiction of organization or other legal structure,

8. Seoured Party Appolnted Attornev-in-Fact. Debtor hereby appolnts the
Sscuted Party as Debtor's attarney-in-fact with full authority in the place and stead of
Dabtor and In the name of Debtor o otherwise, from time to time in the Securad Party's
sole and absolute discretion to take any action and to sxscute any instrument which the
Sscured Party may deem necessary o advisable to accomplish the purposes of thls
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Securlty Agreement. Debtor acknowladges that the foragoing grant of power of attomneyis
coupled with an Interest and Is irrevocable,

9.  Sscured Party May Perform. If either Debtor fails te perform any agreement
or covenant contained herein, then the Sscured Party in lts discretion may perform or
cause the performance of such agreament or covenant, and the reasonable expanses of
the Secured Party inoutrad in connection therswlth shall be payable by the Debtor,
However, nothing in thia Security Agreement shall obligate Secured Parly to act, nor ghall
the ﬁ?ﬁgns of Secured Parly under this sectian be construed as & walver or cure of any
such failure,

10. Remedlas upon Dafault.

(8) “Event of Defauli” shall mean the occurrence of any of the Tollowing events:
i The failure to pay the Nots when due.

il. The fallure, refusal or neglect of Debtor to ohserve or perfotm for any
reason any of the covenants, condltions, agreements or provisions contained in this
Securlty Agreement or in any of the other agreements or insfruments rasferenced hereln or
contemplated hereby (referrad to herein individually as aL.oan Document” and collectively
as the “Loan Dosuments™) (other than the payment of the Note of which the fallure to pay
constitutes an Event of Default described In Section 9(a)l hereof) ar to execute and dellver
any doouments, agreements or Instruments reasohably requested by Seoured Party
hereunder or thereunder; provided that If such failurs, refusal or neglect is capable of
remedy within fiteen (15) days the Debfor shall be entitied fo cure the same within fifteen
(15) days of Dsbtor's recelpt of written notfce from Sacured Party of the ocourrence of such
fallure, refusal or negiect,

iil.  Anyrepresentation orwarranty made by Debtorinany Loan Docuiment
orany report, certificate, financial statement or other instrument furnished by or on bahalf
of Debtor in connection with any Laan Document shall prove to have been false or
misleading in any material respect.

iv.  Subject to the provisions of Section 6.5 of the Purchase Agresment,
Secured Parly shall cease to have valid and perfected first priority security interest at any
time for any reason in the Collateral, or any portion thereof (subject 1o Permitted Liens),

V. Subject to the provislons of Sectlon 8.5 of thé Purchase Agreement, if
any judgment against Debtor or any of its property or assets which would or might
materlally adversely affect (a) its abllity to perform its obligations under any Loan
Document; andfor (b} the Collateral andfor the Secured Party's rights therain, remalns
unpald, unstayed or uhdismissed for a period of more than forly-five (45) days.

Vi, Debtor shall be dissolved or shafl sustaln ihe loss, canceliation or
forfaiture of its legal status or good standing by reason of any judicial, extrajudicial or

-7
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administrative proceedings or otherwise, or ehall (a) apply for or consent to the
appointment of a recelver, trustee or liquidator of Deblor or of all or a substantial part of
Debtor's assets; (b) be unable to, or admit in writing its inability to, pay its debts as {hey
mature; {c) make a general assignment for the benefit of creditors; (d) be adjudicated 2
bankrupt ot insalvent; (e) file a voluntary petition in bankruptey or a petition or an answer
seaking reorganization or an arrangement for the benefit of creditors or take advantage of
any insolvency law in its capacity as a debtot; (f) inferpose an anawer admitiing the
material allegations of the petiilon filed against Debtor in any bankrupicy, reorganization or
insolvency proceedings; (g) take any action which would have the effect of dissolving
Debtor; or (h) take any action for the purpose of effecting any of the foregoing.

“wli. Any (a) Involuntary petition is filed against Debtor seeking to subject
Debtor to any bankruptey, Insolvency or simllar laws and such petition shall remain
unstaysd or not be withdrawn for a perlod of forty-five (45) days; of {b) an order, Judgment
or decree shall be entered agalnst Debtorby any court of competent jurisdiction approving
a pefition seeking its reorganization or appelntment of a recelver, trustee or liquidator of
Debtor or of all or a substantial part of its assets and such order, judgment or decrea shall
gontinue and stay In effect for a perlod of foriy-five (45) days.

{b) I an Event of Default exists, the Secured Parly may exercise one or more of
the followlng rights and remedles at any time or times and without notice to or demand
upon Debtor:

()] Declare the Note to be forthwith due and payable, whereupon the
Note shall be accelerated and shall become Immediately due and payable without
presentation, demand or notice of any kind to the Debtor (all of which are hereby waived
by Debtor ), except that If an Event of Default speciiied in Ssctlons 9¢a)vi) and 8(a)(vii)
shall oceur, such acceleraiion shall be automatic and no deciaration or other act of
Sscured Party shall be necessary to effect such acceleration;

{il}  Proceadto protectand enforae the rights of Secured Party fo payment
of the Note and Its rights to procsed agalnst the Collateral and exerclss its remedies
whather by sult in equity or by actlon at law, or both, whether for the speoific performance
of any covenant, agreement or other provision of any of the Loan Documents or any other
tagal or aquitable right or remedy of Secured Party; -

()  in addition to those actions that may otherwise be nermitted fo be
taken by Seoured Parly under any of the Loan Docurents, with respect to the Collateral,
take the following actions:

(@)  Coliections, ete. Secured Party may demand, sue for, collector
raoslve, In the name of Secured Parly or in the name of Dabtor, or otherwiss, any money
or property at any time payable or recsivable on account of or in exchange for, or meke
any compromise or setilement deemed desirable with respect to, any ofthe Collateral (but
Secured Party shall e under no obligation to do so}, or extend the time of payment,
arrange for payment in instaliments, or otherwise modify the term of, or release, any of the
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Collateral, without thersby Incurring responsibility fo discharge, or dlscharging, or otherwlse
affcting any liability of Debtor hereunder, Secured Party shall not he required to take any
steps {o proserve any rights against other parties tothe Collateral. Sscured Party may (buf
is not obligated to) make such payments and take-ail such actions as Secured Party
deems nacassary to protect its security Interest in the Collateral and/or the value thereof,
and Secured Party s hereby authorized (without imiting the general nature of the authorlty
herelnahove confarrad) to pay, purchase, contest or compromise any lien or sncumbrance
on the Collateral; and

Possession and Sale of Collateral, ate. Secured Party may
exsroise In respect of the Collateral all rights and remedies hereunder and undarthe Loan

Dosuments, all the rights and remedles of a secured party under the Code and all rights
and remedies otherwlse available 1o it. in addition, Secured Party may notlfy any and alt
account debtors of the Debtor to make all further payments to Secured Party, and enter
upon each premises of wherever the Coliateral may be and take possession of the

_ Collateral and demand and recelve such possession from any Person whohas possession
thereof: and take such measures as it may deem necessary or propsr for the care or
protectian theraof, including the right to remove all or any portlon of the Collateral (but
Securad Party shall nat bs obligated to do so). With or without taking such posgession,
Secured Party may sell or cause to be sold, whenever Secured Party shall decide, Inone
ormore sales or parcels, and at such price or prices and upon such other tstms as may be
commerclally reasonable (irrespactive of the impact of any suich sales on the market price
of such asseis), and for cash or on cradit orfor future dalivery, without assumption of any
credit risk, all or any pertion of the Coliateral at any broker's board or at public or private
sale. Secured Party may be the purchaser at any public or private sale to the extent
permilted by taw.and provided such sale (s conducted In accordance with the Code of any
orall of the Collateral so sold and shall be entitlad, for the purpose of bidding and making
seftiement or payment of the purchage price for all or any portion of such assets sold at
any such public or private sale, to use and apply the Note as a credit on acsount of the
purchase price payable by Securad Parly at such sale, Each purchaser (including the
Sscured Party) at any such sales shalf thereafter hold the Collateral purchased absolutely
frae from any claim or right of whatever kind, Including any equity of redemption of the
Debtor, any such demand, notice, claim, right and equity being hereby expressly walved
and released. Debtor agres that, fo the extent notice of sale shall be required by faw, at
Jeast ten (10) days’ notice of sale to the Debtor of the time and place of any publlc sale or
the time after which any private sale Is to be made shall constitute raasonable notifieation.
Secured Party shall not be obligated to make any sale of the Coliateral regardiess of notice
of sale having been glven, Secured Party may adjourn any public or private sale from {ime
to time by annotncement at the ime and place fixed therefore, and such sale may, without
further notice be made at the time and place to which it was so adjourned, Debtorhereby
walve any ciaims agalnst Secured Parly arlsing by reason of the fact that the price atwhich
any Collaterat may have been sold at such a private sale was less than the price which
might have been obtained at a public sale, even If 8acured Party accepts the first offer
received and does not offer such Collateral to more then ane offerse, provided such private
sale is conducted in a commercially reasonable manner,
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{¢}  Avpointment of a Racelver, Upon the agcurrence of an Evant
of Default, the Securad Party shall be entified to the appaintment of a receiver, fo fake
possession of all or any portion of the Collateral and to exercise such powers as the court
ghall confer upon the recsiver.

(d) Power of Attorney. Deblor does hereby Irrevacably make,
constitute, and appoint the Sscured Party and lis deslgnees as lts true and Iawful
attorney-In-fact, with full power In the name of Secured Party and/or Dahtor, to take the
following actions upon the occurrence of an Event of Default: to endorse any notes,
checks, drafts, monay orders or other evidences of payment relating to the Collateral that
may come into the passession of the Secured Party; to enforce afl of Debtor's rights under
and pursuant to ail agresments with respect to the Collateral, all for the sole benefit of
Secured Party, to ahter nfo and perform such agresments as may be necessary in order to
oarry out the terms, covenants, and conditions of this Security Agresment which are
requived to be observed or petformed by Debtor, to execute such other and further
mortgages, pladges and assignments of the Collateral as Sacurad Party may require for
the purpose of protecting, maintalning, or enforcing the securily interests granted to
Seoured Parly by this Securlty Agreement and the other Loan Documents, and todeo any
and all other things necessary or proper to catry out the infentlon of this Security
Agrsement and the other Loan Documents; and Debtor hereby ratifies and confirms alithe
Seattred Party, as such atlomey-In-fact, or its substitutes shall properly do by virtue of this
powar of attornay, provided, however, that Seouted Party agrees to notify Debtor prior to
any such endorsament, execution oraction and to provide Debtor with a reasonable petlod
to endorse of execute the subject documents on Debtor's own behalf. Such powers of
attarney are coupled with an Interest and are therefore frrevocable.

(¢) Rights and Remedles Cumulative. No right or remedy
confetred upon Securad Parly herein or In any of the other Loan Documents or otherwise
avallable at law or in equlty (or both) shall be exclusive of any other tight or remedy
containad herain ortherein or otherwlse made avalleble. All such rights and remedies are
cumulative and are not exclusive of any right or remedy which Secured Party may
otherwise have.

Application of Procgeds. Any cash held by the Sacured Party
as Collateral and all oash praceeds recelved by either of the Secured Party in respect of
any sale of, collection from, or othar realization upon afl or any part of the Collateral may, in
the discration of the Secured Party, be held by the Secured Parly as collateral for, and/or
then or at any time thereafter appliad (after payment of any amounts payable to Sscured
Party pursuant to this Securlty Agreement} in whole of In part by the Secured Party agalnst
all or any part of the Note in such order as the Secured Party shall efect. Any surplus of
such cash or cash proceeds held by elther of the Secured Parly and remaining after
payment in full of all the Note shall be pald over to Debtor or to whomsoever may he
lawfully entitied to recelve such surplus.

11,  Liabllity and Indemnification, The powers conferred upon Secured Patly
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hereunder are solely to protect Its Interest In the Collateral and shall not impose any duty
upon it to exarcise such powers, Nothing in this Securlty Agreement shall be deenied to
constitute an assumptlon by elther of the Secured Parly of any liability or obiigation ofthe
Dabtor with respect to any of the Collateral, The Sacurad Party shall notbe fiahls to either
Debtor for any act (Including, without limitation, any act of active negligence) or omission by
the Secured Party under this Securlly Agrasment unless the Secured Party's conduct
constiiutes williul misconduct or gross negligence. Dabfor agrees te indemnify and to hold
the Secured Parly harmless from and agalnst all losses, liabliities, claims, damages, costs
and expenses {including reasonable aftorneys' fees and disbursements) with respectto (a)
any action taken (including, without lmitation, any act of activa negligence) or any omission
by elther of the Secured Parly with respect to the Payment Obligations or this Security
Agreement, provided that Secured Party's conduct does not constitute willful misconduct or
gross negligence, and {b) any claims arising out of Deblor's ownership of the Collateral or
Secured Party's security Interest thereln,

12, Expenses. Dehtoragrees to pay upon damand tothe Sscured Party any and
all reasonable expenses, including the reasonable fees and expenses of lts outside
counsel and of any experis and agents which the Secured Party may incur in connection
with {a) the custady or presetvation of, or the sals of, collzction from, or other réafization
upon, any of the Collateral, (b) the exerclse or enforcement of any of the rights of the
Secured Parly under the Payment Obligation and/or thls Security Agreement, and (¢} the
fallure by Debtor to parform or observe any of the provisions of the Payment Obfigation
and/or this Security Agresment.

13. Securlty Interest Absolute. Except as otherwlse providad heraln or i the
Purchase Agreement or In the Intercreditor Agreement, alt rights ofthe Securad Party and
security interasts hersundear shall be absolute and unconditional irrespective of.

(a)  anylack of validity or enforceability of the Purchase Agreementorany
other Loan Dogcument;

(®)  anychangeinthe time, manner or place of payment of, orin any other
tern of, all or any of the Note, or any other amendment or walver of or any consent to any
departure from any of the Loan Documents; or

(0 any furnishing, exchange, release or non-perfection of any ather
collateral, or any release or amendment or walver of or consent to departure from ahy
guaranty for all or any of the Note.

14, Amendments, Wajver, No amendment or waiver of any proviston of this
Security Agreement nor consent to any departure by Debtor herefrom shall in any svent
be effoctive unless the same shall be in wilting and signed by the Secured Party and
Debtor and/, and then such walver or consent shall be effective only inthe speoiflc instance

and for the speuific purpose any party for which glven. g/\/
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15.  Notleas. All notices, requests, demands and other communications required
or parmitted to be given hereunder shall bs Ih witing and shall be desmed to have been
duly given If delivered by messenger or overnight delivery service, or sent by first class mall
(or alr mail where available), postage prepald, cerfified or registered, return receipt
requested, as set forth in the Purchase Agreement or at such ofher address as may be
fumished in writing. Any notice given by messenger or avernight detivery sevice as
provided In this Section 15 shall he deemead given when delivered if during normal
buginess hours on a business day (or if not, the next business day after dellvary); any
hotice given by first class mail (or alr mall where available), postage prepaid, ceriified or
registered, return receipt requestad shall be deamed glven flve (5) business days after the
date of malling. Any party may by notice to the other change the address at which nofices
and demands may be giventoit,

18. Coniinuing Seoutity Inferest: Release of Security Interast Upon Payment.
This Security Agreement shall create a confihuing security interest in the Collateral and

shall (a) remaln in full force and effect untll indefeasible payment or other safisfaction fn full
of the Note, (b) be binding upon Debtar, and its successors and assigne, {c) inure, together
with the rights and remedias of the Secured Party hersunder, to the benefit of the Secured
Party and Its successors, transfereas and assigns, {d) constitute the entire agreement
betwaen Debtor and the Secured Party with respect fo the subject matters covered hereby,
and (o) be sovarabls in the event that one or more of the provisions hereln ls determined to
ba illagal or unenforceable. Upon the indefeasible payment or other satisfaction In full of
the Note, the Secured Parly, at the request and expense of Debtor, shall release the
security interests in the Collateral granted heraln and execute such termination statements
as may be necassary fherefore, to the extent that such Collateral shall not have been sold
or otherwise applied pursuant to the terms hereof.

17.  Refurn of Collateral, Subject to any duty imposad by law or othenwise fo the
helderof any subordinate len on the Collateral known 1o the Secured Party, and subjectto
the direction of a court of compatant jurisdiction, upon payment in full of the Note, Debtor
shall be entitled to the return of aft Collateral belonglng to Debtor in the possession of the
Secured Party; provided, however, that the Secured Party shall not be obligated to return
to Debtor or dsliver to the holder of any subordinate lien any such Collateral untll it is
satisfled that all amounts with respect to the Note are no longer subject to being recaptured
under applicable bankruptey or insolvency laws or otherwlse, The refurn of Collateral,
however effected, shall be without recourse to the Secured Party and the Secured Parly
shall ba entitled fo raceive appropriate dosumentation to such effect. The retum of
Collateral shall be effacted withaut representation or warranty and shall not entitie Debtor
to any right to any endorsemert.

18, - Governlng Law: Terms. This Security Agreement shall be deemed to have
heen made in the state of Utah and the valldity, construction, interpretation, and
enforcement hereof, and the rights of the parties hereto, shall be determined under,
governed by, and construed In accordance with the Internal laws of the state of Utah.
Debtor hereby consents to the jurisdlction of any Utah state or United States Federal court
sliting In Utah with respect to dispuies arising out of this Security Agreement,
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16.  Walver of Jury Trial. Debtor HEREBY IRREVOCABLY WAIVES, TO THE
FULLEST EXTENT PERMITTED BY LAW, ALL RIGHTS TO TRIAL BY JURY IN ANY
ACTION, PROCEEDING, OR COUNTERCLAV (WHETHER BASED UPON CONTRACT,
TORT OR OTHERWISE) ARISING OUT OF OR RELATING TO THIS AGREEMENT OR
ANY OF THE TRANSACTIONS CONTEMPLATED HEREBY, Any legal action or
vrocesding with respect to this Sscurity Agresment must be brought in the faderal or state
courts located in the State of Utah, unless Secured Party elects to bring such lagal action
or procesding elsewhere. Debtor hereby irrevocably acespts for Itself and In respect of its
propery, generally and unconditionally, the jurisdiction of the federal or state courts
located in the State of Utah as having proper venue. Debtor hereby irrevocably walves any
objection which It may now or hereafier have to the laying of venue of any of the aforesald
actlons or procsedings arlsing out of or n connection with this Sscunity Agresiment brought
in the aforesald Utah courts and Irrevocably waives and agrees notto plead or ¢lalm inany
such court that any such action or proceeding hrought [n any such court has been brought
in an inconvenlent forum, and also consents to the service of process by any msans
authorized by the State of Utah,

IN WITNESS WHEREOQF, the parties hereto have caused this Sectuity Agreament
to he duly exesuted and dellverad by thelr respsative officers thersunto duly authorized as
of the date first above wrltten,

Debtor:
CAMELOT FILM GROUP, INC,, a Nevada
gorporation -

"Roben P. Atwell, CEO

Secured Fartyi
INCENTIVE CAPITAL, LLC, & Utah corporation

By:

, Prasident
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