











SECURITY AGREEMENT

This Sceurity Agroement (this “Agreement™) is made as of 6/7:06, by J. Maliman
Security, Tne., a Califomia corporation doing business as ‘The Mattman Company (“Borrower™),
in Favor of Jim Reed (collectively, “Lender™).

RECITALS

This Agreement is made in conneclion with a secueed convertible promissory note dated
617406 of even date herewilh, made by Bormower in favor of Lender in the principal amount of
Ninety Thousand Doliars ($90,000) (the “Note™).

The Note, Lhis Agreement and all other documents and instruments cxecuted or to be
execuied by Rorrower in Javor of T.ender in connection with the loan cvidencod by the Noic are
referred to collectively in this Agreement as the “Loan Documents.”

1, Crant ol Securifly Interest, Properly Subjec! o Sccurity hiterest. Borrower hereby
GRANTS 10 Lender a security interest in all ol the following properiy, now owned or hercafter
acquired {(collectively, the “Collateral™), 10 secure the Obligations (as dcfined in Scction 2):
Borrowcer’s purchase orders with (i) the NC State 1hgbway Patrol purchase order & 122105-01
in the amount of $327,844.10. ‘

2, Obligations Sccured. ‘The sccurity interest granted by (his Agreement secures the
payment, performance, obscrvance and satisfaction by Borrower of all ol its obligalions,
covenanls, agreements and conditions under all the following and all modifications,
amendments, venewals, replacemenls and extensions of cach of themn (collectively. the
“Obligations”y: (i) the Loan Documents and (i) all other agreements 10 which Borrower and
Lender may now or hercafter be or become parties that state that Bonower's obligutions under
such agrcements arc sceured by this Agreement {collcctively, the “Other Agreements™).

3. Borrower’s . Representations. Warrenties, and Covenans.  TO PROTECT AND
MAINTAIN ‘THLE SECURITY O THIS AGRIEMENT, BORROWER AGREES AS
FOLLOWS:

3.1 Payment and Performance of Obligations. Borrower will promptly pay, perform,
obscrve and satisfy all Obligations when duc.
32  Ownership, Maintcpance and Preservarion of Collsleral; Compliance with Law.

{a) Borrower represents and warrants that it s {and as o any Collateral
acquired hercafter ageees and warrants that it will at all times be and remain} the sole owner of
the Collaicral, free from any {icu. sccurity interest or other claim, excepting only the security
interest granted by this Agreement and the subordinated sceurity interest of Tluntington Capital.
L.P. (Clluntinglon™) in the Collaeral. Borrower represents and warrants that it has not executed
or authorized the filing of any financing stalement covering any of the Collateral cxeepr in favor
of Lender and Lluntington, and that, other than with respect 1o Huntington's sceurity interest, no
financing statcment covcring any of the Collaternl-is op lile m any public offive in any
jurisdiction. Without L.ender’s prior written consent. Borrower will not execute, file or suthorize



to be filed, in any jurisdiction, any finaocing swalement covering any of the Collateral in which
Lcnder is not named as the sole secured party, withoul the prior written consent of Lender,

by Borrower will mainwain und keep the Collateral in good condition and
repair and will not comunit or perniit any waste or unreasonable dopreciation. Borrower will not
alter, remove ot demolish any Collateral without Lender’s prior writien consent, cxeept as may
be required by law or permitied by other provisions of this Agreement.

() Borrower will comply with all applicable laws, ordinances. rcgulations,
covenanls, condilions, restriclions and requircments of governroenta) authorvities now ot herealler
affecting the Collateral (collectively, the “Applicable Law™). Borrower agrees not to commit,
suffer or allow any act to be done in violuion of Applicable Law and will make all paymenls
required undcr Applicable Law. subject Lo Rorrower’s right of contest sct forth in Section 3.4
helow.

(d) In the performance ol all such acts and all other acts required by this
Agreement, Borrower will promptly pay when dug, al its own cxpensc, all cxpenses incurrcd and
will promplly pay, discharge or othcrwise satisfy all claims lor labor performed and materials
lumished in commection with the Collatcral.

3.3 Enlry _and Inspections. Lender and its agents, autorncys, cmployces and
conbraclors may enter any part of the real property on which any ol the Collateral is or may bo
locuted. at all reasonable times, 1o attend to Lender’s interests, inspect the Colluteral, including
all books, records. inventories and other documents relating to the Collateral or perform any
other act that Lendcer is authorized 1o perform under this Agreement or by law. Borrower will
cooperate in such entrics and inspections as Lender may reasonably request.

34  laxcs. Asscssments, Liens und Securily Interests. Borrower will pay when due all
taxes and asscssiments apainst the Collateral and all claims and demands arvising from Borrower’s
ownership or use ol it, and will not causc or permit any additional lien or sceurity interest to be
imposed on ar (o exist against the Cotlateral, cxeept that Borrower may withhold paymcent of any
contested taxes, assessments, claims or demands. or contest any lien, as long as (&) Borrower is
diligently prosecuting ils contest in goad faith and in proper proceedings; (b) Borrower is not in
default under any of the Obligations; (¢) T.ender’s interest in the Collatersl is not jeopardized;
and {(d) in any cvent, if any part of the Collaterul is subjected to a lien not discharged within ten
{10) calendar days aftcr Borrowcer’s knowledge of such hen, Borrower will deposit with Lender
cash in un wmount adeyuats 10 provide for, or will post a surety bond that cuuses, the discharge of
the lien plus sy inleresl, costs, attorncy fees, or other charges that could accrue. Tender will
have the right to apply any such deposited amounts to discharge the lien at any time i necessary
to prevent enforcement of the lien, ox W prevent accrual of interest, attorney fees or other charges
in excess of amounts on deposit, despite the pendency of any contest. [n any contest, Borrower
will defend itsell” and |.ender at Borrower’s expense nud will satisfy any final adverse judgmert
betore enlorcement ugainst the Collateral. Borrower will name Tender ax an additional obliges
under any surety bond furnished in the contest proceedings.

315  Insurunce. Borrower will procure and maintain policies ol [ire, cxtended coverage
and other insurance, providing such coverage of the Collatera] as J.ender may (rom time 10 time
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require. ANl such policies will name Lender as additional insured and loss payee. Bowower will
deliver tw Lender certilicates of coverage from cach insurcr, stipulating that coverage will not be
canceled or diminished without at least thirty (30) calendar days™ written notice to Lender.

3.0 Litigation; Auomey Fees.

() Borvower will promptly notify Lender of the commencement or threat of
commencement of any liligation that secks o or could materially affcet any of the Collateral, the
sccurity interest of this Agreement or the rights or powers of Lender under this Agreement,
Borvower will, at its own expense, appear in and defend any such litigation. Loader will also
have the right, but not the obligation. W appear in uny such hitigalion, and Borrower will pay all
costs and expenses (including attomey fees) of Lender in so appearing.

{b)  If Lender uses legal counsel o emforee or prevent a breach ol this
Agreement ¢ the Obligations, whether ar not suit is filed, Borrower will immedialely reimburse
Lender lor reasonably incurred attorney tees and other costs and expenses. Borrower will also
immediately reimburse Tender (or all attorney fees and costs reasonably incurred in connection
with the representation of Lender in any bankruptcy, insolvency, reorganization or other debtor-
relief or similar proceeding of or relating to (a) Borrower, (b) any person liable (by way of
guaranty, assumption, endorsemenl or otherwise) on any of the Obligations (an “Other Liable
Party™), (¢) the Collateral or (d} any other property that secares any of the Obligations. All such
amounts will be sceured by this Agrecment and will beax interest (rom the date of expenditure
until veimbursed, at the ratc from time to time applicable under the Norte.

3.7  lLendcr's Right to Perform for Bomrower. If Borrower fails to make any payment,
perform any Obligation, or do any act sct forth in or sccurcd by this Agreement. Lender, at
Lender's option. without notice 10 or demand on Borrower and withour releasing Borrowet from
the duty to make such payments, perform such Obligatioms, or do such acts, then or in the furure,
may make such payment, perform such Obligation or do such act in such manncr awd to such
extent as [.ender may deem necessary to protect the securily of this Agreement. Without limiting
any (oregoing clausc, Lender may pay, purchase, contest or compromise any encumbrance,
charge or lien thut, in 1.ender’s sole judgment, appears to be prior or superior 1o this Agreement,
In cxercising any such power, lendcer may pay all nceessary cxpenses incurred, including
rcasonable attorney fees. Bomower will pay, immediately and without demand, all sums so
expended by Lender with interest. from (he date ol expenditure, at the rate from time to time
applicable under the Note.

3.8  Contracts. With respect to Collateral comsisting of rights in or under agreements
or contracts, including purchasc orders (collectively, the “Third Party Agreements™):

(a) Borrower represents and wurrants that (§) it is not currently in defanll of
any Third Party Agrcement, nor has it received notice of any purported deliull and (17) it is uble,
and iolends, o satisly the requirements of the Third Party Agreements within the (erms and
conditions set forth therein, as the samc may be modified by the parties thereto,

(b) Borrower will, at its solc cost and cxpense (i) perform and satisfy every
obligation and condition ol the Third Parly Agieciments to be performed or satisfied by
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Borrowcer; (ii) give prompt police o Lender of any notice of default piven or received by
Borrower under any ‘Lhird Party Agreements, together with a copy of any such notice of default;
(i) enforce, short of tcemination, the performance and satisfuction of cvery obligation and
condition of the Third Parly Agreccmcnts to be performed or satisfied by the other partics 10 the
‘third Party Agreements; and (iv) appear in and defend any action arising froru or relating 1o the
Third Party Agreements ot the obligations of any party under any "Third Party Agreement.

{c) Rorower will not. withour Lender’s prior written consent, take any action
to (i} terminate or amend any Third Parly Agrecments (exccpt to provide for novmal change
orders); (ii)} waive or release the panies 10 any ‘[hird Party Agrcaments from any obligation or
condition to be performed or sutisfied by such partiex; (iii) make any other assignment or transfer
of any of itz rights in any Third Party Agreements, absolutely or lor scewrity; or {iv) revoke or
countermand, or atiempt or purport to revoke or countermund, the imevocable authorizations and
instructions set lorth in paragraph (d) below.  Any such purported aclion by Borrower without
Lender's prior written consent will be void and wil constitute a default under this Agreement.

(d)  Borower herchy irrevocably authorizes and fostrucls every present and
futwee party under every Third Parly Agreement, upon demand by T.ender, Lo pay and perlorm all
of such party's obligations directly and only to Lender. to recognize and nceepl [ender as the
holder of all of Borrower's rights and benefits under the Third Party Agrcement for all purposes,
and to acecpt any payment or performance by Tender of Borrowcet's obligations under the Third
Party Agrcemient that Leader may elect to lender. No such party shall have any duty to
investigate the validity or accuracy of any such demand by [ender. Fuch such parly shall be
rclieved of any liability 1o Rorrower for payment or performance under a Thivd Parly Apreement
to the cxtent that such pany has paid or performed 1o Lender, pursuant to demand of T.ender,
cven if it is later determined that Lender’s demand for payment or performance was invalid.

{c)  Lender is not obligaled 10 perform any obligations of Borrower under uny
Third Party Aprecment, uniess Lender so elecls, and Bowrower shall recmain liable under every
Third Parly Agroement to the same extent as if this Agreement had not been exccuted. the
exercise by Tender of any rights and remedies under this Agreement shall not release Borrower
from any of its dulies or ohligations under any ‘Lhird Party Agreement.

39 Borower’s Additional Performance. Borrower will execute any and ull further
agreemcents, assignments (including scparatc assignments of Third Party Agreements),
documents, financing statements and authorizations of financing statcments, and take such other
Jurther acts, as Lender may reasonably reguest lrom (ime o Gime, in otder to ovidence, protect,
perlect, or continue the sceurity interest of Lender in the Collateral or otherwisc catry out the
purposes and intent of this Agreement.

3.10  Financing Statements. Borower authorizes [ender to filc financing statcments in
all states, counties and other jurisdictions as Lender may elect, withoul Borrower’s signature if
permitted by law,

3.11  Indenmwily. Borrower wifl indemnify, defend and hold Tender harmless from and
against all liabilities, claimy, actions, costs and cxpenscs, including attorney [ees, arising from or




related to Borrower's ownership or use of any of the Collateral, or Lender’s exercise ol any of iis
rights or remedies under this Agreement

4, Nelauly;, Remedies.

4.1 Events of Defanlt. Lach of the following will constitute an event o) default under
this Agreement:

(a) Borrowcr fails to pay any monetary amount due., us and when required.
under this Agreement or the Notc;

(»  Borrowcr defaults under or fails to pexform. pbserve or satisfy when duc
any nonmonelary condition, covenant or other provision of this Agreement: provided, however,
that if the defaull in such nonowmetuary condition, covenant or obligation is yeuseomably
susceptible of being cured, and is 4 default only under this paragraph and no other provision of
Scetion 4.1, and if Borrower is not othexrwise in delaull under this Agrcement, then Borrower
will have thirty (30) calendar days after written notice of the defuull in which to cffect a cure,
and, il such default is of such character as to reasonably require more than thirty (30) calendar
days 10 cure, Borrowcer will not be in default if Borrower commences o cure within such thirty
(30) culendar-day period, thercafter diligently continues such cure, and completes the eure within
sixty (60) calendar days aller such notice;

(c) Rorrower takes or purports to take any action prohibiled by Section 3.8(b)

(d)  Any cvent of default occurs under any other Toan Document or Other
Agreement, subject L any provision for notice and curc sct forth in such T.oan Document or
Other Agrecment;

(¢)  Any representation or warranty in this Agreement or in any other
instrument or agreement evidencing, securing, guaraniceing, or othcrwisc relating to any of the
Obligations is or becomes untrue or misleading in uny muterial respeet:

) Subject to Botrower’s right to contest ecrtain licns as provided herein, any
claim of licn is filed against any of the Collateral,

(8}  Botrower or any Other Liable Parly ccascs operations, is dissolved or
terminatey ils cxistenee, or

(h)  Borrower or any Other Tiable Party makes a geneeal assignment for the
benefit of creditors or gencrally is not paying, or is unable o pay, or admits in writing the
inghility to pay, ils debts as they become duc, or any bankrupicy, insolvency, rcorganization,
receivership, conservatorship or debtor-relicf proceeding is commenced with respect 1o Borrower
or any Other Tiable Purly; provided, howcver, that if such a proceeding is commenced with
tespect to Borrower by u parly other than Bomrower or any of Borrower's general parloers or
membcers, or if such a proceeding is commenced with respect to any Other Liable Party by u
party other than such Other Liable Party or any of such Other Liable Parly’s general partners or
members, Borrowoer or such Other Liable Party will have sixty (60) calendar days 1o have the
proceeding dismissed or discharged.




42 Lender's Remedies.

(@)  Tfan event of deluult under this Agreement occurs, Lender may, at its sole
option, without notice to or demand on Bosrower, do any onc or more of the following:

(1) Declarc any or all of the Obligations immediately due and payable,
regardless of any olherwise applicable maturily date;

(1))  After giving such noticc as may be required by law. il any,
foreclose on, sell, lease, license or atherwise disposc of, nonjudicially and/or by judicial aclion,
in any order, separately or together, al the same or dilferent times and placces, any or all of the
Cotlatcral and/or any other rcal or personal properly securily for the Obligations, without
wiiving any other part of any of the Collateral or upy other such real or personal property
securily;

(iit)  Require Borrower to assemmble uny or all of the Collateral and
make it available 10 Lender at a place designated by Lender that is reasonably convenient o
Boxewer and T.ender;

(iv)  Without removal. render the Collaleral unusable and disposc of it
on the premises of Borrower without judicial process, if Lender can do so withoul a breach ol the
peace, or by judicial process;

(v)  FEnter on the property where any of the Collateral may be located
and posscss and remove any or all of the Collateral withour judicial process, if Lender can do so
without a breach of the peace, or by judicial process;

(vi) In auy sale, lease. licensc or other disposition of any Collateral.
disclaim any or all warrantics of any kind which by law may be disclaimicd, and no such
disclaimer shall be considered to affect the commercial reasonableness ol such sale, leasc,
license or olher disposition;

(vii) lIxclude Borrower and its successors or assigns, agenis and
employees from the Collaterul, and hold, storc, use, operate, manage and control the Collateral,
and collect and receive all vents, revenues, issucs, income and profits of the Collateral:

(vtii) Exercisc any or all other remedics now or in the future available to
a secured party under the California Commercial Codc;

(ix)  Oblain the appointment of a receiver ex parte and without prior
notice 1o Borrower, which notice Borrower hercby waives,

(x)  Obwin specific performance of any covenanl or agreement
containced in this Agreemuent, or in aid of the exccution of any powcr or remedy gramted in this
Agreement; and

(xi)  Fxercise any ather lcgal, equitable or contractual right or remedy
against Borrowcer andfor auy secutity and/or any Other Liable Pacty.
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(b) No remedy provided or permitted under this Ayreement is cxclusive of
any other, or of any remedy provided or permitted by law, equity or any other instrument ov
agreement cvidencing, sccuring, guaranteeing or relating vo uny of the Obligations, Fach remedy
is cumulative and in addition to cvery other remedy. No exercise of remedies, including
foreclosure, against any part of the Collatcral will cxhaust or cxtinguish Lender’s rights to
exercise remedies, including loveclosure, or any other part of the Collateral until the Obligations
arc paid in full. Lender may exercise any one or more ol #is rancdics at its option withow regard
to 1he adequacy of its sccurity.

{c)  Lender's delay or omission in the exercise of any right, remedy or power
accruing on any cvent of default under this Agreement will not impair such right, remedy or
power oF any other, nor will such delay or omission be deemed a waiver of or acquiescence in
that or uny other event of default.

43 Usc of Procceds. The proceeds of any disposition or use ol Collateral will he
applied in the foliowing priority: (a) to pay rcasonable expenses of toking. boldiug, preparing for
disposition, selling, using, leasing, licensing, otherwisce disposing of the Collateral, and the like,
including reasonable atlomey fees and costs incurred by Lender: (b) to satisfy all remaining
Obligations in such order as Fender may elect; and (¢) to satisfy any indcbtedness sceured by any
subordinatc sccurity interest in the Collateral, il" an authenticated demand for such payment is
received belore distribution of the proceeds is completed.

S, Miscellancous Provisions.

5.1 Governing Law. This Agreement has been executed and delivered in and is o be
construed, enforeed and governed according to the lawsy of the Stale of Calilonma, withouwl regard
10 the principles of conflict of laws.

5.2  Enticc Agreement: Modification. The Loun Documents colleclively constitute the
entive understunding botween lender and Borrower as to the matters contemplated in those
documents and may not be moditied, amended or terminated cxecpt by written agrectnent signed
by both parties.

53 Dartial Invalidity. 11" any provision of this Agrcement or the instuments or
agrecments reflecting the Obligations are held to be invalid, illcgal, uncnforccable, or voidable in
any respect, no other provision of this Agreement, or ol any such other instrument or agreement,
will be afiected thereby, and such other provisions will vemain binding and enforceahle.

5.4  Partics Benefited. This Agreemenl applies Lo, inures o the berelit of; und hinds
all parties to this Agreement and their respective heirs, legalees, devisees. administralors,
execulors, successors and assigns (but this provision will not be interpreted to pemmit or validale
any lien, encumbrance, assignment or other transfer by Borrower that is prohibited by other
provisions ol this Agreement or other Loan Documents). “Lender™ mcans the owner and holder,
including pledgees, of mny ol the Qbligalions.

5.5 eadings, Headings are used for convenicnee of ceference only and do not define
ot limit the scope of this Agreement, ’




56  Written Notice: Delivery. All notices contemplated under this Agreement will be
given in writing, and will be sent (a) for personal delivery by a delivery service that provides a
record of the datc of delivery, the individual to whom delivery was madc, and the address where
delivery was madc; (b) by cerrificd U.S. mail, postage prepaid, return reecipt requested; or (¢) by
a nationally recognized overnight delivery scrvice, marked for next-busincss-day delivery, with
all churges prepaid or billed w sender’s account.  All notices will be addressed 1o the uppropriate
parly at ity address sel forth on the Note, or al such ofber addresses as may be desiguated by
notice given in compliance with this provision. Notices will be deemed effective on the earliest
of (a) actual reccipt: (b) rejection of delivery; (c) if sent by certificd mail, the third day on which
regular U.S. mail delivery serviee is provided after the day of mailing: or (d) if sent by overnight
delivery scrvice, on the next day on which such service makes next-business-day deliveries aller
the day ol sendmy.

6. Borrowcer ldentification Information; Nonconsumer ‘Transaction: Changes in Name or
State o Organization.

6.1 Representations and Warranties. Borrower represents and wanvants 1o Tender that;

{a) Borrower is a corporation incorporated under the laws of the State of
Califorma.

(b  Borrower’s full, corrcet, legal namc, as indicated on the public record of
the jurisdiction ol its organization, which shows Borrower (o have heen ovganized, is J. Maltman
Security, Tnc,

(¢)  Borrower’s matling address [or purposes ol any [inancing statement liled
in conmeclion with this Agreement is: 1004 Ranchevos Drive, San Marcos CA. This address, i1
different from the address for Borower in Section 3.6, is not Borrower's address for notices
under this Apreciment.

(d)  The Collateral is for business, commercial and/or investment usc by
Borrowcer, and docs not include goods used or bought for usc by Borrower primarily for
personal, family, or houschold purposcs. The Obligations arc incurred hy Borrower for business.
commercial and‘or investment purposes, and not primarily for personal, lamily, or housshold
purposes. The ransuction that is the subject of the Loan Documents ix not a consumer-goods
pansaclion or g consimer tnmsaclion.

62  Changes in Name or State of Organization. Borrower will make no change (o ils
neme, orgamzational status or existence or skte of organizaliou without providing Tender thirty
{30) days prior written notice.

J. Maltman Security, Inc., a Calilornia corporation (7‘% 2/
By: 72 14«;‘

Tix [z min

By

Tis:




