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Item 3.02 Unregistered Sales of Equity Securities; Item 3.03 Material Modification to Rights of Security
Holders.

On August 14, 2017, Visualant, Incorporated (the “Company”) issued a senior convertible exchangeable debenture
with a principal amount of $360,000 (the “Debenture”) and a common stock purchase warrant to purchase 1,440,000
shares of common stock (the “Warrant”) in a private placement to an accredited investor for gross proceeds of
$300,000 pursuant to a Securities Purchase Agreement dated August 14, 2017 (the “Purchase Agreement”).

On the same date, the Company entered into a General Security Agreement with the investor, pursuant to which the
Company has agreed to grant a security interest to the investor in substantially all the Company’s assets, effective
upon the filing of a UCC-3 termination statement to terminate the security interest held by Capital Source Business
Finance Group in the assets of the Company. In addition, an entity affiliated with Ronald P. Erickson, the Company’s
Chief Executive Officer, entered into a Subordination Agreement with the investor pursuant to which all debt owed by
the Company to such entity is subordinated to amounts owed by the Company to the investor under the Debenture
(including amounts that become owing under any Debentures issued to the investor in the future).

The initial conversion price of the Debenture is $0.25 per share, subject to certain adjustments. The initial exercise
price of the Warrant is $0.25 per share, also subject to certain adjustments.

As part of the Purchase Agreement, the Company granted the investor “piggyback” registration rights to register the
shares of common stock issuable upon the conversion of the Debenture and the exercise of the Warrant with the
Securities and Exchange Commission for resale or other disposition.

The Debenture and the Warrant were issued in a transaction that was not registered under the Securities Act of 1933,
as amended (the “Act”) in reliance upon applicable exemptions from registration under Section 4(a)(2) of the Act and
Rule 506 of SEC Regulation D under the Act.

In connection with the private placement, the placement agent for the Debenture and the Warrant received a cash fee
of $30,000 and the Company expects to issue warrants to purchase shares of the Company’s common stock to the
placement agent based on 10% of proceeds.

Under the terms of the Purchase Agreement, the investor may purchase up to an aggregate of $1,000,000 principal
amount of Debentures (before a 20% original issue discount) (and Warrants to purchase up to an aggregate of 250,000
shares of common stock). These securities are being offered on a “best efforts” basis by the placement agent.

The private placement triggered a provision in the documents governing 23,334 outstanding shares of Series A
Preferred Stock, 1,785,715 outstanding shares of Series C Preferred Stock and 1,016,004 outstanding shares Series D
preferred Stock, which adjusted the conversion price of such Preferred Stock to $0.25 per share. In addition, the
conversion price of a Convertible Note Payable of $210,000 and the exercise price of outstanding warrants to purchase
3,782,616 shares of common stock were adjusted to $0.25 per share pursuant to the documents governing such
instruments.

The foregoing description of the transaction is qualified in its entirety by reference to the complete terms and
conditions of the Securities Purchase Agreement, the Senior Secured Convertible Redeemable Debenture, the General
Security Agreement, the Common Stock Purchase Warrant, and the Subordination Agreement, copies of which are
attached to this Current Report on Form 8-K as Exhibit 10.1-10.5, and incorporated by reference into this Item 3.02
and 3.03.
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Item 9.01 Financial Statements and Exhibits.

(d)     Exhibits –

Exhibit No.  Description
   

10.1  Securities Purchase Agreement dated August 14, 2017 by and between Visualant, Incorporated and
accredited investor. (Filed herewith)

   
10.2  Senior Secured Convertible Redeemable Debenture dated August 14, 2017 by and between

Visualant, Incorporated and accredited investor. (Filed herewith)
   

10.3  General Security Agreement dated August 14, 2017 by and between Visualant, Incorporated and
accredited investor. (Filed herewith)

   
10.4  Common Stock Purchase Warrant dated August 14, 2017 issued by Visualant, Incorporated to

accredited investor. (Filed herewith)
   

10.5  Subordination Agreement dated August 14, 2017 by and between an entity affiliated with Ronald P.
Erickson and accredited investor. (Filed herewith)

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned hereunto duly authorized.

 Registrant: VISUALANT, INCORPORATED
   
 By: /s/ Ronald P. Erickson
  Ronald P. Erickson CEO

August 18, 2017
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Exhibit 10.1

SECURITIES PURCHASE AGREEMENT

This SECURITIES PURCHASE AGREEMENT (the “Agreement”) is dated as of and
effective as of August 14, 2017 (the “Effective Date”), by and between VISUALANT,
INCORPORATED, a corporation incorporated under the laws of the State of Nevada (the
“Company”), and CLAYTON STRUVE, an individual (the “Buyer”).

WHEREAS, the Company and the Buyer is executing and delivering this Agreement in
reliance upon the exemption from securities registration afforded by Section 4(a)(2) of the
Securities Act of 1933, as amended (the “Securities Act”), and Rule 506(b) of Regulation D
(“Regulation D”) as promulgated by the United States Securities and Exchange Commission
under the Securities Act.

WHEREAS, Buyer desires to purchase from Company, and the Company desires to sell
and issue to Buyer, upon the terms and subject to the conditions contained herein, senior
secured convertible redeemable debenture (the “Debenture”), in the form attached hereto as
Exhibit A, and warrants to purchase shares of Common Stock (the “Warrants”), in the form
attached hereto as Exhibit B.

NOW, THEREFORE, in consideration of the premises and the mutual covenants of the
parties hereinafter expressed and other good and valuable consideration, the receipt and
sufficiency of which is hereby acknowledged, the parties hereto, each intending to be legally
bound, agree as follows:

ARTICLE I
RECITALS, EXHIBITS, SCHEDULES

The foregoing recitals are true and correct and, together with the Schedules and Exhibits
referred to hereafter, are hereby incorporated into this Agreement by this reference.

ARTICLE II
DEFINITIONS

For purposes of this Agreement, except as otherwise expressly provided or otherwise
defined elsewhere in this Agreement, or unless the context otherwise requires, the capitalized
terms in this Agreement shall have the meanings assigned to them in the Debenture or this
Article as follows:

2.1       “Affiliate” means, with respect to a Person, any other Person directly or
indirectly controlling, controlled by, or under common control with, such Person at any time
during the period for which the determination of affiliation is being made. For purposes of this
definition, the term “control,” “controlling” “controlled” and words of similar import, when
used in this context, means, with respect to any Person, the possession, directly or indirectly, of
the power to direct, or cause the direction of, management policies of such Person, whether
through the ownership of voting securities, by contract or otherwise.
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2.2       “Assets” means all of the properties and assets of the Person in question, as the
context may so require, whether real, personal or mixed, tangible or intangible, wherever
located, whether now owned or hereafter acquired.

2.3       “Business Day” shall mean any day other than a Saturday, Sunday or a legal
holiday on which federal banks are authorized or required to be closed for the conduct of
commercial banking business.

2.4       “Claims” means any Proceedings, Judgments, Obligations, threats, losses,
damages, deficiencies, settlements, assessments, charges, costs and expenses of any nature or
kind.

2.5       “Common Stock” means the common stock of the Company, par value $0.001
per share.

2.6       “Common Stock Equivalents” means any securities of the Company or its
subsidiaries which would entitle the holder thereof to acquire at any time Common Stock,
including, without limitation, any debt, preferred stock, right, option, warrant or other
instrument that is at any time convertible into or exercisable or exchangeable for, or otherwise
entitles the holder thereof to receive, Common Stock.

2.7       “Consent” means any consent, approval, order or authorization of, or any
declaration, filing or registration with, or any application or report to, or any waiver by, or any
other action (whether similar or dissimilar to any of the foregoing) of, by or with, any Person,
which is necessary in order to take a specified action or actions, in a specified manner and/or to
achieve a specific result.

2.8       “Contract” means any written or oral contract, agreement, order or commitment
of any nature whatsoever, including, any sales order, purchase order, lease, sublease, license
agreement, services agreement, loan agreement, mortgage, security agreement, guarantee,
management contract, employment agreement, consulting agreement, partnership agreement,
shareholders agreement, buy-sell agreement, option, warrant, debenture, subscription, call or put
required to be filed as an exhibit to the SEC Filings (as that term is defined below).

2.9       “Debenture” shall have the meaning given to it in the preamble hereof.

2.10     “Effective Date” means the date so defined in the introductory paragraph of this
Agreement.

2.11     “Encumbrance” means any lien, security interest, pledge, mortgage, easement,
leasehold, assessment, tax, covenant, restriction, reservation, conditional sale, prior assignment,
or any other encumbrance, claim, burden or charge of any nature whatsoever.

2.12     “Environmental Requirements” means all Laws and requirements relating to
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human, health, safety or protection of the environment or to emissions, discharges, releases or
threatened releases of pollutants, contaminants, or Hazardous Materials in the environment
(including, without limitation, ambient air, surface water, ground water, land surface or
subsurface strata), or otherwise relating to the treatment, storage, disposal, transport or handling
of any Hazardous Materials.

2.13     “GAAP” means generally accepted accounting principles, methods and practices
set forth in the opinions and pronouncements of the Accounting Principles Board and the
American Institute of Certified Public Accountants, and statements and pronouncements of the
Financial Accounting Standards Board, or of such other Person as may be approved by a
significant segment of the U.S. accounting profession, in each case as of the date or period at
issue, and as applied in the U.S. to U.S. companies.

2.14     “Governmental Authority” means any foreign, federal, state or local government,
or any political subdivision thereof, or any court, agency or other body, organization, group,
stock market or exchange exercising any executive, legislative, judicial, quasi-judicial,
regulatory or administrative function of government.

2.15     “Hazardous Materials” means: (i) any chemicals, materials, substances or wastes
which are now or hereafter become defined as or included in the definition of “hazardous
substances,” “hazardous wastes,” “hazardous materials,” “extremely hazardous wastes,”
“restricted hazardous wastes,” “toxic substances,” “toxic pollutants” or words of similar import,
under any Law; and (iii) any other chemical, material, substance, or waste, exposure to which is
now or hereafter prohibited, limited or regulated by any Governmental Authority.

2.16     “Judgment” means any order, writ, injunction, fine, citation, award, decree, or
any other judgment of any nature whatsoever of any Governmental Authority.

2.17     “Law” means any provision of any law, statute, ordinance, code, constitution,
charter, treaty, rule or regulation of any Governmental Authority.

2.18     “Leases” means all leases for real or personal property.

2.19     “Material Adverse Effect” shall mean: (i) a material adverse change in, or a
material adverse effect upon, the Assets, business, prospects, properties, financial condition or
results of operations of the Company; (ii) a material impairment of the ability of the Company
to perform any of its Obligations under any of the Transaction Documents; or (iii) a material
adverse effect on: (A) the legality, validity, binding effect or enforceability against the
Company of any of the Transaction Documents; (B) the rights or remedies of the Buyer under
any of the Transaction Documents; or (C) a material adverse effect or impairment on the
Buyer’s ability to sell the shares of the Company’s Common Stock issuable to Buyer under any
Transaction Documents without limitation or restriction. For purposes of determining whether
any of the foregoing changes, effects, impairments, or other events have occurred, such
determination shall be made by Buyer, in its sole, but reasonably exercised, discretion.
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2.20     “Obligation” means, now existing or in the future, any debt, liability or
obligation of any nature whatsoever (including any required performance of any covenants or
agreements), whether secured, unsecured, recourse, nonrecourse, liquidated, unliquidated,
accrued, voluntary or involuntary, direct or indirect, absolute, fixed, contingent, ascertained,
unascertained, known, unknown, whether or not jointly owed with others, whether or not from
time to time decreased or extinguished and later decreased, created or incurred, or obligations
under Contracts, existing or incurred under this Agreement or the Debenture,  as such
obligations may be amended, supplemented, converted, extended or modified from time to time.
 

2.21     “Ordinary Course of Business” means the ordinary course of business of the
Person in question, consistent with past custom and practice (including with respect to quantity,
quality and frequency).

2.22     “Permit” means any license, permit, approval, waiver, order, authorization, right
or privilege of any nature whatsoever, granted, issued, approved or allowed by any
Governmental Authority.

2.23     “Person” means any individual, sole proprietorship, joint venture, partnership,
company, corporation, association, cooperation, trust, estate, Governmental Authority, or any
other entity of any nature whatsoever.

2.24     “Proceeding” means any demand, claim, suit, action, litigation, investigation,
audit, study, arbitration, administrative hearing, or any other proceeding of any nature
whatsoever.

2.25     “Securities” means, collectively, the Debentures, and Warrants and any
additional shares of Common Stock issuable (i) in connection with a conversion of the
Debentures, (ii) exercise of the Warrants or (iii) issuance in accordance with any of the terms or
provisions of this Agreement or any other Transaction Documents.

2.26     “Subordination Agreement” means the Subordination Agreement dated the date
hereof by and between the Buyer and Ron Erickson, the form of which is attached hereto as
Exhibit C.

2.27     “Tax” means (i) any foreign, federal, state or local income, profits, gross
receipts, franchise, sales, use, occupancy, general property, real property, personal property,
intangible property, transfer, fuel, excise, accumulated earnings, personal holding company,
unemployment compensation, social security, withholding taxes, payroll taxes, or any other tax
of any nature whatsoever, (ii) any foreign, federal, state or local organization fee, qualification
fee, annual report fee, filing fee, occupation fee, assessment, rent, or any other fee or charge of
any nature whatsoever, or (iii) any deficiency, interest or penalty imposed with respect to any of
the foregoing.
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2.28     “Tax Return” means any tax return, filing, declaration, information statement or
other form or document required to be filed in connection with or with respect to any Tax.

2.29     “Transaction Documents” means this Agreement any and all documents or
instruments executed or to be executed by the Company in connection with this Agreement,
including the Debenture, the Warrant, the Security Agreement and Subordination Agreement
together with all modifications, amendments, extensions, future advances, renewals, and
substitutions thereof.

2 . 3 0     “Underlying Shares” means collectively the shares of Common Stock issuable
upon conversion of the Debenture and the shares of Common Stock issuable upon exercise of
the Warrants.

2.31     “Variable Rate Transaction ” shall have the meaning set forth in Section 4.5 of
this Agreement.

2 .32     “Warrant(s)” means the five (5) year Common Stock Purchase Warrants of the
Company, the form of which is attached hereto as Exhibit B.

2.33     “Warrant Shares” means all shares of Common Stock issuable upon exercise of
the Warrants and/or any other securities issuable upon exercise of the Warrants.

ARTICLE III
INTERPRETATION

In this Agreement, unless the express context otherwise requires: (i) the words “herein,”
“hereof” and “hereunder” and words of similar import refer to this Agreement as a whole and
not to any particular provision of this Agreement; (ii) references to the words “Article” or
“Section” refer to the respective Articles and Sections of this Agreement, and references to
“Exhibit” or “Schedule” refer to the respective Exhibits and Schedules attached hereto; (iii)
references to a “party” mean a party to this Agreement and include references to such party’s
permitted successors and permitted assigns; (iv) references to a “third party” mean a Person not
a party to this Agreement; (v) references to the words “share” or “shareholder”, if in reference to
the Company, shall refer to “units” or “unitholder” respectively and (v) the terms “dollars” and
“$” means U.S. dollars; (vi) wherever the word “include,” “includes” or “including” is used in
this Agreement, it will be deemed to be followed by the words “without limitation”.

ARTICLE IV
PURCHASE AND SALE OF DEBENTURE

4 . 1       Purchase and Sale of Debentures and Warrants . Subject to the satisfaction (or
waiver) of the terms and conditions of this Agreement, Buyer agrees to purchase, and
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Company agrees to sell and issue to Buyer, the Debentures and the Warrants in the amount of
the Purchase Price set forth on Schedule 1 attached hereto. The Purchase Price for each
Debenture purchased shall be twenty (20%) less than the aggregate principal amount of each
such Debenture purchased, which 20% discount shall constitute original issue discount.  The
aggregate principal of Debentures which may be purchased under this Agreement from time to
time shall not exceed $1,000,000.  The initial Debenture sale shall be for an aggregate purchase
price of $300,000 and a principal amount of $360,000.

4 . 2       Closing Date. The purchase and sale of the Debentures and Warrants shall take
place on the Effective Date, or such later date as the Company and the Buyer may agree in
writing, subject to satisfaction of the conditions set forth in this Agreement (the “Closing
Date”). Additional closings may be held from time to time upon the mutual agreement of the
parties.

4 . 3       Form of Payment. Subject to the satisfaction of the terms and conditions of this
Agreement, on the Closing Date: (i) the Buyer shall deliver to the Company, to a Company
account designated by the Company, the Purchase Price for the Debenture and Warrants to be
issued and sold to Buyer, minus the fees to be paid directly from the proceeds as set forth in this
Agreement, in the form of wire transfers of immediately available U.S. dollars; and (ii) the
Company shall deliver to Buyer the Securities which Buyer is purchasing hereunder, duly
executed on behalf of the Company, together with any other documents required to be delivered
pursuant to this Agreement.

4.4       Security Interest. The Company agrees that within five (5) Business Days of the
filing of a UCC-3 termination statement to terminate the security interest held by Capital Source
Business Finance Group in all of the assets of the Company, the Security Agreement, in the
form attached hereto as Exhibit C, shall take effect and shall be deemed to be effective to
bestow on the Buyer a valid security interest in the assets of the Company.

ARTICLE V
BUYER’S REPRESENTATIONS AND WARRANTIES

Buyer represents and warrants to the Company, that:

5 . 1       Investment Purpose. Buyer is acquiring the Securities for its own account for
investment only and not with a view towards, or for resale in connection with, the public sale or
distribution thereof.

5 . 2       Accredited Buyer Status. Buyer is an “accredited investor” as that term is
defined in Rule 501 of Regulation D, as promulgated under the Securities Act of 1933.

5.3       Reliance on Exemptions. Buyer understands that the Securities are being offered
and sold to it in reliance on specific exemptions from the registration requirements of United
States federal and state securities laws and that the Company is relying in part upon the truth
and accuracy of, and Buyer’s compliance with, the representations, warranties, agreements,
acknowledgments and understandings of Buyer set forth herein in
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order to determine the availability of such exemptions and the eligibility of Buyer to acquire the
Securities.

5 . 4       Information. Buyer and its advisors, if any, have been furnished with all
materials they have requested relating to the business, finances and operations of the Company
and information Buyer deemed material to making an informed investment decision regarding
its purchase of the Securities. Buyer and its advisors, if any, have been afforded the opportunity
to ask questions of the Company and its management and have received response from the
Company or management satisfactory to the Buyer  Neither such inquiries, nor any materials
provided to Buyer, nor any other due diligence investigations conducted by Buyer or its
advisors, if any, or its representatives, shall modify, amend or affect Buyer’s right to fully rely
on the Company’s representations and warranties contained in Article VI below. Buyer
understand that its investment in the Securities involved a high degree of risk.  Buyer is in a
position regarding the Company, which, based upon economic bargaining power, enabled and
enables Buyer to obtain information from the Company in order to evaluate the merits and risks
of this investment. Buyer has sought such accounting, legal and tax advice as it has considered
necessary to make an informed investment decision with respect to its acquisition of the
Securities.

5 . 5       No Governmental Review. Buyer understands that no United States federal or
state Governmental Authority has passed on or made any recommendation or endorsement of
the Securities, or the fairness or suitability of the investment in the Securities, nor have such
Governmental Authorities passed upon or endorsed the merits of the offering of the Securities.

5 . 6       Authorization, Enforcement. This Agreement has been duly and validly
authorized, executed and delivered on behalf of Buyer and is a valid and binding agreement of
Buyer, enforceable in accordance with its terms, except as such enforceability may be limited
by general principles of equity or applicable bankruptcy, insolvency, reorganization,
moratorium, liquidation and other similar laws relating to, or affecting generally, the
enforcement of applicable creditors’ rights and remedies.

ARTICLE VI
REPRESENTATIONS AND WARRANTIES OF THE COMPANY

To induce the Buyer to purchase the Securities, the Company makes the following
representations and warranties to Buyer, each of which shall be true and correct in all respects as
of the date of the execution and delivery of this Agreement, and which shall survive the
execution and delivery of this Agreement:

6.1       Organization. The Company is a corporation, duly incorporated, validly existing
and in good standing under the Laws of the State of Nevada. The Company has the full power
and authority and all necessary certificates, licenses, approvals and Permits to: (i) enter into and
execute this Agreement and the Transaction Documents and to perform all of its Obligations
hereunder and thereunder; and (ii) own and operate its Assets and properties and to conduct and
carry on its business as and to the extent now conducted. The Company is
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duly qualified to transact business and is in good standing as a foreign corporation in each
jurisdiction where the character of its business or the ownership or use and operation of its
Assets or properties requires such qualification. The exact legal name of the Company is as set
forth in the preamble to this Agreement, and the Company does not currently conduct, nor has
the Company, during the last five (5) years conducted, business under any other name or trade
name.

6 . 2       Authority and Approval of Agreement; Binding Effect. The execution and
delivery by Company of this Agreement and the Transaction Documents, and the performance
by Company of all of its Obligations hereunder and thereunder, including the issuance of the
Securities, have been duly and validly authorized and approved by the Company and its board of
directors pursuant to all applicable Laws and no other action or Consent on the part of
Company, its board directors or any other Person is necessary or required by the Company to
execute this Agreement and the Transaction Documents, consummate the transactions
contemplated herein and therein, perform all of Company’s Obligations hereunder and
thereunder, or to issue the Securities. This Agreement and each of the Transaction Documents
have been duly and validly executed by Company (and the officer executing this Agreement and
all such other Transaction Documents is duly authorized to act and execute same on behalf of
Company) and constitute the valid and legally binding agreements of Company, enforceable
against Company in accordance with their respective terms, except as such enforceability may
be limited by general principles of equity or applicable bankruptcy, insolvency, reorganization,
moratorium, liquidation and other similar laws relating to, or affecting generally, the
enforcement of applicable creditors’ rights and remedies.

6 . 3       Capitalization.  The authorized capital stock of the Company consists of
100,000,000 shares of Common Stock, par value $0.001 per share and 5,000,000 shares of
blank check preferred stock, par value $0.001 per share (the “Preferred Stock”), of shares of
Common Stock are issued and outstanding as of the date hereof, and 2,825,053 shares of
Preferred Stock are issued and outstanding as of the date hereof.  All of such outstanding shares
have been validly issued and are fully paid and nonassessable, have been issued in compliance
with all foreign, federal and state securities laws and none of such outstanding shares were
issued in violation of any preemptive rights or similar rights to subscribe for or purchase
securities.  The Company has no subsidiaries other than TransTech Systems, Inc.  As of the
Effective Date, no shares of the Company’s capital stock are subject to preemptive rights or any
other similar rights or any Claims or Encumbrances suffered or permitted by the Company.
Except for the Securities to be issued pursuant to this Agreement, and except as disclosed in the
Company’s filings with the Securities and Exchange Commission (the “SEC Filings”), as of the
date hereof: (i) there are no outstanding options, warrants, scrip, rights to subscribe to, calls or
commitments of any character whatsoever relating to, or securities or rights convertible into,
any shares of capital stock of the Company, or Contracts, commitments, understandings or
arrangements by which the Company is or may become bound to issue additional shares of
capital stock of the Company, or options, warrants, scrip, rights to subscribe to, calls or
commitments of any character whatsoever relating to, or securities or rights convertible into,
any shares of capital stock of the Company; (ii) except as disclosed in the SEC Filings, there are
no outstanding debt securities, notes, credit agreements, credit facilities or other Contracts
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or instruments evidencing indebtedness of the Company or any of its, or by which the Company
is or may become bound; (iii) there are no outstanding registration statements with respect to
the Company or any of its securities; (iv) there are no agreements or arrangements under which
the Company is obligated to register the sale of any of their securities under the Securities Act
(except pursuant to this Agreement); (v) there are no financing statements securing obligations
filed in connection with the Company or any of its Assets; (vi) there are no securities or
instruments containing anti-dilution or similar provisions that will be triggered by this
Agreement or any related agreement or the consummation of the transactions described herein
or therein; and (vii) there are no outstanding securities or instruments of the Company which
contain any redemption or similar provisions, and there are no Contracts by which the Company
is or may become bound to redeem a security of the Company. The Company has furnished to
the Buyer true, complete and correct copies of: (I) the Company’s Articles of Incorporation, as
amended and as in effect on the date hereof; and (II) the Company’s Bylaws, as in effect on the
date hereof (together, the “Organizational Documents”). Except for the Organizational
Documents, there are no other shareholder agreements, voting agreements or other Contracts of
any nature or kind that restrict, limit or in any manner impose Obligations on the governance of
the Company.  No further approval or authorization of any stockholder, the Board of Directors
or others is required for the issuance and sale of the Securities.

6.4       No Conflicts; Consents and Approvals. The execution, delivery and performance
of this Agreement and the Transaction Documents, and the consummation of the transactions
contemplated hereby and thereby, including the issuance of any of the Securities, will not: (i)
constitute a violation of or conflict with the Organizational Documents of the Company; (ii)
constitute a violation of, or a default or breach under (either immediately, upon notice, upon
lapse of time, or both), or conflicts with, or gives to any other Person any rights of termination,
amendment, acceleration or cancellation of, any provision of any Contract to which Company is
a party or by which any of its Assets or properties may be bound; (iii) constitute a violation of,
or a default or breach under (either immediately, upon notice, upon lapse of time, or both), or
conflict with, any Judgment; (iv) constitute a violation of, or conflict with, any Law (including
United States federal and state securities Laws); or (v) result in the loss or adverse modification
of, or the imposition of any fine, penalty or other Encumbrance with respect to, any Permit
granted or issued to, or otherwise held by or for the use of, Company or any of Company’s
Assets. The Company is not in violation of its Organizational Documents and the Company is
not in default or breach (and no event has occurred which with notice or lapse of time or both
could put the Company in default or breach) under, and the Company has not taken any action
or failed to take any action that would give to any other Person any rights of termination,
amendment, acceleration or cancellation of, any Contract to which the Company is a party or by
which any property or Assets of the Company are bound or affected. The businesses of the
Company are not being conducted, and shall not be conducted so long as Buyer owns any of the
Securities, in violation of any Law. Except as specifically contemplated by this Agreement, and
except for Consents required to permit the issuance of “Variable Rate Securities” as set forth in
the Organizational Documents, the Company is not required to obtain any Consent of, from, or
with any Governmental Authority, or any other Person, in order for it to execute, deliver or
perform any of its Obligations under this Agreement or the
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Transaction Documents in accordance with the terms hereof or thereof, or to issue and sell the
Securities in accordance with the terms hereof. All Consents which the Company is required to
obtain pursuant to the immediately preceding sentence have been obtained or effected on or
prior to the date hereof. The Company is not aware of any facts or circumstances which might
give rise to any of the foregoing.

6 . 5       Issuance of Securities. The Securities are duly authorized and, upon issuance in
accordance with the terms hereof, shall be duly issued, fully paid and non-assessable, and free
from all Encumbrances with respect to the issue thereof, and will be issued in compliance with
all applicable United States federal and state securities Laws.

6 . 6       Absence of Litigation or Adverse Matters. No condition, circumstance, event,
agreement, document, instrument, restriction, litigation or Proceeding (or threatened litigation
or Proceeding or basis therefor) exists which: (i) could adversely affect the ability of the
Company to perform its Obligations under the Transaction Documents; (ii) would constitute a
default under any of the Transaction Documents; (iii) would constitute such a default with the
giving of notice or lapse of time or both; or (iv) would constitute or give rise to a Material
Adverse Effect. In addition: (v) there is no Proceeding before or by any Governmental
Authority or any other Person, pending, or the best of Company’s knowledge, threatened or
contemplated by, against or affecting the Company, its business or Assets; (vi) there is no
outstanding Judgments against or affecting the Company, its business or Assets; (vii) the
Company is not in breach or violation of any Contract; and (viii) the Company has not received
any material complaint from any customer, supplier, vendor or employee.

6 . 7       Title to Assets. The Company has good and marketable title to, or a valid
leasehold interest in, all of its Assets which are material to the business and operations of the
Company as presently conducted, free of any Encumbrance. Except as would not have a
Material Adverse Effect, the Company’s Assets are in good operating condition and repair,
ordinary wear and tear excepted, and are free of any latent or patent defects which might impair
their usefulness, and are suitable for the purposes for which they are currently used and for the
purposes for which they are proposed to be used.

6 . 8       Compliance with Laws. The Company is and at all times has been in full
compliance with all Laws, except for any instances which would not have a Material Adverse
Effect. The Company has not received any notice that it is in violation of, has violated, or is
under investigation with respect to, or has been threatened to be charged with, any violation of
any Law.

6 . 9       Labor and Employment Matters. The Company is not involved in any labor
dispute or, to the knowledge of the Company, is any such dispute threatened. To the knowledge
of the Company and its officers, none of the Company’s employees is a member of a union and
the Company believes that its relations with its employees are good. To the knowledge of the
Company and its officers, the Company has complied in all material respects with all Laws
relating to employment matters, civil rights and equal employment opportunities.
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6.10       Employee Benefit Plans. Except as disclosed to the Buyer in writing prior to the
date hereof, the Company does not have and has not ever maintained, and has no Obligations
with respect to any employee benefit plans or arrangements, including employee pension benefit
plans, as defined in Section 3(2) of the Employee Retirement Income Security Act of 1974, as
amended (“ERISA”), multiemployer plans, as defined in Section 3(37) of ERISA, employee
welfare benefit plans, as defined in Section 3(1) of ERISA, deferred compensation plans, stock
option plans, bonus plans, stock purchase plans, hospitalization, disability and other insurance
plans, severance or termination pay plans and policies, whether or not described in Section 3(3)
of ERISA, in which employees, their spouses or dependents of the Company participate
(collectively, the “Employee Benefit Plans”). To the Company’s knowledge, all Employee
Benefit Plans meet the minimum funding standards of Section 302 of ERISA, where applicable,
and each such Employee Benefit Plan that is intended to be qualified within the meaning of
Section 401 of the Internal Revenue Code of 1986 is qualified. No withdrawal liability has been
incurred under any such Employee Benefit Plans and no “Reportable Event” or “Prohibited
Transaction” (as such terms are defined in ERISA), has occurred with respect to any such
Employee Benefit Plans, unless approved by the appropriate Governmental Authority. To the
Company’s knowledge, the Company has promptly paid and discharged all Obligations arising
under ERISA of a character which if unpaid or unperformed might result in the imposition of an
Encumbrance against any of its Assets or otherwise have a Material Adverse Effect.

6.11       Tax Matters. The Company has made and timely filed all Tax Returns required
by any jurisdiction to which it is subject, and each such Tax Return has been prepared in
compliance with all applicable Laws, and all such Tax Returns are true and accurate in all
respects. Except and only to the extent that the Company has set aside on its books provisions
reasonably adequate for the payment of all unpaid and unreported Taxes, the Company has
timely paid all Taxes shown or determined to be due on such Tax Returns, except those being
contested in good faith, and the Company has set aside on its books provision reasonably
adequate for the payment of all Taxes for periods subsequent to the periods to which such Tax
Returns apply. There are no unpaid Taxes in any material amount claimed to be due by the
taxing authority of any jurisdiction, and the officers of the Company know of no basis for any
such claim. The Company has withheld and paid all Taxes to the appropriate Governmental
Authority required to have been withheld and paid in connection with amounts paid or owing to
any Person. There is no Proceeding or Claim for refund now in progress, pending or threatened
against or with respect to the Company regarding Taxes.

6 . 1 2       Insurance. The Company is covered by valid, outstanding and enforceable
policies of insurance which were issued to it by reputable insurers of recognized financial
responsibility, covering its properties, Assets and businesses against losses and risks normally
insured against by other corporations or entities in the same or similar lines of businesses as the
Company is engaged and in coverage amounts which are prudent and typically and reasonably
carried by such other corporations or entities (the “Insurance Policies”). Such Insurance Policies
are in full force and effect, and all premiums due thereon have been paid. None of the Insurance
Policies will lapse or terminate as a result of the transactions contemplated by this Agreement.
The Company has complied with the provisions of such
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Insurance Policies. The Company has not been refused any insurance coverage sought or
applied for and the Company does not have any reason to believe that it will not be able to
renew its existing Insurance Policies as and when such Insurance Policies expire or to obtain
similar coverage from similar insurers as may be necessary to continue its business at a cost that
would not materially and adversely affect the condition, financial or otherwise, or the earnings,
business or operations of the Company.

6.13       Permits. The Company possesses all Permits necessary to conduct its business,
and the Company has not received any notice of, or is otherwise involved in any Proceedings
relating to, the revocation or modification of any such Permits. All such Permits are valid and in
full force and effect and the Company is in full compliance with the respective requirements of
all such Permits.

6.14       Environmental Laws.         Except as are used in such amounts as are customary
in the Company’s Ordinary Course of Business and in compliance with all applicable
Environmental Laws, the Company represents and warrants to Buyer that: (i) the Company has
not generated, used, stored, treated, transported, manufactured, handled, produced or disposed
of any Hazardous Materials, on or off any of the premises of the Company (whether or not
owned by the Company) in any manner which at any time violates any Environmental Law or
any Permit, certificate, approval or similar authorization thereunder; (ii) the operations of the
Company comply in all material respects with all Environmental Laws and all Permits
certificates, approvals and similar authorizations thereunder; (iii) there has been no
investigation, Proceeding, complaint, order, directive, Claim, citation or notice by any
Governmental Authority or any other Person, nor is any pending or, to the Company’s
knowledge, threatened; and (iv) the Company does not have any liability, contingent or
otherwise, in connection with a release, spill or discharge, threatened or actual, of any
Hazardous Materials or the generation, use, storage, treatment, transportation, manufacture,
handling, production or disposal of any Hazardous Material.

6 . 1 5       Illegal Payments. Neither the Company, nor any director, officer, agent,
employee or other Person acting on behalf of the Company has, in the course of his actions for,
or on behalf of, the Company: (i) used any corporate funds for any unlawful contribution, gift,
entertainment or other unlawful expenses relating to political activity; (ii) made any direct or
indirect unlawful payment to any foreign or domestic government official or employee from
corporate funds; (iii) violated or is in violation of any provision of the U.S. Foreign Corrupt
Practices Act of 1977, as amended; or (iv) made any bribe, rebate, payoff, influence payment,
kickback or other unlawful payment to any foreign or domestic government official or
employee.

6 . 1 6       Related Party Transactions .  Except for arm’s length transactions pursuant to
which the Company makes payments in the Ordinary Course of Business upon terms no less
favorable than the Company could obtain from third parties, and except as described in the SEC
filings, none of the officers, directors or employees of the Company, nor any stockholders who
own, legally or beneficially, five percent (5%) or more of the issued and outstanding shares of
any class of the Company’s capital stock (each a “Material Shareholder”), is presently a party to
any transaction with the Company (other than for
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services as employees, officers and directors), including any Contract providing for the
furnishing of services to or by, providing for rental of real or personal property to or from, or
otherwise requiring payments to or from, any officer, director or such employee or Material
Shareholder or, to the best knowledge of the Company, any other Person in which any officer,
director, or any such employee or Material Shareholder has a substantial or material interest in
or of which any officer, director or employee of the Company or Material Shareholder is an
officer, director, trustee or partner. There are no Claims or disputes of any nature or kind
between the Company and any officer, director or employee of the Company or any Material
Shareholder, or between any of them, relating to the Company and its business.

6.17       Acknowledgment Regarding Buyer’s Purchase of the Securities. The Company
acknowledges and agrees that Buyer is acting solely in the capacity of an arm’s length purchaser
with respect to this Agreement and the transactions contemplated hereby. The Company further
acknowledges that Buyer is not acting as a financial advisor or fiduciary of the Company (or in
any similar capacity) with respect to this Agreement and the transactions contemplated hereby
and any advice given by Buyer or any of its representatives or agents in connection with this
Agreement and the transactions contemplated hereby is merely incidental to Buyer’s purchase
of the Securities. The Company further represents to Buyer that the Company’s decision to
enter into this Agreement has been based solely on the independent evaluation by the Company,
and its representatives.

6 . 1 8       Brokerage Fees. There is no Person acting on behalf of the Company who is
entitled to or has any claim for any brokerage or finder’s fee or commission in connection with
the execution of this Agreement or the consummation of the transactions contemplated hereby,
except for a 10% fee in cash and warrants payable to Garden State Securities, Inc.

6 . 1 9       No General Solicitation.  Neither the Company, nor any of its Affiliates, nor
any Person acting on its or their behalf, has engaged in any form of general solicitation or
general advertising (within the meaning of Regulation D under the Securities Act) in connection
with the offer or issuance of the Securities.

6 . 2 0       No Disqualification Events.  With respect to the Securities to be offered and
sold hereunder in reliance on Rule 506 under the Securities Act, none of the Company, any of
its predecessors, any affiliated issuer, any director, executive officer, other officer of the
Company participating in the offering hereunder, any beneficial owner of 20% or more of the
Company’s outstanding voting equity securities, calculated on the basis of voting power, nor
any promoter (as that term is defined in Rule 405 under the Securities Act) connected with the
Company in any capacity at the time of sale (each, an “Issuer Covered Person” and, together,
“Issuer Covered Persons”) is subject to any of the “Bad Actor” disqualifications described in
Rule 506(d)(1)(i) to (viii) under the Securities Act (a “Disqualification Event”), except for a
Disqualification Event covered by Rule 506(d)(2) or (d)(3). The Company has exercised
reasonable care to determine whether any Issuer Covered Person is subject to a Disqualification
Event. The Company has complied, to the extent applicable, with its disclosure obligations
under Rule 506(e), and has furnished to the Buyer a copy of any disclosures provided
thereunder.
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6 . 2 1       No Integrated Offering.  None of the Company, any of its Affiliates, or any
Person acting on their behalf has, directly or indirectly, made any offers or sales of any security
or solicited any offers to buy any security, under circumstances that would require registration
of any of the Securities under the 1933 Act or cause this offering of the Securities to be
integrated with prior offerings of the Company’s securities for purposes of the 1933 Act.  None
of the Company, its Affiliates and any Person acting on their behalf will take any action or steps
referred to in the preceding sentence that would require registration of any of the Securities
under the 1933 Act or cause the offering of the Securities to be integrated with other offerings.

6.22       Management.  During the past ten-year period, no current officer or director or,
to the knowledge of the Company, no current five percent (5%) or greater stockholder of the
Company has been the subject of:

(i)        a petition under bankruptcy laws or any other insolvency or moratorium
law or the appointment by a court of a receiver, fiscal agent or similar officer for such
Person, or any partnership in which such person was a general partner at or within two
years before the filing of such petition or such appointment, or any corporation or
business association of which such person was an executive officer at or within two years
before the time of the filing of such petition or such appointment;

(ii)       a conviction in a criminal proceeding or a named subject of a pending
criminal proceeding (excluding traffic violations that do not relate to driving while
intoxicated or driving under the influence);

(iii)      any order, judgment or decree, not subsequently reversed, suspended or
vacated, of any court of competent jurisdiction, permanently or temporarily enjoining any
such person from, or otherwise limiting, the following activities:

(1)       Acting as a futures commission merchant, introducing
broker, commodity trading advisor, commodity pool operator, floor broker,
leverage transaction merchant, any other person regulated by the United States
Commodity Futures Trading Commission or an associated person of any of the
foregoing, or as an investment adviser, underwriter, broker or dealer in securities,
or as an affiliated person, director or employee of any investment company, bank,
savings and loan association or insurance company, or engaging in or continuing
any conduct or practice in connection with such activity;

(2)       Engaging in any particular type of business practice; or

(3)       Engaging in any activity in connection with the purchase or
sale of any security or commodity or in connection with any violation of securities
laws or commodities laws;

(iv)      any order, judgment or decree, not subsequently reversed, suspended or
vacated, of any authority barring, suspending or otherwise limiting for more than sixty

- 14 -



(60) days the right of any such person to engage in any activity described in the preceding
sub paragraph, or to be associated with persons engaged in any such activity;

(v)       a finding by a court of competent jurisdiction in a civil action or by the
SEC or other authority to have violated any securities law, regulation or decree and the
judgment in such civil action or finding by the SEC or any other authority has not been
subsequently reversed, suspended or vacated; or

(vi)      a finding by a court of competent jurisdiction in a civil action or by the
Commodity Futures Trading Commission to have violated any federal commodities law,
and the judgment in such civil action or finding has not been subsequently reversed,
suspended or vacated.

6.23     Full Disclosure. All the representations and warranties made by Company herein
or in the Schedules hereto, and all of the financial statements, schedules, certificates,
confirmations, agreements, contracts, and other materials submitted to the Buyer in connection
with or in furtherance of this Agreement or pertaining to the transaction contemplated herein,
whether made or given by Company, its agents or representatives, are complete and accurate to
the best of the knowledge of the Company, its officers and directors, and do not omit any
information required to make the statements and information provided, in light of the
transaction contemplated herein and in light of the circumstances under which they were made,
not misleading, accurate and meaningful.

ARTICLE VII
COVENANTS

7.1       Covenants.

( a )        Corporate Existence. The Company shall at all times preserve and
maintain its: (i) existence and good standing in the jurisdiction of its organization; and (ii) its
qualification to do business and good standing in each jurisdiction where the nature of its
business makes such qualification necessary, and shall at all times continue as a going concern
in the business which the Company is presently conducting.

( b )        Tax Liabilities.  The Company shall at all times pay and discharge all
Taxes upon, and all Claims (including claims for labor, materials and supplies) against the
Company or any of its properties or Assets, before the same shall become delinquent and before
penalties accrue thereon, unless and to the extent that the same are being contested in good faith
by appropriate proceedings and for which adequate reserves in accordance with GAAP are
being maintained.

(c)        Notice of Proceedings. The Company shall, promptly, but not more than
five (5) days after knowledge thereof shall have come to the attention of any officer of the
Company, give written notice to the Buyer of all threatened or pending material Proceedings
before any Governmental Authority or otherwise affecting the Company or any of its Assets.
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( d )        Material Adverse Effect.  The Company shall, promptly, but not more
than five (5) days after knowledge thereof shall have come to the attention of any officer of the
Company, give written notice to the Buyer of any event, circumstance, fact or other matter that
could in any way have or be reasonably expected to have a Material Adverse Effect.

(e)        Notice of Default. The Company shall, promptly, but not more than five
(5) days after the commencement thereof, give notice to the Buyer in writing of the occurrence
of any “Event of Default” (as such term is defined in any of the Transaction Documents) or of
any event which, with the lapse of time, the giving of notice or both, would constitute an Event
of Default hereunder or under any other Transaction Documents.

( f )        Maintain Property. The Company shall at all times maintain, preserve
and keep all of its Assets in good repair, working order and condition, normal wear and tear
excepted, and shall from time to time, as the Company deems appropriate in its reasonable
judgment, make all needful and proper repairs, renewals, replacements, and additions thereto so
that at all times the efficiency thereof shall be fully preserved and maintained.

( g )        ERISA Liabilities; Employee Plans. The Company shall: (i) keep in full
force and effect any and all Employee Plans which are presently in existence or may, from time
to time, come into existence under ERISA, and not withdraw from any such Employee Plans,
unless such withdrawal can be effected or such Employee Plans can be terminated without
liability to the Company; (ii) make contributions to all of such Employee Plans in a timely
manner and in a sufficient amount to comply with the standards of ERISA, including the
minimum funding standards of ERISA; (iii) comply with all material requirements of ERISA
which relate to such Employee Plans; (iv) notify Buyer immediately upon receipt by the
Company of any notice concerning the imposition of any withdrawal liability or of the
institution of any Proceeding or other action which may result in the termination of any such
Employee Plans or the appointment of a trustee to administer such Employee Plans; (v)
promptly advise Buyer of the occurrence of any “Reportable Event” or “Prohibited Transaction”
(as such terms are defined in ERISA), with respect to any such Employee Plans; and (vi) amend
any Employee Plan that is intended to be qualified within the meaning of Section 401 of the
Internal Revenue Code of 1986 to the extent necessary to keep the Employee Plan qualified, and
to cause the Employee Plan to be administered and operated in a manner that does not cause the
Employee Plan to lose its qualified status.

(h)        Reservation of Shares.  So long as any Securities are owned beneficially
and/or of record by any Buyer or any transferee thereof,  the Company covenants and agrees
that it will at all times reserve and keep available out of its authorized and unissued shares of
Common Stock a number of shares of Common Stock sufficient for the sole purpose of issuance
upon conversion of the Debentures, payment of interest on the Debenture and exercise of the
Warrants (and/or any transferee thereof), free from preemptive rights or any other actual
contingent purchase rights of persons other than the applicable Buyer (and any other holders of
any Debenture and/or Warrants transferred from a Buyer).
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(i)       The Company shall grant the Buyer a first priority lien in all of the
Company’s assets pursuant to a security agreement in the form of Exhibit D and to be delivered
within five (5) days of the filing of UCC-3 termination statement to terminate the security
interest held by Capital Source Business Finance Group in all of the assets of the Company, to
secure the Company’s obligations under the Debenture.

7.2       Piggyback Registration.  If, at any time after the date hereof, the Company shall
determine to prepare and file with the Commission a registration statement relating to an
offering for its own account or the account of others under the Securities Act of any of its equity
securities, other than on Form S-4 or Form S-8 (each as promulgated under the Securities Act)
or their then equivalents relating to equity securities to be issued solely in connection with any
acquisition of any entity or business or equity securities issuable in connection with the
Company’s stock option or other employee benefit plans, then the Company shall deliver to the
Buyer a written notice of such determination and, if within fifteen days after the date of the
delivery of such notice, any the Buyer shall so request in writing, the Company shall include in
such registration statement all or any part of the Underlying Shares such Buyer requests to be
registered; provided, however, that the Company shall not be required to register any
Registrable Securities pursuant to this Section 7.2 that are eligible for resale pursuant to Rule
144 (without volume restrictions or current public information requirements) promulgated by
the Commission pursuant to the Securities Act or that are the subject of a then effective
registration Statement.

7 . 3       Variable Rate Transaction . For as long as any Debentures and/or Warrants
remain outstanding, the Company shall be prohibited from effecting or entering into an
agreement to effect any issuance by the Company or any of its subsidiaries of Common Stock or
Common Stock Equivalents (or a combination of units thereof) involving a Variable Rate
Transaction.  “Variable Rate Transaction” means a transaction in which the Company (i) issues
or sells any debt or equity securities that are convertible into, exchangeable or exercisable for,
or include the right to receive, additional shares of Common Stock either (A) at a conversion
price, exercise price or exchange rate or other price that is based upon, and/or varies with, the
trading prices of or quotations for the shares of Common Stock at any time after the initial
issuance of such debt or equity securities or (B) with a conversion, exercise or exchange price
that is subject to being reset at some future date after the initial issuance of such debt or equity
security or upon the occurrence of specified or contingent events directly or indirectly related to
the business of the Company or the market for the Common Stock or (ii) enters into, or effects
any transaction under, any agreement, including, but not limited to, an equity line of credit, an
“at-the-market” offering or similar agreement, whereby the Company may issue securities at a
future determined price.  Any Buyer shall be entitled to obtain injunctive relief against the
Company to preclude any such issuance, which remedy shall be in addition to any right to
collect damages.

7 . 4       No Grant of Security Interest. For as long as any Debentures and/or Warrants
remain outstanding, the Company shall not grant a security interest in the Company’s assets or
allow any liens to be placed on the Company’s assets of those of its subsidiaries.
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ARTICLE VIII
INDEMNIFICATION

8.1       Indemnification by the Company. The Company will indemnify and hold Buyer
and its directors, officers, stockholders, members, partners, employees and agents (and any
other Persons with a functionally equivalent role of a Person holding such titles notwithstanding
a lack of such title or any other title), each Person who controls such Buyer (within the meaning
of Section 15 of the 1933 Act and Section 20 of the Exchange Act), and the directors, officers,
stockholders, agents, members, partners or employees (and any other Persons with a
functionally equivalent role of a Person holding such titles notwithstanding a lack of such title
or any other title) of such controlling person (each, a “Buyer Party”) harmless from any and all
losses, liabilities, obligations, claims, contingencies, damages, costs and expenses, including all
judgments, amounts paid in settlements, court costs and reasonable attorneys’ fees and costs of
investigation that any such Buyer Party may suffer or incur as a result of (i) any breach of any
of the representations, warranties, covenants or agreements made by the Company in this
Agreement or any Transaction Document or (ii) any action instituted against a Buyer Party in
any capacity, or any of them or their respective Affiliates, by any stockholder of the Company
who is not an Affiliate of such Buyer Party, with respect to any of the transactions contemplated
by this Agreement.  The Company will not be liable to any Buyer Party under this Agreement to
the extent, but only to the extent that a loss, claim, damage or liability is attributable to any
Buyer Party’s breach of any of the representations, warranties, covenants or agreements made
by such Buyer Party in this Agreement or any Transaction Document; provided that such a
claim for indemnification relating to any breach of any of the representations or warranties
made by the Company in this Agreement is made within 18 months from the Closing.

8 . 2       Conduct of Indemnification Proceedings. Promptly after receipt by any Person
(the “Indemnified Person”) of notice of any demand, claim or circumstances which would or
might give rise to a claim or the commencement of any action, proceeding or investigation in
respect of which indemnity may be sought pursuant to Article VIII, such Indemnified Person
shall promptly notify the Company in writing and the Company shall assume the defense
thereof, including the employment of counsel reasonably satisfactory to such Indemnified
Person, and shall assume the payment of all fees and expenses; provided, however, that the
failure of any Indemnified Person so to notify the Company shall not relieve the Company of its
obligations hereunder except to the extent that the Company is actually and materially and
adversely prejudiced by such failure to notify. In any such proceeding, any Indemnified Person
shall have the right to retain its own counsel, but the fees and expenses of such counsel shall be
at the expense of such Indemnified Person unless: (i) the Company and the Indemnified Person
shall have mutually agreed to the retention of such counsel; (ii) the Company shall have failed
promptly to assume the defense of such proceeding and to employ counsel reasonably
satisfactory to such Indemnified Person in such proceeding; or (iii) in the reasonable judgment
of counsel to such Indemnified Person, representation of both parties by the same counsel
would be inappropriate due to actual or potential differing interests between them. The
Company shall not be liable for any settlement of any proceeding effected without its written
consent, which consent shall not be unreasonably withheld, delayed or conditioned. Without the
prior written consent of the Indemnified Person, which consent shall not be unreasonably
withheld, delayed or conditioned, the Company shall not effect any settlement of any pending or
threatened

- 18 -



proceeding in respect of which any Indemnified Person is or could have been a party and
indemnity could have been sought hereunder by such Indemnified Party, unless such settlement
includes an unconditional release of such Indemnified Person from all liability arising out of
such proceeding.

ARTICLE IX
CONDITIONS PRECEDENT TO THE COMPANY’S OBLIGATIONS TO SELL

The obligation of the Company hereunder to issue and sell the Securities to the Buyer is
subject to the satisfaction, at or before the Closing Date, of each of the following conditions,
provided that these conditions are for the Company’s sole benefit and may be waived by the
Company at any time in its sole discretion:

9.1       Buyer shall have executed the Transaction Documents and delivered the
Purchase Price to the Company.

9.2       The representations and warranties of the Buyer shall be true and correct in all
material respects as of the Closing Date (except for representations and warranties that speak as
of a specific date), and the Buyer shall have performed, satisfied and complied in all material
respects with the covenants, agreements and conditions required by this Agreement to be
performed, satisfied or complied with by the Buyer at or prior to the Closing Date.

9.3       The Company shall have received such certificates, confirmations, resolutions,
acknowledgements or other documentation necessary or advisable from all applicable
Governmental Authorities, including, but not limited to, those located in the State of Nevada, as
the Company may require in order to evidence such Governmental Authorities’ approval of this
Agreement, the Transaction Documents and the purchase of the Debenture contemplated
hereby.

ARTICLE X
CONDITIONS PRECEDENT TO THE BUYER’S OBLIGATIONS TO PURCHASE

The obligation of the Buyer hereunder to purchase the Debenture is subject to the
satisfaction, at or before the Closing Date, of each of the following conditions (in addition to
any other conditions precedent elsewhere in this Agreement), provided that these conditions are
for the Buyer’s sole benefit and may be waived by the Buyer at any time in its sole discretion:

10.1     The Company, and/or the President (as applicable) shall have executed and
delivered the Transaction Documents to the Buyer.

10.2     The representations and warranties of the Company shall be true and correct in
all material respects (except to the extent that any of such representations and warranties are
already qualified as to materiality in Article VI above, in which case, such representations
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and warranties shall be true and correct in all respects without further qualification) as of the
Closing Date (except for representations and warranties that speak as of a specific date) and the
Company shall have performed, satisfied and complied in all material respects with the
covenants, agreements and conditions required by this Agreement to be performed, satisfied or
complied with by the Company at or prior to the Closing Date.

10.3     The Company shall have executed and delivered to Buyer a closing certificate,
certified as true, complete and correct by an officer of the Company, in substance and form
required by Buyer, which closing certificate shall include and attach as exhibits: (i) a true copy
of a certificate of good standing evidencing the formation and good standing of the Company
from the secretary of state (or comparable office) from the jurisdiction in which the Company is
formed; (ii) the Company’s Organizational Documents; and (iii) copies of the resolutions of the
board of directors of the Company as adopted by the Company’s or board of directors, in a form
acceptable to Buyer, approving and authorizing the execution, delivery and performance of the
Transaction Documents to which it is party and the transactions contemplated thereby, in a form
acceptable to the Buyer.

10.4     No event shall have occurred which could reasonably be expected to have a
Material Adverse Effect.

10.5     The Buyer shall have received copies of UCC search reports, issued by the
Secretary of State of the state of incorporation of the Company, dated such a date as is
reasonably acceptable to Buyer, listing all effective financing statements which name the
Company, under its present name and any previous names, as debtors, together with copies of
such financing statements.

10.6     The Company shall have executed such other agreements, certificates,
confirmations or resolutions as the Buyer may require to consummate the transactions
contemplated by this Agreement and the Transaction Documents, including a closing statement
and joint disbursement instructions as may be required by Buyer.

ARTICLE XI
MISCELLANEOUS

1 1 . 1     Notices. All notices of request, demand and other communications hereunder
shall be addressed to the parties as follows:

If to the Company: Visualant, Incorporated
 500 Union Street, Suite 810
 Seattle, WA, 98101
 Attn: Ronald P. Erickson, CEO

- 20 -



If to the Buyer Clayton Struve
  
  
 Attn:
  
With a copy to:  
(which shall not constitute notice) Sichenzia Ross Ference Kesner LLP
 61 Broadway
 New York, NY 10006
 Attn: Thomas A. Rose, Esq.

unless the address is changed by the party by like notice given to the other parties. Notice shall
be in writing and shall be deemed delivered: (i) if mailed by certified mail, return receipt
requested, postage prepaid and properly addressed to the address below, then three (3) business
days after deposit of same in a regularly maintained U.S. Mail receptacle; or (ii) if mailed by
Federal Express, UPS or other nationally recognized overnight courier service, next business
morning delivery, then one (1) business day after deposit of same in a regularly maintained
receptacle of such overnight courier; or (iii) if hand delivered or sent by email, then upon hand
delivery or receipt thereof to the address indicated on or prior to 5:00 p.m., EST, on a business
day. Any notice hand delivered after 5:00 p.m., EST, shall be deemed delivered on the following
business day. Notwithstanding the foregoing, notice, consents, waivers or other
communications referred to in this Agreement may be sent by facsimile, e-mail, or other method
of delivery, but shall be deemed to have been delivered only when the sending party has
confirmed (by reply e-mail or some other form of written confirmation from the receiving party)
that the notice has been received by the other party.

11.2     Entire Agreement. This Agreement and the other Transaction Documents: (i) are
valid, binding and enforceable against the Company and Buyer in accordance with its
provisions and no conditions exist as to their legal effectiveness; (ii) constitute the entire
agreement between the parties; and (iii) are the final expression of the intentions of the
Company and Buyer. No promises, either expressed or implied, exist between the Company and
Buyer, unless contained herein or in the Transaction Documents. This Agreement and the
Transaction Documents supersede all negotiations, representations, warranties, commitments,
offers, contracts (of any kind or nature, whether oral or written) prior to or contemporaneous
with the execution hereof.

11.3     Amendments; Waivers. No amendment, modification, termination, discharge or
waiver of any provision of this Agreement or of the Transaction Documents, or consent to any
departure by the Company therefrom, shall in any event be effective unless the same shall be in
writing and signed by Buyer, and then such waiver or consent shall be effective only for the
specific purpose for which given.

1 1 . 4     WAIVER OF JURY TRIAL . BUYER, THE COMPANY AFTER
CONSULTING OR HAVING HAD THE OPPORTUNITY TO CONSULT WITH COUNSEL,
EACH KNOWINGLY, VOLUNTARILY AND INTENTIONALLY WAIVES,
IRREVOCABLY, THE RIGHT TO TRIAL BY JURY WITH RESPECT TO ANY LEGAL
PROCEEDING BASED HEREON, OR ARISING OUT OF, UNDER OR IN CONNECTION
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WITH THIS AGREEMENT, ANY TRANSACTION DOCUMENT OR ANY OF THE
OBLIGATIONS HEREUNDER, OR ANY OTHER AGREEMENT EXECUTED OR
CONTEMPLATED TO BE EXECUTED IN CONJUNCTION WITH THIS AGREEMENT,
OR ANY COURSE OF CONDUCT OR COURSE OF DEALING IN WHICH BUYER AND
THE COMPANY AND/OR THE GUARNATORS ARE ADVERSE PARTIES. THIS
PROVISION IS A MATERIAL INDUCEMENT FOR BUYER PURCHASING THE
DEBENTURES.

11 . 5     Assignability. Buyer may at any time assign Buyer’s rights in this Agreement,
the Debentures, any Transaction Document, or any part thereof.  In addition, Buyer may at any
time sell one or more participations in the Debentures. The Company may not sell or assign this
Agreement, any Transaction Document or any other agreement with Buyer, or any portion
thereof, either voluntarily or by operation of law, nor delegate any of its duties of obligations
hereunder or thereunder, without the prior written consent of Buyer, which consent may be
withheld or conditioned in Buyer’s sole and absolute discretion. This Agreement shall be
binding upon Buyer and the Company and their respective legal representatives, successors and
permitted assigns. All references herein to a Company shall be deemed to include any
successors, whether immediate or remote. In the case of a joint venture or partnership, the term
“Company shall be deemed to include all joint venturers or partners thereof, who shall be jointly
and severally liable hereunder.

1 1 . 6     Publicity. Buyer shall have the right to approve, before issuance, any press
release or any other public statement with respect to the transactions contemplated hereby made
by the Company; provided, however, that the Company shall be entitled, without the prior
approval of Buyer, to issue any press release or other public disclosure with respect to such
transactions required under applicable securities or other laws or regulations. Notwithstanding
the foregoing, the Company shall use its best efforts to consult Buyer in connection with any
such press release or other public disclosure prior to its release and Buyer shall be provided with
a copy thereof upon release thereof. Buyer shall have the right to make any press release with
respect to the transactions contemplated hereby without Company’s approval. In addition, with
respect to any press release to be made by Buyer, the Company hereby authorizes and grants
blanket permission to Buyer to include the Company’s stock symbol, if any, in any press
releases. The Company shall, promptly upon request, execute any additional documents of
authority or permission as may be requested by Buyer in connection with any such press
releases.

11 . 7     Binding Effect. This Agreement shall become effective upon execution by the
Company and Buyer.

1 1 . 8     Governing Law. This Agreement shall be governed by and be construed in
accordance with the laws of the State of New York without regard to the conflicts of law rules
of such state.  The parties hereby irrevocably and unconditionally submit, for themselves and
their property, to the jurisdiction of the courts sitting in New York, New York (Manhattan) and
any appellate court from any thereof, in respect of actions brought against it in any action, suit
or proceeding arising out of or relating to this Agreement, or for recognition or enforcement of
any judgment, and each of the parties hereto hereby irrevocably and unconditionally agrees that
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all claims in respect of any such action, suit or proceeding may be heard and determined in such
courts. Each of the parties hereto agrees that a final judgment in any such action, suit or
proceeding shall be conclusive and may be enforced in other jurisdictions by suit on the
judgment or in any other manner provided by law. Each of the parties hereto irrevocably and
unconditionally waives, to the fullest extent it may legally and effectively do so, any objection
which it may now or hereafter have to the laying of venue of any action, suit or proceeding
arising out of or relating to this Agreement in any court referred to above.  Each of the parties
further hereby irrevocably waives, to the fullest extent permitted by law, the defense of an
inconvenient forum to the maintenance of such action, suit proceeding in any such court and
waives any other right to which it may be entitled on account of its place of residence or
domicile.  To the fullest extent permitted by applicable law, the parties agree to bring all actions
or proceedings regarding this Agreement in the courts (Federal or State) of the State of New
York located in the County of New York, City of New York.

1 1 . 9     Enforceability. Wherever possible, each provision of this Agreement shall be
interpreted in such manner as to be effective and valid under applicable law, but if any provision
of this Agreement shall be prohibited by, unenforceable or invalid under any jurisdiction, such
provision shall as to such jurisdiction, be severable and be ineffective to the extent of such
prohibition or invalidity, without invalidating the remaining provisions of this Agreement or
affecting the validity or enforceability of such provision in any other jurisdiction.

1 1 . 1 0   Survival of Company’s Representations. All covenants, agreements,
representations and warranties made by the Company herein shall, notwithstanding any
investigation by Buyer, be deemed material and relied upon by Buyer and shall survive the
making and execution of this Agreement and the Transaction Documents and the sale and
purchase of the Debenture, and shall be deemed to be continuing representations and warranties
until such time as the Company have fulfilled all of its Obligations to Buyer hereunder and
under all other Transaction Documents, and Buyer has been indefeasibly paid in full.

11.11   Time of Essence. Time is of the essence in making payments of all amounts due
Buyer under this Agreement and the other Transaction Documents and in the performance and
observance by the Company of each covenant, agreement, provision and term of this Agreement
and the other Transaction Documents. The parties agree that in the event that any date on which
performance is to occur falls on a day other than a Business Day, then the time for such
performance shall be extended until the next Business Day thereafter occurring.

11 .12   Interpretation. If any provision in this Agreement requires judicial or similar
interpretation, the judicial or other such body interpreting or construing such provision shall not
apply the assumption that the terms hereof shall be more strictly construed against one party
because of the rule that an instrument must be construed more strictly against the party which
itself or through its agents prepared the same. The parties hereby agree that all parties and their
agents have participated in the preparation hereof equally.
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11.13   Compliance with Federal Law. The Company shall: (i) ensure that no Person
who owns a controlling interest in or otherwise controls the Company is or shall be listed on the
Specially Designated Nationals and Blocked Person List or other similar lists maintained by the
Office of Foreign Assets Control (“OFAC”), the Department of the Treasury, included in any
Executive Orders or any other similar lists from any Governmental Authority, foreign or
national; (ii) not use or permit the use of the proceeds of the Debenture to violate any of the
foreign asset control regulations of OFAC or any enabling statute or Executive Order relating
thereto, or any other similar national or foreign governmental regulations; and (iii) comply with
all applicable Lender Secrecy Act laws and regulations, as amended. As required by federal law
and Buyer’s policies and practices, Buyer may need to obtain, verify and record certain
customer identification information and documentation in connection with opening or
maintaining accounts or establishing or continuing to provide services.

11 . 1 4   Termination. Upon payment in full of the Debenture purchased hereunder,
together with all other charges, fees and costs due and payable under this Agreement or under
any of the Transaction Documents, the Company shall have the right to terminate this
Agreement upon written notice to the Buyer.

11.15   Gender and Use of Singular and Plural. All pronouns shall be deemed to refer to
the masculine, feminine, neuter, singular or plural, as the identity of the party or parties or their
personal representatives, successors and assigns may require.

11.16   Execution. This Agreement may be executed in one or more counterparts, all of
which taken together shall be deemed and considered one and the same Agreement, and same
shall become effective when counterparts have been signed by each party and each party has
delivered its signed counterpart to the other party. In the event that any signature is delivered by
facsimile transmission or by e-mail delivery of a “.pdf’ format file or other similar format file,
such signature shall be deemed an original for all purposes and shall create a valid and binding
obligation of the party executing same with the same force and effect as if such facsimile or
“.pdf’ signature page was an original thereof.

11 . 1 7   Headings. The article and section headings contained in this Agreement are
inserted for convenience only and shall not affect in any way the meaning or interpretation of
the Agreement.

1 1 . 1 8   Further Assurances. The Company will execute and deliver such further
instruments and do such further acts and things as may be reasonably required by Buyer to carry
out the intent and purposes of this Agreement.

11.19   No Third Party Beneficiaries. This Agreement is intended for the benefit of the
parties hereto and their respective permitted successors and assigns, and is not for the benefit of,
nor may any provision hereof be enforced by, any other Person.
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11.20   Usury. To the extent it may lawfully do so, the Company hereby agrees not to
insist upon or plead or in any manner whatsoever claim, and will resist any and all efforts to be
compelled to take the benefit or advantage of, usury laws wherever enacted, now or at any time
hereafter in force, in connection with any claim, action or proceeding that may be brought by
Buyer in order to enforce any right or remedy under any Transaction Document.
Notwithstanding any provision to the contrary contained in any Transaction Document, it is
expressly agreed and provided that the total liability of the Company under the Transaction
Documents for payments in the nature of interest shall not exceed the maximum lawful rate
authorized under applicable law (the “Maximum Rate”), and, without limiting the foregoing, in
no event shall any rate of interest or default interest, or both of them, when aggregated with any
other sums in the nature of interest that the Company may be obligated to pay under the
Transaction Documents exceed such Maximum Rate. It is agreed that if the maximum contract
rate of interest allowed by law and applicable to the Transaction Documents is increased or
decreased by statute or any official governmental action subsequent to the date hereof, the new
maximum contract rate of interest allowed by law will be the Maximum Rate applicable to the
Transaction Documents from the effective date thereof forward, unless such application is
precluded by applicable law. If under any circumstances whatsoever, interest in excess of the
Maximum Rate is paid by the Company to the Buyer with respect to indebtedness evidenced by
the Transaction Documents, such excess shall be applied by the Buyer to the unpaid principal
balance of any such indebtedness or be refunded to the Company, the manner of handling such
excess to be at the Buyer’s election.

11.21   Fees and Expenses. At the Closing, the Company shall reimburse Buyer or their
counsel for attorney’s fees and expenses for the transactions contemplated by this Agreement,
in an amount of $10,000, together with an additional amount of $5,000 for any subsequent
closing of the sale of Securities. The Company shall also be directly responsible for the
payment the fees or commissions payable to the placement agent for the offering, Garden State
Securities, Inc., in the amount of 10% of the aggregate cash invested by the Buyer and Warrants
to purchase 10% of the securities sold in this Offering, upon the same terms and conditions as
the Buyer.

11.22   Series D Consent.  Buyer, as sole owner of shares of the Company’s Series D
Preferred Stock, hereby consents to the terms and conditions of the Debenture, including but not
limited to the variable conversion price which may apply under certain circumstances.

[signature pages follow]
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IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be
executed as of the date and year set forth above.

COMPANY:

VISUALANT, INCORPORATED

By:/s/ Ronald P. Erickson
Name: Ronald P. Erickson
Title: Chief Executive Officer and President

BUYER:

/s/ Clayton Struve
Clayton Struve
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SCHEDULE 1

PURCHASE PRICE; SECURITIES PURCHASED

Name of
Buyer

Purchase Price
for Debenture

Being Purchased

Aggregate Principal
Amount of 

Debenture being
Purchased

Number of Warrant
Shares issuable upon
exercise of Warrant

Purchased

Clayton Struve $300,000 $360,000 1,440,000
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EXHIBIT A

FORM OF DEBENTURE
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EXHIBIT B

FORM OF WARRANT
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EXHIBIT C

FORM OF SUBORDINATION AGREEMENT
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EXHIBIT D

FORM OF SECURITY AGREEMENT
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Exhibit 10.2

THE ISSUANCE AND SALE OF THE SECURITIES REPRESENTED BY THIS
DEBENTURE HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF
1933, AS AMENDED, OR APPLICABLE STATE SECURITIES LAWS.  THE
SECURITIES MAY NOT BE OFFERED FOR SALE, SOLD, TRANSFERRED OR
ASSIGNED (I) IN THE ABSENCE OF (A) AN EFFECTIVE REGISTRATION
STATEMENT FOR THE SECURITIES UNDER THE SECURITIES ACT OF 1933, AS
AMENDED, OR (B) AN OPINION OF COUNSEL (WHICH COUNSEL SHALL BE
SELECTED BY THE HOLDER), IN A GENERALLY ACCEPTABLE FORM, THAT
REGISTRATION IS NOT REQUIRED UNDER SAID ACT OR (II) UNLESS SOLD
PURSUANT TO RULE 144 OR RULE 144A UNDER SAID ACT.
 NOTWITHSTANDING THE FOREGOING, THE SECURITIES MAY BE PLEDGED
IN CONNECTION WITH A BONA FIDE MARGIN ACCOUNT OR OTHER LOAN OR
FINANCING ARRANGEMENT SECURED BY THE SECURITIES.

VISUALANT, INCORPORATED

SENIOR SECURED CONVERTIBLE REDEEMABLE DEBENTURE

Effective Date: August 14, 2017 Principal Amount: US$360,000
Maturity Date: August 13, 2018 Purchase Price:      US$300,000

This SENIOR SECURED CONVERTIBLE REDEEMABLE DEBENTURE (the “Debenture”)
is issued, dated and effective as of August 14, 2017 (the “Effective Date”), by VISUALANT,
INCORPORATED, a corporation incorporated under the laws of the State of Nevada (the
“Company”), to Clayton Struve, an individual (together with its permitted successors and
assigns, the “Holder”) pursuant to exemptions from registration under the Securities Act of
1933, as amended.  This Debenture is issued in connection with that certain securities purchase
agreement between the Company and the Holder (the “Purchase Agreement”).  All capitalized
terms used in this Debenture and not otherwise defined herein shall have the meanings assigned
to them in the Purchase Agreement.

ARTICLE I

Section 1.01    Principal and Interest. For value received, the Company hereby promises
to pay to the order of the Holder, in immediately available and lawful money of the United
States of America, Three Hundred Sixty Thousand United States Dollars (US$360,000),
together with interest on the outstanding principal amount under this Debenture which has been
prepaid through the issuance of this original issue discount Debenture, for the consideration of
Three Hundred Thousand United States Dollars (US$300,000).  In the event the Company
redeems this Debenture in accordance with Section 1.02 below, the Company shall be obligated
to pay any accrued and unpaid interest on the Debenture.
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Section 1.02    Optional Redemption Prior to Maturity. The Company, at its option, shall
have the right to redeem this Debenture in full in cash at any time prior to the Maturity Date or
at any time after delivery by the Company of a Redemption Notice, with ten (10) business days’
advance written notice (the “Redemption Notice”) to the Holder. The amount required to
redeem this Debenture in full pursuant to this Section 1.02 shall be equal to the aggregate
principal amount then outstanding under this Debenture; plus any accrued but unpaid interest
(collectively, the “Redemption Amount”).  The Company shall deliver the Redemption Amount
to the Holder on the fifth (5th) business day after the date of the Redemption Notice.

Upon receipt of the Redemption Notice, the Holder shall have five (5) business days to
convert all or any portion of the outstanding principal, accrued interest, and any other sums due
and payable hereunder (such total amount, the “Conversion Amount”) into shares of common
stock of the Company (the “Conversion Shares”) in an amount of shares equal to: (i) the
Conversion Amount (the numerator); divided by (ii) the lesser of $.25 or the value per share of
any shares of common stock sold by the Company after the date hereof and prior to conversion
of this Debenture (other than Exempt Issuances, as defined below), which price shall be
indicated in the conversion notice (in the form attached hereto as Exhibit B, the “Conversion
Notice”) (the denominator) (the “Conversion Price”). The Holder shall submit a Conversion
Notice indicating the Conversion Amount, the number of Conversion Shares issuable upon such
conversion, and where the Conversion Shares should be delivered.  A certificate representing
the shares issuable to the Holder shall be delivered to the Holder within five (5) business days of
the date of the Conversion Notice. “Exempt Issuance” means the issuance of (a) shares of
Common Stock or options to employees, officers, consultants, advisors or directors of the
Company pursuant to any stock or option plan duly adopted for such purpose by a majority of
the existing members of the Board of Directors or a majority of the members of a committee of
directors established for such purpose, (b) securities upon the exercise or exchange of or
conversion of any Securities issued hereunder and/or other securities exercisable or
exchangeable for or convertible into shares of Common Stock issued and outstanding on the
date of this Agreement, provided that such securities have not been amended since the date of
this Agreement to increase the number of such securities or to decrease the exercise, exchange
or conversion price of such securities,  and (c) securities issued pursuant to acquisitions or
strategic transactions approved by a majority of the disinterested directors of the Company,
provided that any such issuance shall only be to a Person which is, itself or through its
subsidiaries, an operating company in a business synergistic with the business of the Company
and in which the Company receives benefits in addition to the investment of funds, but shall not
include a transaction in which the Company is issuing securities primarily for the purpose of
raising capital or to an entity whose primary business is investing in securities.

ARTICLE II

Section 2.01    Securities Purchase Agreement. This Debenture is being issued in
connection with the Purchase Agreement. All of the agreements, conditions, covenants,
provisions, representations, warranties and stipulations contained in any of the Transaction
Documents which are to be kept and performed by the Company are hereby made a part of this
Debenture to the same extent and with the same force and effect as if they were fully set forth
herein, and the Company covenants and agrees to keep and perform them, or cause them to be
kept or performed, strictly in accordance with their terms.
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ARTICLE III

Section 3.01    Conversion.  

(a)       Voluntary Conversion. At any time after the Effective Date until all amounts due
under this have been paid in full, this Debenture shall be convertible, in whole or in part, into
shares of Common Stock at the option of the Holder, at any time and from time to time (subject
to the conversion limitations set forth in Section 3.01(e) hereof). The Holder shall effect
conversions by delivering to the Company a Notice of Conversion, the form of which is
attached hereto as Annex A (each, a “ Notice of Conversion”), specifying therein the principal
amount of this Debenture and/or any other amounts due under this Debenture to be converted
and the date on which such conversion shall be effected (such date, the “Conversion Date”).  If
no Conversion Date is specified in a Notice of Conversion, the Conversion Date shall be the
date that such Notice of Conversion is deemed delivered hereunder.  No ink-original Notice of
Conversion shall be required, nor shall any medallion guarantee (or other type of guarantee or
notarization) of any Notice of Conversion form be required.  To effect conversions hereunder,
the Holder shall not be required to physically surrender this Debenture to the Company unless
the entire principal amount of this Debenture, all accrued and unpaid interest thereon and all
other amounts due under this Debenture have been so converted. Conversions hereunder shall
have the effect of lowering the outstanding principal amount of this Debenture in an amount
equal to the applicable conversion amount. The Holder and the Company shall maintain a
Conversion Schedule showing the principal amount(s) and/or any other amounts due under this
Debenture converted and the date of such conversion(s).  The Company may deliver an
objection to any Notice of Conversion within one (1) Business Day of delivery of such Notice
of Conversion.  In the event of any dispute or discrepancy, the records of the Holder shall be
controlling and determinative in the absence of manifest error. The Holder, and any assignee
by acceptance of this Debenture, acknowledge and agree that, by reason of the provisions
of this paragraph, following conversion of a portion of this Debenture, the unpaid and
unconverted principal amount of this Debenture may be less than the amount stated on the
face hereof.

( b )       Conversion Price.  The conversion price in effect on any Conversion Date shall
be equal $0.25 (subject to adjustment for forward and reverse stock splits and the like after the
Effective Date), (the “Conversion Price”).  Notwithstanding anything herein to the contrary, if
the Debenture and all amounts owed and accruing thereunder, shall remain unpaid thirty (30)
days after the Maturity Date, the Conversion Price shall be adjusted to equal to the lower of (i)
$0.25 or (ii) 25% of the five (5) day VWAP prior to the Conversion Date.  All such foregoing
determinations will be appropriately adjusted for any stock dividend, stock split, stock
combination, reclassification or similar transaction that proportionately decreases or increases
the Common Stock during such measuring period.  Nothing herein shall limit a Holder’s right to
pursue actual damages or declare an Event of Default pursuant to Section 5.01 hereof and the
Holder shall have the right to pursue all remedies available to it hereunder, at law or in equity
including, without limitation, a decree of specific performance and/or injunctive relief.  The
exercise of any such rights shall not prohibit the Holder from seeking to enforce damages
pursuant to any other Section hereof or under applicable law.  “VWAP” means, for or as of any
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date, the dollar volume-weighted average price for such security on the market or exchange on
which the Common Stock is listed or quoted for trading on the date in question during the
period beginning at 9:30:01 a.m., New York time, and ending at 4:00:00 p.m., New York time,
as reported by Bloomberg through its “HP” function (set to weighted average) or, if the
foregoing does not apply, the dollar volume-weighted average price of such security in the over-
the-counter market on the electronic bulletin board for such security during the period
beginning at 9:30:01 a.m., New York time, and ending at 4:00:00 p.m., New York time, as
reported by Bloomberg, or, if no dollar volume-weighted average price is reported for such
security by Bloomberg for such hours, the average of the highest closing bid price and the
lowest closing ask price of any of the market makers for such security as reported in the “pink
sheets” by OTC Markets Group Inc. (formerly Pink Sheets LLC).  If the VWAP cannot be
calculated for such security on such date on any of the foregoing bases, the VWAP of such
security on such date shall be the fair market value as mutually determined by the Company and
the Holder. All such determinations shall be appropriately adjusted for any stock dividend, stock
split, stock combination, recapitalization or other similar transaction during such period.

(c)       Mandatory Conversion. Effective on the date the Company’s shares of Common
Stock commence trading on the New York Stock Exchange, NYSE American, the Nasdaq
Global Market, the Nasdaq Global Select Market or the Nasdaq Capital Market (the
“Mandatory Conversion Date”), this Debenture and all amounts owed and accruing thereunder,
shall automatically (without further act or deed of the Holder or the Company) convert into such
number of shares of Common Stock at the then effective Conversion Price, up to the Beneficial
Ownership Limitation as set forth in Section 3.01(e). Notwithstanding anything to the contrary
provided herein or elsewhere, the conversion price of any portion this Debenture that the Holder
is not able to convert into Conversion Shares as a result of the Beneficial Ownership Limitation,
shall following the Mandatory Conversion Date, be the Qualified Public Offering Conversion
Price. The Company shall cause notice of the Mandatory Conversion (the “Mandatory
Conversion Notice”) to be mailed to the Holder, at such Holder’s address, at least ten (10) days
prior to the Mandatory Conversion Date.  Notwithstanding the foregoing provisions of this
Section 4(c), the Holder may convert any portion of this Debenture pursuant to Section 4(a) on
or prior to the date immediately preceding the date of such Mandatory Conversion.

(d)       Mechanics of Conversion.

i .          Conversion Shares Issuable Upon a Conversion. The number of
Conversion Shares issuable upon a conversion hereunder shall be determined by
the quotient obtained by dividing (x) the sum of all outstanding (i) principal, (ii)
interest, and (iii) any other amount due under this Debenture to be converted as
provided in the applicable Notice of Conversion by (y) the Conversion Price.

i i .         Delivery of Certificate Upon Conversion. Not later than two (2)
Trading Days after each Conversion Date (the “Share Delivery Date”), the
Company shall deliver, or cause to be delivered, to the Holder (A) a certificate or
certificates representing the Conversion Shares which, on or after the date on
which if the resale of such Conversion Shares are covered by and are being sold
pursuant to an effective Registration Statement or such Conversion Shares are
eligible to be sold under Rule 144 without the need for current public information
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and the Company has received an opinion of counsel to such effect reasonably
acceptable to the Company (which opinion the Company will be responsible for
obtaining at its own cost) shall be free of restrictive legends and trading
restrictions (other than those which may then be required by the Purchase
Agreement) representing the number of Conversion Shares being acquired or
being sold, as the case may be, upon the conversion of this Debenture, and (B) a
bank check in the amount of accrued and unpaid interest (if the Company has
elected to pay accrued interest in cash). All certificate or certificates required to be
delivered by the Company under this Section 3.01(d) shall be delivered
electronically through DTC or another established clearing corporation
performing similar functions, unless the Company or its Transfer Agent does not
have an account with DTC and/or is not participating in the DTC Fast Automated
Securities Transfer Program, then the Company shall issue and deliver to the
address as specified in such Conversion Notice, a certificate (or certificates),
registered in the name of the Holder or its designee, for the number of Conversion
Shares to which the Holder shall be entitled. If the Conversion Shares are not
being sold pursuant to an effective Registration Statement or if the Conversion
Date is prior to the date on which such Conversion Shares are eligible to be sold
under Rule 144 without the need for current public information, the Conversion
Shares shall bear a restrictive legend in the following form, as appropriate:

“NEITHER THE ISSUANCE AND SALE OF THE SECURITIES
REPRESENTED BY THIS CERTIFICATE NOR THE SECURITIES
INTO WHICH THESE SECURITIES ARE EXERCISABLE HAVE
BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933,
AS AMENDED, OR APPLICABLE STATE SECURITIES
LAWS.  THE SECURITIES MAY NOT BE OFFERED FOR SALE,
SOLD, TRANSFERRED OR ASSIGNED (I) IN THE ABSENCE OF
(A) AN EFFECTIVE REGISTRATION STATEMENT FOR THE
SECURITIES UNDER THE SECURITIES ACT OF 1933, AS
AMENDED, OR (B) AN OPINION OF COUNSEL (WHICH
COUNSEL SHALL BE SELECTED BY THE HOLDER), IN A
GENERALLY ACCEPTABLE FORM, THAT REGISTRATION IS
NOT REQUIRED UNDER SAID ACT OR (II) UNLESS SOLD
PURSUANT TO RULE 144 OR RULE 144A UNDER SAID
ACT.  NOTWITHSTANDING THE FOREGOING, THE
SECURITIES MAY BE PLEDGED IN CONNECTION WITH A
BONA FIDE MARGIN ACCOUNT OR OTHER LOAN OR
FINANCING ARRANGEMENT SECURED BY THE
SECURITIES.”

Notwithstanding the foregoing, commencing on such date that the Conversion
Shares are eligible for sale under Rule 144 subject to current public information
requirements, the Company, upon request and at the Company’s expense, shall
obtain a legal opinion to allow for such sales under Rule 144.
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i i i .        Failure to Deliver Certificates.  If, in the case of any Notice of
Conversion, such certificate or certificates are not delivered to or as directed by
the applicable Holder by the Share Delivery Date, the Holder shall be entitled to
elect by written notice to the Company at any time on or before its receipt of such
certificate or certificates, to rescind such Conversion, in which event the Company
shall promptly return to the Holder any original Debenture delivered to the
Company and the Holder shall promptly return to the Company the Common
Stock certificates issued to such Holder pursuant to the rescinded Conversion
Notice.

 
iv.        Obligation Absolute; Partial Liquidated Damages.  The Company’s

obligations to issue and deliver the Conversion Shares upon conversion of this
Debenture in accordance with the terms hereof are absolute and unconditional,
irrespective of any action or inaction by the Holder to enforce the same, any
waiver or consent with respect to any provision hereof, the recovery of any
judgment against any Person or any action to enforce the same, or any setoff,
counterclaim, recoupment, limitation or termination, or any breach or alleged
breach by the Holder or any other Person of any obligation to the Company or any
violation or alleged violation of law by the Holder or any other Person, and
irrespective of any other circumstance which might otherwise limit such
obligation of the Company to the Holder in connection with the issuance of such
Conversion Shares; provided, however, that such delivery shall not operate as a
waiver by the Company of any such action the Company may have against the
Holder.  In the event the Holder of this Debenture shall elect to convert any or all
of the outstanding principal or interest amount hereof, the Company may not
refuse conversion based on any claim that the Holder or anyone associated or
affiliated with the Holder has been engaged in any violation of law, agreement or
for any other reason, unless an injunction from a court, on notice to Holder,
restraining and or enjoining conversion of all or part of this Debenture shall have
been sought.  If the injunction is not granted, the Company shall promptly comply
with all conversion obligations herein.  If the injunction is obtained, the Company
must post a surety bond for the benefit of the Holder in the amount of 150% of the
outstanding principal amount of this Debenture, which is subject to the injunction,
which bond shall remain in effect until the completion of arbitration/litigation of
the underlying dispute and the proceeds of which shall be payable to the Holder to
the extent it obtains judgment.  In the absence of seeking such injunction, the
Company shall issue Conversion Shares or, if applicable, cash, upon a properly
noticed conversion.  If the Company fails for any reason to deliver to the Holder
such certificate or certificates pursuant to Section 3.01(d)(ii) by the Share
Delivery Date, the Company shall pay to the Holder, in cash, as liquidated
damages and not as a penalty, $1,000 per Trading Day for each Trading Day after
such Share Delivery Date until such certificates are delivered or Holder rescinds
such conversion. Nothing herein shall limit a Holder’s right to pursue actual
damages or declare an Event of Default pursuant to Section 5.01 hereof for the
Company’s failure to deliver Conversion Shares within the period specified
herein and the Holder shall have the right to pursue all remedies available to it
hereunder, at law or in equity including, without limitation, a
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decree of specific performance and/or injunctive relief.  The exercise of any such
rights shall not prohibit the Holder from seeking to enforce damages pursuant to
any other Section hereof or under applicable law.

v.         Compensation for Buy-In on Failure to Timely Deliver Certificates
Upon Conversion. In addition to any other rights available to the Holder, if the
Company fails for any reason to deliver to the Holder such certificate or
certificates by the Share Delivery Date pursuant to Section 3.01(d)(ii), and if after
such Share Delivery Date the Holder is required by its brokerage firm to purchase
(in an open market transaction or otherwise), or the Holder’s brokerage firm
otherwise purchases, shares of Common Stock to deliver in satisfaction of a sale
by the Holder of the Conversion Shares which the Holder was entitled to receive
upon the conversion relating to such Share Delivery Date (a “Buy-In”), then the
Company shall (A) pay in cash to the Holder (in addition to any other remedies
available to or elected by the Holder) the amount, if any, by which (x) the
Holder’s total purchase price (including any brokerage commissions) for the
Common Stock so purchased exceeds (y) the product of (1) the aggregate number
of shares of Common Stock that the Holder was entitled to receive from the
conversion at issue multiplied by (2) the actual sale price at which the sell order
giving rise to such purchase obligation was executed (including any brokerage
commissions) and (B) at the option of the Holder, either reissue (if surrendered)
this Debenture in a principal amount equal to the principal amount of the
attempted conversion (in which case such conversion shall be deemed rescinded)
or deliver to the Holder the number of shares of Common Stock that would have
been issued if the Company had timely complied with its delivery requirements
under Section 3.01(d)(ii).  For example, if the Holder purchases Common Stock
having a total purchase price of $11,000 to cover a Buy-In with respect to an
attempted conversion of this Debenture with respect to which the actual sale price
of the Conversion Shares (including any brokerage commissions) giving rise to
such purchase obligation was a total of $10,000 under clause (A) of the
immediately preceding sentence, the Company shall be required to pay the Holder
$1,000.  The Holder shall provide the Company written notice indicating the
amounts payable to the Holder in respect of the Buy-In and, upon request of the
Company, evidence of the amount of such loss.  Nothing herein shall limit a
Holder’s right to pursue any other remedies available to it hereunder, at law or in
equity including, without limitation, a decree of specific performance and/or
injunctive relief with respect to the Company’s failure to timely deliver
certificates representing shares of Common Stock upon conversion of this
Debenture as required pursuant to the terms hereof.

v i .        Reservation of Shares Issuable Upon Conversion. The Company
covenants that it will at all times reserve and keep available out of its authorized
and unissued shares of Common Stock a sufficient number of shares of Common
Stock for the sole purpose of issuance upon conversion of this Debenture and
payment of interest on this Debenture, each as herein provided, free from
preemptive rights or any other actual contingent purchase rights of persons other
than the Holder.
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v i i .       Fractional Shares. No fractional shares or scrip representing
fractional shares shall be issued upon the conversion of this Debenture.  As to any
fraction of a share which the Holder would otherwise be entitled to purchase upon
such conversion, the Company shall at its election, either pay a cash adjustment in
respect of such final fraction in an amount equal to such fraction multiplied by the
Conversion Price or round up to the next whole share.

v i i i .      Transfer Taxes and Expenses.  The issuance of certificates for
shares of the Common Stock on conversion of this Debenture shall be made
without charge to the Holder hereof for any documentary stamp or similar taxes
that may be payable in respect of the issue or delivery of such certificates,
provided that, the Company shall not be required to pay any tax that may be
payable in respect of any transfer involved in the issuance and delivery of any
such certificate upon conversion in a name other than that of the Holder of this
Debenture so converted and the Company shall not be required to issue or deliver
such certificates unless or until the Person or Persons requesting the issuance
thereof shall have paid to the Company the amount of such tax or shall have
established to the satisfaction of the Company that such tax has been paid.  The
Company shall pay all Transfer Agent fees required for same-day processing of
any Notice of Conversion.

(e)       Holder’s Conversion Limitations.  The Company shall not effect any conversion
of principal and/or interest of this Debenture, and a Holder shall not have the right to convert
any principal and/or interest of this Debenture, to the extent that after giving effect to the
conversion set forth on the applicable Notice of Conversion, the Holder (together with the
Holder’s Affiliates, and any Persons acting as a group together with the Holder or any of the
Holder’s Affiliates) would beneficially own in excess of the Beneficial Ownership Limitation
(as defined below).  For purposes of the foregoing sentence, the number of shares of Common
Stock beneficially owned by the Holder and its Affiliates shall include the number of shares of
Common Stock issuable upon conversion of this Debenture with respect to which such
determination is being made, but shall exclude the number of shares of Common Stock which
are issuable upon (i) conversion of the remaining, unconverted principal amount of this
Debenture beneficially owned by the Holder or any of its Affiliates and (ii) exercise or
conversion of the unexercised or unconverted portion of any other securities of the Company
subject to a limitation on conversion or exercise analogous to the limitation contained herein
(including, without limitation, any other Debentures) beneficially owned by the Holder or any
of its Affiliates.  Except as set forth in the preceding sentence, for purposes of this Section
3.01(e), beneficial ownership shall be calculated in accordance with Section 13(d) of the
Exchange Act and the rules and regulations promulgated thereunder.  To the extent that the
limitation contained in this Section 3.01(e) applies, the determination of whether this Debenture
is convertible (in relation to other securities owned by the Holder together with any Affiliates)
and of which principal amount of this Debenture is convertible shall be in the sole discretion of
the Holder, and the submission of a Notice of Conversion shall be deemed to be the Holder’s
determination of whether this Debenture may be converted (in relation to other securities owned
by the Holder together with any Affiliates) and which principal amount of this Debenture is
convertible, in each case subject to the Beneficial Ownership Limitation. To ensure compliance
with this
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restriction, the Holder will be deemed to represent to the Company each time it delivers a
Notice of Conversion that such Notice of Conversion has not violated the restrictions set forth
in this paragraph and the Company shall have no obligation to verify or confirm the accuracy of
such determination.  In addition, a determination as to any group status as contemplated above
shall be determined in accordance with Section 13(d) of the Exchange Act and the rules and
regulations promulgated thereunder.  For purposes of this Section 3.01(e), in determining the
number of outstanding shares of Common Stock, the Holder may rely on the number of
outstanding shares of Common Stock as stated in the most recent of the following: (i) the
Company’s most recent periodic or annual report filed with the Commission, as the case may
be, (ii) a more recent public announcement by the Company, or (iii) a more recent written notice
by the Company or the Company’s transfer agent setting forth the number of shares of
Common Stock outstanding.  Upon the written or oral request of a Holder, the Company shall
within two Trading Days confirm orally and in writing to the Holder the number of shares of
Common Stock then outstanding.  In any case, the number of outstanding shares of Common
Stock shall be determined after giving effect to the conversion or exercise of securities of the
Company, including this Debenture, by the Holder or its Affiliates since the date as of which
such number of outstanding shares of Common Stock was reported. The “Beneficial Ownership
Limitation” shall be 4.99% of the number of shares of the Common Stock outstanding
immediately after giving effect to the issuance of shares of Common Stock issuable upon
conversion of this Debenture held by the Holder.  The Holder, upon not less than 61 days’ prior
notice to the Company, may increase or decrease the Beneficial Ownership Limitation
provisions of this Section 3.01(e), provided that the Beneficial Ownership Limitation in no
event exceeds 4.99% of the number of shares of the Common Stock outstanding immediately
after giving effect to the issuance of shares of Common Stock upon conversion of this
Debenture held by the Holder and the Beneficial Ownership Limitation provisions of this
Section 3.01(e) shall continue to apply.  Any such increase or decrease will not be effective until
the 61st day after such notice is delivered to the Company.  The Beneficial Ownership
Limitation provisions of this paragraph shall be construed and implemented in a manner
otherwise than in strict conformity with the terms of this Section 3.01(e) to correct this
paragraph (or any portion hereof) which may be defective or inconsistent with the intended
Beneficial Ownership Limitation contained herein or to make changes or supplements necessary
or desirable to properly give effect to such limitation.  The limitations contained in this
paragraph shall apply to a successor holder of this Debenture.

ARTICLE IV

Section 4.01    Security. The Company agrees that within five (5) Business Days of the
filing of a UCC-3 termination statement to terminate the security interest held by Capital Source
Business Finance Group in all of the assets of the Company, the Security Agreement, in the
form attached hereto as Exhibit C, shall take effect and shall be deemed to be effective to
bestow on the Buyer a valid security interest in the assets of the Company.

ARTICLE V

Section 5.01    Events of Default. The occurrence of any of the following events shall
constitute an “Event of Default” hereunder: (i) the Company shall fail to pay any interest,
principal or other charges due under this Debenture or any other Transaction
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Documents within three (3) business days of the date when any such payment shall be due and
payable; (ii) the Company makes an assignment for the benefit of creditors; (iii) any order or
decree is rendered by a court which appoints or requires the appointment of a receiver,
liquidator or trustee for the Company, and the order or decree is not vacated within thirty (30)
days from the date of entry thereof; (iv) any order or decree is rendered by a court adjudicating
the Company insolvent, and the order or decree is not vacated within thirty (30) days from the
date of entry thereof; (v) the Company files a petition in bankruptcy under the provisions of any
bankruptcy law or any insolvency act; (vi) a proceeding or petition in bankruptcy is filed against
the Company and such proceeding or petition is not dismissed within thirty (30) days from the
date it is filed; (vii) the Company files a petition or answer seeking reorganization or
arrangement under the bankruptcy laws or any law or statute of the United States or any other
foreign country or state; (viii) any written warranty, representation, certificate or statement of
the Company in this Debenture, the Purchase Agreement or any other Transaction Document or
any other agreement with Holder shall be false or misleading in any material respect when made
or deemed made and is not cured within 10 days of notice by the Holder; (ix) the Company
shall default on any of its obligations under any mortgage, credit agreement or other facility,
indenture agreement, factoring agreement or other instrument or any indebtedness for borrowed
money or money due that is not cured within 10 days of notice by the Holder and (a) involves
an obligation greater than $50,000, whether such indebtedness now exists or shall hereafter be
created, and (b) results in such indebtedness becoming or being declared due and payable prior
to the date on which it would otherwise become due and payable; (x) any monetary judgment,
writ or similar final process shall be entered or filed against the Company, any subsidiary or any
of their respective property or other assets for more than $50,000, and such judgment, writ or
similar final process shall remain unvacated, unbonded or unstayed for a period of 45 calendar
days; or (xi) the Company shall fail to perform, comply with or abide by any material
stipulations, agreements, conditions and/or covenants contained in this Debenture or any of the
other Transaction Documents on the part of the Company to be performed complied with or
abided by, and such failure continues or remains uncured for thirty (30) days following written
notice from the Holder to the Company.

Section 5.02    Remedies. Upon the occurrence of an Event of Default that is not timely
cured within  an applicable cure period hereunder, additional interest shall accrue at a rate equal
to 2% of the principal amount per month until cured, and, in addition to all other rights or
remedies the Holder may have, at law or in equity, the Holder may, in its sole discretion,
accelerate full repayment of all principal amounts outstanding hereunder, together with accrued
interest thereon, together with all reasonable attorneys’ fees, paralegals’ fees and costs and
expenses incurred by the Holder in collecting or enforcing payment hereof (whether such fees,
costs or expenses are incurred in negotiations, all trial and appellate levels, administrative
proceedings, bankruptcy proceedings or otherwise), and together with all other sums due by the
Company hereunder and under the Transaction Documents, all without any relief whatsoever
from any valuation or appraisement laws, and payment thereof may be enforced and recovered
in whole or in part at any time by one or more of the remedies provided to the Holder at law, in
equity, or under this Debenture or any of the other Transaction Documents. In addition, in the
event the Company shall fail to repay the Debenture and any amounts owing under the
Debenture at the Maturity Date, which failure remains uncured for a period of thirty (30) days,
the Principal Amount owed under the Debenture shall increase by Two Percent (2%) of the
outstanding amounts owed under the Debenture.

- 10 -



ARTICLE VI

Section 6.01    Exercise of Remedies. The remedies of the Holder as provided herein and
in any of the other Transaction Documents shall be cumulative and concurrent and may be
pursued singly, successively or together, at the sole discretion of the Holder, and may be
exercised as often as occasion therefor shall occur; and the failure to exercise any such right or
remedy shall in no event be construed as a waiver or release thereof.

Section 6.02    Waivers. The Company and all others who are, or may become liable for
the payment hereof: (i) severally waive presentment for payment, demand, notice of
nonpayment or dishonor, protest and notice of protest of this Debenture or any other
Transaction Documents, and all other notices in connection with the delivery, acceptance,
performance, default, or enforcement of the payment of this Debenture and the other
Transaction Documents, except as specifically provided in this Debenture or any other
Transaction Document; (ii) expressly consent to all extensions of time, renewals or
postponements of time of payment of this Debenture and any other Transaction Documents
from time to time prior to or after the maturity of this Debenture without notice, consent or
further consideration to any of the foregoing; (iii) expressly agree that the Holder shall not be
required first to institute any suit, or to exhaust its remedies against the Company or any other
person or party to become liable hereunder or against any collateral that may secure this
Debenture in order to enforce the payment of this Debenture; and (iv) expressly agree that,
notwithstanding the occurrence of any of the foregoing (except the express written release by
the Holder of any such person), the undersigned shall be and remain, directly and primarily
liable for all sums due under this Debenture.

Section 6.03    No Waiver. Holder shall not be deemed, by any act of omission or
commission, to have waived any of its rights or remedies hereunder unless such waiver is in
writing and signed by Holder, and then only to the extent specifically set forth in the writing. A
waiver on one event shall not be construed as continuing or as a bar to or waiver of any right or
remedy to a subsequent event.

ARTICLE VII

Section 7.01    Negative Covenants. As long as any portion of this Debenture remains
outstanding, unless the Holder shall have given prior written consent, and such prior written
consent shall not be unreasonably withheld, the Company shall not, directly or indirectly:

(a)       amend its charter documents, including, without limitation, its certificate of
incorporation and bylaws, in any manner that materially and adversely affects any rights of the
Holder;

(b)       pay cash dividends or distributions on any equity securities of the Company;

(c)       incur, guarantee or assume or suffer to exist any indebtedness in an amount which
exceeds $50,000, other than the indebtedness evidenced by this Debenture, except for debt
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incurred for working capital, which is expressly subordinate in a form acceptable to the Holder
to the rights of the Holder and for which no payments may be made at any time when
Debentures remain outstanding;

(d)       repay any outstanding indebtedness except in the Ordinary Course of Business;

(e)       redeem, repurchase or declare or pay any cash dividend or distribution on any of
its capital stock;

(f)       sell, lease, license, assign, transfer, spin-off, split-off, close, convey or otherwise
dispose of any assets or rights of the Company owned or hereafter acquired whether in a single
transaction or a series of related transactions, other than (i) sales, leases, licenses, assignments,
transfers, conveyances and other dispositions of such assets or rights by the Company in the
ordinary course of business consistent with its past practice for fair consideration, or (ii) sales of
inventory and product in the ordinary course of business consistent with past practice for fair
consideration;

(g)       fail to take all action necessary or advisable to maintain all of the assets of the
Company that are necessary or material to the conduct of the business of the Company; or

(h)       enter into any agreement with respect to any of the foregoing.

ARTICLE VIII

CERTAIN ADJUSTMENTS.

8 . 0 1    Stock Dividends and Stock Splits.  If the Company, at any time while this
Debenture is outstanding: (i) pays a stock dividend or otherwise makes a distribution or
distributions payable in shares of Common Stock on shares of Common Stock or any Common
Stock Equivalents (which, for avoidance of doubt, shall not include any shares of Common
Stock issued by the Company upon conversion of, or payment of interest on, the Debentures),
(ii) subdivides outstanding shares of Common Stock into a larger number of shares, (iii)
combines (including by way of a reverse stock split) outstanding shares of Common Stock into
a smaller number of shares or (iv) issues, in the event of a reclassification of shares of the
Common Stock, any shares of capital stock of the Company, then the Conversion Price shall be
multiplied by a fraction of which the numerator shall be the number of shares of Common Stock
(excluding any treasury shares of the Company) outstanding immediately before such event,
and of which the denominator shall be the number of shares of Common Stock outstanding
immediately after such event.  Any adjustment made pursuant to this Section shall become
effective immediately after the record date for the determination of stockholders entitled to
receive such dividend or distribution and shall become effective immediately after the effective
date in the case of a subdivision, combination or reclassification.

8.02    Subsequent Equity Sales.  If, at any time while this Debenture is outstanding,  the
Company or any Subsidiary, as applicable, sells or grants any option to purchase or sells or
grants any right to reprice, or otherwise disposes of or issues (or announces any sale, grant or
any option to purchase or other disposition), any Common Stock or Common Stock Equivalents
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entitling any Person to acquire shares of Common Stock at an effective price per share that is
lower than the then Conversion Price (such lower price, the “Base Conversion Price” and such
issuances, collectively, a “Dilutive Issuance”) (if the holder of the Common Stock or Common
Stock Equivalents so issued shall at any time, whether by operation of purchase price
adjustments, reset provisions, floating conversion, exercise or exchange prices or otherwise, or
due to warrants, options or rights per share which are issued in connection with such issuance,
be entitled to receive shares of Common Stock at an effective price per share that is lower than
the Conversion Price, such issuance shall be deemed to have occurred for less than the
Conversion Price on such date of the Dilutive Issuance), then the Conversion Price shall be
reduced to equal the Base Conversion Price.  Such adjustment shall be made whenever such
Common Stock or Common Stock Equivalents are issued.  Notwithstanding the foregoing, no
adjustment will be made under this Section 8.02 in respect of an Exempt Issuance.  The
Company shall notify the Holder in writing, no later than the Trading Day following the
issuance of any Common Stock or Common Stock Equivalents subject to this Section 8.02,
indicating therein the applicable issuance price, or applicable reset price, exchange price,
conversion price and other pricing terms (such notice, the “Dilutive Issuance Notice”).  For
purposes of clarification, whether or not the Company provides a Dilutive Issuance Notice
pursuant to this Section 8.02, upon the occurrence of any Dilutive Issuance, the Holder is
entitled to receive a number of Conversion Shares based upon the Base Conversion Price on or
after the date of such Dilutive Issuance, regardless of whether the Holder accurately refers to the
Base Conversion Price in the Notice of Conversion.

8.03    Subsequent Rights Offerings.  In addition to any adjustments pursuant to Section
8.01 above, if at any time the Company grants, issues or sells any Common Stock Equivalents
or rights to purchase stock, warrants, securities or other property pro rata to the record holders of
any class of shares of Common Stock (the “Purchase Rights”), then the Holder will be entitled
to acquire, upon the terms applicable to such Purchase Rights, the aggregate Purchase Rights
which the Holder could have acquired if the Holder had held the number of shares of Common
Stock acquirable upon complete conversion of this Debenture (without regard to any limitations
on exercise hereof, including without limitation, the Beneficial Ownership Limitation)
immediately before the date on which a record is taken for the grant, issuance or sale of such
Purchase Rights, or, if no such record is taken, the date as of which the record holders of shares
of Common Stock are to be determined for the grant, issue or sale of such Purchase Rights
(provided, however, to the extent that the Holder’s right to participate in any such Purchase
Right would result in the Holder exceeding the Beneficial Ownership Limitation, then the
Holder shall not be entitled to participate in such Purchase Right to such extent (or beneficial
ownership of such shares of Common Stock as a result of such Purchase Right to such extent)
and such Purchase Right to such extent shall be held in abeyance for the Holder until such time,
if ever, as its right thereto would not result in the Holder exceeding the Beneficial Ownership
Limitation).

8.04    Fundamental Transaction.  If, at any time while this Debenture is outstanding, (i)
the Company effects any merger or consolidation of the Company with or into another Person,
(ii) the Company effects any sale of all or substantially all of its assets in one or a series of
related transactions, (iii) any tender offer or exchange offer (whether by the Company or another
Person) is completed pursuant to which holders of Common Stock are permitted to tender or
exchange their shares for other securities, cash or property or (iv) the Company effects any
reclassification of the Common Stock or any compulsory share exchange pursuant to which the
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Common Stock is effectively converted into or exchanged for other securities, cash or property
(each “Fundamental Transaction”), then, upon any subsequent exercise of this Debenture, the
Holder shall have the right to receive, for each Warrant Share that would have been issuable
upon such exercise immediately prior to the occurrence of such Fundamental Transaction, the
number of shares of Common Stock of the successor or acquiring corporation or of the
Company, if it is the surviving corporation, and any additional consideration (the “Alternate
Consideration”) receivable as a result of such merger, consolidation or disposition of assets by a
holder of the number of shares of Common Stock for which this Debenture is exercisable
immediately prior to such event. For purposes of any such exercise, the determination of the
Exercise Price shall be appropriately adjusted to apply to such Alternate Consideration based on
the amount of Alternate Consideration issuable in respect of one share of Common Stock in
such Fundamental Transaction, and the Company shall apportion the Exercise Price among the
Alternate Consideration in a reasonable manner reflecting the relative value of any different
components of the Alternate Consideration.  If holders of Common Stock are given any choice
as to the securities, cash or property to be received in a Fundamental Transaction, then the
Holder shall be given the same choice as to the Alternate Consideration it receives upon any
exercise of this Debenture following such Fundamental Transaction.  To the extent necessary to
effectuate the foregoing provisions, any successor to the Company or surviving entity in such
Fundamental Transaction shall issue to the Holder a new debenture consistent with the
foregoing provisions and evidencing the Holder’s right to exercise such debenture into Alternate
Consideration. The terms of any agreement pursuant to which a Fundamental Transaction is
effected shall include terms requiring any such successor or surviving entity to comply with the
provisions of this Section 8.04 and insuring that this Debenture (or any such replacement
security) will be similarly adjusted upon any subsequent transaction analogous to a Fundamental
Transaction.  Notwithstanding anything to the contrary, in the event of a Fundamental
Transaction that is (1) an all cash transaction, (2) a “Rule 13e-3 transaction” as defined in Rule
13e-3 under the Exchange Act, or (3) a Fundamental Transaction involving a person or entity
not traded on a national securities exchange, the Nasdaq Global Select Market, the Nasdaq
Global Market, or the Nasdaq Capital Market, the Company or any successor entity shall pay at
the Holder’s option, exercisable at any time concurrently with or within 30 days after the
consummation of the Fundamental Transaction, an amount of cash equal to the value of this
Debenture as determined in accordance with the Black Scholes Option Pricing Model obtained
from the “OV” function on Bloomberg L.P. using (A) a price per share of Common Stock equal
to the VWAP of the Common Stock for the Trading Day immediately preceding the date of
consummation of the applicable  Fundamental Transaction, (B) a risk-free interest rate
corresponding to the U.S. Treasury rate for a 30 day period immediately prior to the
consummation of the applicable Fundamental Transaction, (C) an expected volatility equal to
the 100 day volatility obtained from the “HVT” function on Bloomberg L.P. determined as of
the Trading Day immediately following the public announcement of the applicable
Fundamental Transaction and (D) a remaining option time equal to the time between the date of
the public announcement of such transaction and the Termination Date; provided that in each
case where Bloomberg L.P. data is being relied upon, Holder shall provide to the Company a
copy of such information for the Company’s records.

8.05    Calculations.  All calculations under this Section 8 shall be made to the nearest
cent or the nearest 1/100th of a share, as the case may be.  For purposes of this Section 8, the
number of shares of Common Stock deemed to be issued and outstanding as of a given date
shall
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be the sum of the number of shares of Common Stock (excluding any treasury shares of the
Company) issued and outstanding.

8.06    Notice to the Holder.

i .          Adjustment to Conversion Price.  Whenever the Conversion Price
is adjusted pursuant to any provision of this Section 8, the Company shall
promptly deliver to each Holder a notice setting forth the Conversion Price after
such adjustment and setting forth a brief statement of the facts requiring such
adjustment.

i i .         Notice to Allow Conversion by Holder.  If (A) the Company shall
declare a dividend (or any other distribution in whatever form) on the Common
Stock, (B) the Company shall declare a special nonrecurring cash dividend on or a
redemption of the Common Stock, (C) the Company shall authorize the granting
to all holders of the Common Stock of rights or warrants to subscribe for or
purchase any shares of capital stock of any class or of any rights, (D) the approval
of any stockholders of the Company shall be required in connection with any
reclassification of the Common Stock, any consolidation or merger to which the
Company is a party, any sale or transfer of all or substantially all of the assets of
the Company, or any compulsory share exchange whereby the Common Stock is
converted into other securities, cash or property or (E) the Company shall
authorize the voluntary or involuntary dissolution, liquidation or winding up of the
affairs of the Company, then, in each case, the Company shall cause to be filed at
each office or agency maintained for the purpose of conversion of this Debenture,
and shall cause to be delivered to the Holder at its last address as it shall appear
upon the Debenture Register, at least twenty (20) calendar days prior to the
applicable record or effective date hereinafter specified, a notice stating (x) the
date on which a record is to be taken for the purpose of such dividend,
distribution, redemption, rights or warrants, or if a record is not to be taken, the
date as of which the holders of the Common Stock of record to be entitled to such
dividend, distributions, redemption, rights or warrants are to be determined or (y)
the date on which such reclassification, consolidation, merger, sale, transfer or
share exchange is expected to become effective or close, and the date as of which
it is expected that holders of the Common Stock of record shall be entitled to
exchange their shares of the Common Stock for securities, cash or other property
deliverable upon such reclassification, consolidation, merger, sale, transfer or
share exchange, provided that the failure to deliver such notice or any defect
therein or in the delivery thereof shall not affect the validity of the corporate
action required to be specified in such notice.  To the extent that any notice
provided hereunder constitutes, or contains, material, non-public information
regarding the Company or any of the Subsidiaries, the Company shall
simultaneously file such notice with the Commission pursuant to a Current Report
on Form 8-K.  The Holder shall remain entitled to convert this Debenture during
the 20-day period commencing on the date of such notice through the effective
date of the event triggering such notice except as may otherwise be expressly set
forth herein.
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ARTICLE IX

Section 9.01    Notice. Any notices, consents, waivers, or other communications
required or permitted to be given under the terms of this Debenture must be in writing and in
each case properly addressed to the party to receive the same in accordance with the
information below, and will be deemed to have been delivered: (i) if mailed by certified mail,
return receipt requested, postage prepaid and properly addressed to the address below, then
three (3) business days after deposit of same in a regularly maintained U.S. Mail receptacle; or
(ii) if mailed by Federal Express, UPS or other nationally recognized overnight courier service,
next business morning delivery, then one (1) business day after deposit of same in a regularly
maintained receptacle of such overnight courier; or (iii) if hand delivered or sent by email, then
upon hand delivery or receipt thereof to the address indicated on or prior to 5:00 p.m., EST, on a
business day. Any notice hand delivered after 5:00 p.m., EST, shall be deemed delivered on the
following business day. Notwithstanding the foregoing, notice, consents, waivers or other
communications referred to in this Debenture may be sent by facsimile, e-mail, or other method
of delivery, but shall be deemed to have been delivered only when the sending party has
confirmed (by reply e-mail or some other form of written confirmation from the receiving party)
that the notice has been received by the other party. The addresses and facsimile numbers for
such communications shall be as set forth below, unless such address or information is changed
by a notice conforming to the requirements hereof.

If to the Company: Visualant Incorporated  
 500 Union Street, Suite 810  
 Seattle, WA, 98101
 Attn: Ronald P. Erickson, CEO
  
  
  
If to the Holder: Clayton Struve
  
  
  
With a copy to: Sichenzia Ross Ference Kesner LLP
(which shall not constitute notice) 61 Broadway
 New York, NY 10006
 Attn:  Thomas A. Rose, Esq.

Section 9.02    Governing Law.  This Debenture shall be governed by and be construed
in accordance with the laws of the State of New York without regard to the conflicts of law
rules of such state.  The parties hereby irrevocably and unconditionally submit, for themselves
and their property, to the jurisdiction of the courts sitting in New York, New York (Manhattan)
and any appellate court from any thereof, in respect of actions brought against it in any action,
suit or proceeding arising out of or relating to this Debenture, or for recognition or enforcement
of any
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judgment, and each of the parties hereto hereby irrevocably and unconditionally agrees that all
claims in respect of any such action, suit or proceeding may be heard and determined in such
courts. Each of the parties hereto agrees that a final judgment in any such action, suit or
proceeding shall be conclusive and may be enforced in other jurisdictions by suit on the
judgment or in any other manner provided by law. Each of the parties hereto irrevocably and
unconditionally waives, to the fullest extent it may legally and effectively do so, any objection
which it may now or hereafter have to the laying of venue of any action, suit or proceeding
arising out of or relating to this Debenture in any court referred to above.  Each of the parties
further hereby irrevocably waives, to the fullest extent permitted by law, the defense of an
inconvenient forum to the maintenance of such action, suit proceeding in any such court and
waives any other right to which it may be entitled on account of its place of residence or
domicile.  To the fullest extent permitted by applicable law, the parties agree to bring all actions
or proceedings regarding this Debenture in the courts (Federal or State) of the State of New
York located in the County of New York, City of New York.

Section 9.03    Severability. In the event any one or more of the provisions of this
Debenture shall for any reason be held to be invalid, illegal, or unenforceable, in whole or in
part, in any respect, or in the event that any one or more of the provisions of this Debenture
operates or would prospectively operate to invalidate this Debenture, then and in any of those
events, only such provision or provisions shall be deemed null and void and shall not affect any
other provision of this Debenture. The remaining provisions of this Debenture shall remain
operative and in full force and effect and shall in no way be affected, prejudiced, or disturbed
thereby.

Section 9.04    Entire Agreement and Amendments . This Debenture, together with the
other Transaction Documents represents the entire agreement between the parties hereto with
respect to the subject matter hereof and thereof, and there are no representations, warranties or
commitments, except as set forth herein and therein. This Debenture may be amended only by
an instrument in writing executed by the parties hereto.

Section 9.05    Binding Effect. This Debenture shall be binding upon the Company and
the successors and assigns of the Company and shall inure to the benefit of the Holder and the
successors and assigns of the Holder.

Section 9.06    Assignment. The Holder may from time to time sell or assign, in whole or
in part, or grant participations in, this Debenture and/or the obligations evidenced hereby with
the prior written consent of the Company. The holder of any such sale, assignment or
participation, if the applicable agreement between Holder and such holder o provides, shall be:
(i) entitled to all of the rights obligations and benefits of Holder (to the extent of such holder’s
interest or participation); and (ii) deemed to hold and may exercise the rights of setoff or
banker’s lien with respect to any and all obligations of such holder to the Company (to the
extent of such holder’s interest or participation) , in each case as fully as though the Company
was directly indebted to such holder. Holder may in its discretion give notice to the Company of
such sale, assignment or participation; however, the failure to give such notice shall not affect
any of Holder’s or such holder’s rights hereunder.
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Section 9.07    Lost or Mutilated Debenture. If this Debenture shall be mutilated, lost,
stolen or destroyed the Company shall execute and deliver, in exchange and substitution for and
upon cancellation of a mutilated Debenture or in lieu of or in substitution for a lost, stolen or
destroyed Debenture a new Debenture for the principal amount of this Debenture so mutilated,
lost stolen or destroyed , but only upon receipt of evidence of such loss, theft or destruction of
such Debenture, and of the ownership hereof, reasonably satisfactory to the Company.

Section 9.08    WAIVER OF JURY TRIAL.  THE COMPANY HEREBY
KNOWINGLY, VOLUNTARILY, INTENTIONALLY AND IRREVOCABLY WAIVES ALL
RIGHT TO A TRIAL BY JURY WITH RESPECT TO ANY LITIGATION BASED ON THIS
DEBENTURE, OR ARISING OUT OF, UNDER OR IN CONNECTION WITH, THIS
DEBENTURE OR ANY OTHER TRANSACTION DOCUMENTS, OR ANY COURSE OF
CONDUCT, COURSE OF DEALING, STATEMENTS (WHETHER VERBAL OR
WRITTEN) OR ACTIONS OF OR BETWEEN ANY PARTY HERETO, AND THE
COMPANY AGREES AND CONSENTS TO THE GRANTING TO HOLDER OF RELIEF
FROM ANY STAY ORDER WHICH MIGHT BE ENTERED BY ANY COURT AGAINST
HOLDER AND TO ASSIST HOLDER IN OBTAINING SUCH RELIEF. THIS PROVISION
IS A MATERIAL INDUCEMENT FOR HOLDER ACCEPTING THIS DEBENTURE FROM
THE COMPANY. THE COMPANY’S REASONABLE RELIANCE UPON SUCH
INDUCEMENT I HEREBY ACKNOWLEDGED.

[ - signature page follows - ]
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IN WITNESS WHEREOF with the intent to be legally bound hereby, the Company as
executed this Secured Convertible Redeemable Debenture as of the date first written above.

VISUALANT, INCORPORATED

By:  /s/ Ronald P. Erickson
Name: Ronald P. Erickson
Title: Chief Executive Officer and President
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Exhibit 10.3

GENERAL SECURITY AGREEMENT

This GENERAL SECURITY AGREEMENT  (the “Agreement”) is dated August 14,
2017, by and between Visualant, Incorporated, a Nevada corporation (“Debtor”), and the
undersigned lender set forth on Schedule A hereto (collectively, the “Secured Party”) and shall
be effective upon the filing of a UCC-3 termination statement to terminate the security interest
held by Capital Source Business Finance Group in all of the assets of the Debtor (the “Effective
Date”).

As of the Effective Date, Debtor hereby agrees in favor of Secured Party as
follows:

1.         In consideration for loans made or to be made to Debtor evidenced by the
Senior Secured Convertible Redeemable Debentures of Debtor in the principal amounts set
forth on Schedule A  hereto, together with other promissory notes set forth on Schedule A,
payable to the order of Secured Party (such debentures, as amended, modified, supplemented,
replaced or substituted from time to time, being herein referred to as the “Debentures”), Debtor
hereby grants to Secured Party a continuing security interest in, lien upon and a right of setoff
against, and Debtor hereby assigns to Secured Party, all of Debtor’s right, title and interest in
and to the Collateral described in Section 2, to secure the full and prompt payment, performance
and observance of all present and future indebtedness, obligations, liabilities and agreements of
any kind of Debtor to Secured Party arising under or in connection with the Debentures, which
is existing now or hereafter (all of the foregoing being herein referred to as the “Obligations”).  

2.         The Collateral is described on Schedule B annexed hereto as part hereof
and on any separate schedule(s) identified as Collateral at any time or from time to time
furnished by Debtor to Secured Party (all of which are hereby deemed part of this Security
Agreement) and includes claims of Debtor against third parties for loss or damage to or
destruction of any Collateral.

3.         Debtor hereby warrants, represents, covenants and agrees (as of the date
hereof and so long as any Obligation remains outstanding) that: (a) the chief executive office
and other places of business of Debtor, the books and records relating to the Collateral (except
for such records as are in the possession or control of Secured Party) and the Collateral are
located at Visualant, Incorporated,  500 Union Street, Suite 810, Seattle, WA 98101, and Debtor
will not change any of the same, or merge or consolidate with any person or change its name or
conduct its business under any trade, assumed or fictitious name, without prior written notice to
and consent of Secured Party (and in the case of location of Collateral, will from time to time
notify Secured Party of the locations thereof); (b) the Collateral is and will be used in the
business of Debtor and not for personal, family, household or farming use; (c) the Collateral is
now, and at all times will be, owned by Debtor free and clear of all liens, security interests,
claims and encumbrances; (d) Debtor will not abandon or assign, sell, lease, transfer or
otherwise dispose of, other than in the ordinary course of Debtor’s business, nor will Debtor
suffer or permit any of the same to occur with respect to, any Collateral, without prior written
notice to and consent of a designated representative of the Secured Party; (e) Debtor will make
payment or will provide for
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the payment, when due, of all taxes, assessments or contributions or other public or private
charges which have been or may be levied or assessed against Debtor, whether with respect to
the Collateral, to any wages or salaries paid by Debtor, or otherwise, will deliver to Secured
Party, on demand, certificates or other evidence satisfactory to Secured Party attesting thereto
and shall cause Debtor’s subsidiaries to take any such action as described under this section
3(e); (f) Debtor will use the Collateral for lawful purposes only, with all reasonable care and
caution and in conformity in all material respects with all applicable laws, ordinances and
regulations; (g) Debtor will, at Debtor’s sole cost and expense, keep the Collateral in good
order, repair, running condition and in substantially the same condition as on the date hereof,
reasonable wear and tear excepted, and Debtor will not, without the prior written consent of
Secured Party, alter or remove any identifying symbol or number upon any of the Collateral; (h)
Secured Party shall at all times during normal business hours have free access to and right of
inspection of any Collateral and any papers, instruments and records pertaining thereto (and the
right to make extracts from and to receive from Debtor originals or true copies of such records,
papers and instruments upon request therefor) and Debtor hereby grants to Secured Party a
security interest in all such records, papers and instruments to secure the payment, performance
and observance of the Obligations; (i) the Collateral is now and shall remain personal or
intangible property, and Debtor will not permit any other types of Collateral to become a fixture
without prior written notice to and consent of Secured Party and without first making all
arrangements, and delivering, or causing to be delivered, to Secured Party all instruments and
documents, including, without limitation, waivers and subordination agreements by any
landlords or mortgagees, requested by and satisfactory to Secured Party to preserve and protect
the primary security interest granted herein against all persons; (j) Debtor will, at its sole cost
and expense, perform all acts and execute all documents requested by Secured Party from time
to time to evidence, perfect, maintain or enforce Secured Party’ first priority security interest
granted herein or otherwise in furtherance of the provisions of this Security Agreement; (k) at
any time and from time to time, Debtor shall, at its sole cost and expense, execute and deliver to
Secured Party such financing statements pursuant to the Uniform Commercial Code (“UCC”),
applications for certificate of title and other papers, documents or instruments as may
reasonably be requested by Secured Party in connection with this Security Agreement, and to
the extent permitted by applicable law, Debtor hereby authorizes Secured Party to execute and
file at any time and from time to time one or more financing statements or copies thereof or of
this Security Agreement with respect to the Collateral signed only by Secured Party, and Debtor
agrees to pay any recording tax or similar tax arising in connection with the filing of any such
financing statement and further agrees to pay any additional recording or similar tax which is
incurred in connection therewith; (l) Debtor assumes all responsibility and liability arising from
the Collateral; (m) in their discretion, Secured Party may, at any time and from time to time,
upon the occurrence and during the continuance of a Default (as hereinafter defined), subject to
the Uniform Commercial Code as in effect in the State of New York, demand, sue for, collect or
receive any money or property at any time payable or receivable on account of or in exchange
for, or make any compromise or settlement deemed desirable by Secured Party with respect to,
any Collateral, and/or extend the time of payment, arrange for payment in installments, or
otherwise modify the terms of, or release, any of the Obligations and/or the Collateral, or any
obligor, maker, endorser, acceptor, surety or guarantor of, or any Party to, any of the
Obligations or the Collateral, all without notice
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to or consent by Debtor and without otherwise discharging or affecting the Obligations, the
Collateral or the second priority security interest granted herein; (n) in their discretion, Secured
Party may, at any time and from time to time, for the account of Debtor, pay any amount or do
any act required of Debtor hereunder and which Debtor fails to do or pay, and any such payment
shall be deemed an advance by Secured Party to Debtor payable on demand together with
interest at the highest rate then payable on any of the Obligations; (o) Debtor will promptly pay
Secured Party for any and all reasonable sums, costs, and expenses which Secured Party may
pay or incur pursuant to the provisions of this Security Agreement or in perfecting, defending,
protecting or enforcing this Security Agreement or the first priority security interest granted
herein or in enforcing payment of the Obligations or otherwise in connection with the provisions
hereof, including but not limited to all reasonable search, filing and recording fees, taxes, fees
and expenses for the service and filing of papers, premium on bonds and undertakings, fees of
marshals, sheriffs, custodians, auctioneers, court costs, collection charges, travel expenses, and
reasonable attorneys’ fees, all of which together with interest at the highest rate then payable on
any of the Obligations, shall be part of the Obligations and be payable on demand; (p) upon the
occurrence and during the continuance of a Default, any proceeds of the Collateral received by
Debtor shall not be commingled with other property of Debtor, but shall be segregated, held by
Debtor in trust for Secured Party, and immediately delivered to Secured Party in the form
received, duly endorsed in blank where appropriate to effectuate the provisions hereof, the same
to be held by Secured Party as additional Collateral hereunder or, at Secured Party’ option, to be
applied to payment of the Obligations, whether or not due and in any order; (q) in their sole
discretion, Secured Party may, at any time and from time to time during normal business hours,
assign, transfer or deliver to any transferee of any Obligations, any Collateral, whereupon
Secured Party shall be fully discharged from all responsibility and the transferee shall be vested
with all powers and rights of Secured Party hereunder with respect thereto, but Secured Party
shall retain all rights and powers with respect to any Collateral not assigned, transferred or
delivered; and (r) upon reasonable request of Secured Party, at any time and from time to time,
Debtor shall, at its cost and expense, execute and deliver to Secured Party reports as to the
Collateral listing all items thereof, describing the condition of same and setting forth the value
thereof (lower of cost or market) all in form and substance reasonably satisfactory to Secured
Party.

4.         The term Default as used in this Security Agreement shall mean any
Event of Default, as such term is defined in the Debentures.

5.         Upon the occurrence and during the continuance of any Default, Secured
Party may, without notice to (except as herein set forth or as set forth in the Debentures) or
demand upon Debtor, declare any Obligations immediately due and payable and Secured Party
shall have the following rights and remedies (to the extent permitted by applicable law and the
Uniform Commercial Code then in effect in the State of New York) in addition to all rights and
remedies of a Secured Party under the UCC or of Secured Party under the Obligations, all such
rights and remedies being cumulative, not exclusive and enforceable alternatively, successively
or concurrently:
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(a)        Secured Party may, at any time and from time to time, with or without
judicial process or the aid and assistance of others, (i) enter upon any premises in which any
Collateral may be located and, without resistance or interference by Debtor, take possession of
the Collateral, (ii) dispose of any part or all of the Collateral on any such premises, (iii) require
Debtor to assemble and make available to Secured Party at the expense of Debtor any part or all
of the Collateral at any place and time designated by Secured Party which is reasonably
convenient to both parties, (iv) remove any part or all of the Collateral from any such premises
for the purpose of effecting sale or other disposition thereof (and if any of the Collateral
consists of motor vehicles, Secured Party may use Debtor’s license plates), and (v) sell, resell,
lease, assign and deliver, grant options for or otherwise dispose of any part or all of the
Collateral in its then condition or following any commercially reasonable preparation or
processing, at public or private sale or proceedings or otherwise, by one or more contracts, in
one or more parcels, at the same or different times, with or without having the Collateral at the
place of sale or other disposition, for cash and/or credit, and upon any terms, at such place(s)
and time(s) and to such person(s) as Secured Party deems best, all without demand, notice or
advertisement whatsoever except that where an applicable statute requires reasonable notice of
sale or other disposition Debtor hereby agrees that the sending of ten days’ notice by overnight
mail, postage prepaid, to any address of Debtor set forth in this Security Agreement shall be
deemed reasonable notice thereof.  If any Collateral is sold by Secured Party upon credit or for
future delivery, Secured Party shall not be liable for the failure of the purchaser to pay for same
and in such event Secured Party may resell or otherwise dispose of such Collateral.  Secured
Party may buy any part or all of the Collateral at any public sale and, if any part or all of the
Collateral is of a type customarily sold in a recognized market or is of the type which is the
subject of widely distributed standard price quotations, Secured Party may buy such Collateral
at private sale and in each case may make payment therefor by any means, whether by credit
against the Obligations or otherwise.  Secured Party may apply the cash proceeds actually
received from any sale or other disposition to the reasonable expenses of retaking, holding,
preparing for sale, selling, leasing and the like, to reasonable attorneys’ fees and all legal, travel
and other expenses which may be incurred by Secured Party in attempting to collect the
Obligations, proceed against the Collateral or enforce this Security Agreement or in the
prosecution or defense of any action or proceeding related to the Obligations, the Collateral or
this Security Agreement; and then to the Obligations in such order and as to principal or interest
as Secured Party may desire; and Debtor shall remain liable and will pay Secured Party on
demand any deficiency remaining, together with interest thereon at the highest rate then payable
on the Obligations and the balance of any expenses unpaid, with any surplus to be paid to
Debtor, subject to any duty of Secured Party imposed by law to the holder of any subordinate
security interest in the Collateral known to Secured Party.

(b)        Secured Party may, at any time and from time to time, as appropriate,
after the occurrence and during the continuance of a Default set off and apply to the payment of
the Obligations, any Collateral in or coming into the possession of Secured Party or their agents,
without notice to Debtor and in such manner as Secured Party may in their discretion determine.

- 4 -



8.         Secured Party’s prior recourse to any Collateral shall not constitute a
condition of any demand, suit or proceeding for payment or collection of the Obligations nor
shall any demand, suit or proceeding for payment or collection of the Obligations constitute a
condition of any recourse by Secured Party to the Collateral.  Any suit or proceeding by
Secured Party to recover any of the Obligations shall not be deemed a waiver of, or bar against,
subsequent proceedings by Secured Party with respect to any other Obligations and/or with
respect to the Collateral.  No act, omission or delay by Secured Party shall constitute a waiver
of their rights and remedies hereunder or otherwise.  No single or partial waiver by Secured
Party of any covenant, warranty, representation, Default or right or remedy which they may
have shall operate as a waiver of any other covenant, warranty, representation, Default, right or
remedy or of the same covenant, warranty, representation, Default, right or remedy on a future
occasion.  Debtor hereby waives presentment, notice of dishonor and protest of all instruments
included in or evidencing any Obligations or Collateral, and all other notices and demands
whatsoever (except as expressly provided herein).

9.         Debtor hereby agrees to pay, on demand, all out-of-pocket expenses
reasonably incurred by Secured Party in connection with the enforcement of the Debentures,
and this Security Agreement, including, without limitation, the fees and disbursements of
counsel to Secured Party.

10.       In the event of any litigation with respect to any matter connected with
this Security Agreement, the Obligations, the Collateral or the Debentures, Debtor hereby
waives the right to a trial by jury and all rights of setoff.  Debtor hereby waives personal service
of any process in connection with any such action or proceeding and agrees that the service
thereof may be made by certified or registered mail directed to Debtor at any address of Debtor
set forth in this Security Agreement.  In the alternative, Secured Party may in their discretion
effect service upon Debtor in any other form or manner permitted by law.

11.       Upon the payment in full or conversion of the Debentures and
satisfaction of all Obligations in accordance with the Debentures, the security interest granted
hereby in the Collateral shall terminate and all rights to the Collateral under this Agreement
shall revert to Debtor.  Upon any such termination, the Secured Party shall execute and deliver
UCC–3 financing statement releases or other documents of release reasonably requested by
Debtor.

12.       Secured Party may assign their rights and obligation hereunder to any
Affiliate of Secured Party provided that such Affiliate assumes all of the liabilities or
obligations of Secured Party hereunder.  For purposes of this section, “Affiliate” of any person
means any other person or entity which, directly or indirectly, controls or is controlled by that
person, or is under common control with that person or entity.  “Control” (including, with
correlative meaning, the terms “controlled by” and “under common control with”), as used with
respect to any person or entity, means the possession, directly or indirectly, of the power to
direct or cause the direction of the management and policies of such person or entity, whether
through the ownership of voting securities, by contract or otherwise.  
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13.       All terms herein shall have the meanings as defined in the UCC, unless
the context otherwise requires.  No provision hereof shall be modified, altered, waived,
released, terminated or limited except by a written instrument expressly referring to this Security
Agreement and to such provision, and executed by the Party to be charged.  The execution and
delivery of this Security Agreement has been authorized by the Board of Directors of Debtor and
by any necessary vote or consent of shareholders of Debtor.  This Security Agreement and all
Obligations shall be binding upon the successors and assigns of Debtor and shall, together with
the rights and remedies of Secured Party hereunder, inure to the benefit of Secured Party, their
executors, administrators, successors, permitted endorsees and permitted assigns.  This Security
Agreement and the Obligations shall be governed in all respects by the laws of the State of New
York applicable to contracts executed and to be performed in such state.  If any term of this
Security Agreement shall be held to be invalid, illegal or unenforceable, the validity of all other
terms hereof shall in no way be affected thereby.  Secured Party is authorized to annex hereto
any schedules referred to herein.  Debtor acknowledges receipt of a copy of this Security
Agreement.

14.       All notices and other communications under this Agreement shall be in
writing and shall be deemed given when delivered personally, by overnight mail or delivery
service or mailed by certified mail, return receipt requested, to the parties.

IN WITNESS WHEREOF, the undersigned have executed or caused this security
agreement to be executed on the date first above set forth.

COMPANY:

VISUALANT, INCORPORATED

By: /s/ Ronald P. Erickson
Name: Ronald P. Erickson
Title:   Chief Executive Officer and President

Address of Debtor:

Visualant, Incorporated
500 Union Street
Suite 810
Seattle, WA 98101

Secured Party:

/s/ Clayton Struve
Clayton Struve, an individual
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SCHEDULE A

Lender: Clayton Struve

Senior Secured Convertible Redeemable Debenture: $360,000

Promissory Note in the amount of $275,000, dated as of [          ]
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SCHEDULE B

The property covered by this Security Agreement means the collateral in which the
Secured Party is granted a security interest by this Agreement and which shall include the
following personal property of the Debtor, whether presently owned or existing or hereafter
acquired or coming into existence, wherever situated, and all additions and accessions thereto
and all substitutions and replacements thereof, and all proceeds, products and accounts thereof,
including, without limitation, all proceeds from the sale or transfer of the Collateral and of
insurance covering the same and of any tort claims in connection therewith:

(i)            All goods, including, without limitation, (A) all machinery, equipment,
computers, motor vehicles, trucks, tanks, boats, ships, appliances, furniture, special and general
tools, fixtures, test and quality control devices and other equipment of every kind and nature and
wherever situated, together with all documents of title and documents representing the same, all
additions and accessions thereto, replacements therefor, all parts therefor, and all substitutes for
any of the foregoing and all other items used and useful in connection with any Debtor’s
businesses and all improvements thereto; and (B) all inventory;

(ii)           All contract rights and other general intangibles, including, without
limitation, all partnership interests, membership interests, stock or other securities, rights under
any of the Organizational Documents, licenses, distribution and other agreements, computer
software (whether “off-the-shelf”, licensed from any third party or developed by any Debtor),
computer software development rights, leases, franchises, customer lists, quality control
procedures, grants and rights, goodwill, Intellectual Property and income tax refunds;

 
(iii)          All accounts, together with all instruments, all documents of title

representing any of the foregoing, all rights in any merchandising, goods, equipment, motor
vehicles and trucks which any of the same may represent, and all right, title, security and
guaranties with respect to each account, including any right of stoppage in transit;

(iv)          All documents, letter-of-credit rights, instruments and chattel paper;

(v)           All commercial tort claims;

(vi)          All deposit accounts and all cash (whether or not deposited in such
deposit accounts);

(vii)         All investment property;

(viii)        All supporting obligations;
  
(ix)          All files, records, books of account, business papers, and computer

programs; and

(x)           the products and proceeds of all of the foregoing Collateral set forth in
clauses (i)-(ix) above.
For
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Notwithstanding the foregoing, nothing herein shall be deemed to constitute an
assignment of any asset which, in the event of an assignment, becomes void by operation of
applicable law or the assignment of which is otherwise prohibited by applicable law (in each
case to the extent that such applicable law is not overridden by Sections 9-406, 9-407 and/or 9-
408 of the UCC or other similar applicable law); provided, however, that to the extent permitted
by applicable law, this Agreement shall create a valid security interest in such asset and, to the
extent permitted by applicable law, this Agreement shall create a valid security interest in the
proceeds of such asset.

For purposes herein, “Intellectual Property” means the collective reference to all rights,
priorities and privileges relating to intellectual property, whether arising under United States,
multinational or foreign laws or otherwise, including, without limitation, (i) all copyrights
arising under the laws of the United States, any other country or any political subdivision
thereof, whether registered or unregistered and whether published or unpublished, all
registrations and recordings thereof, and all applications in connection therewith, including,
without limitation, all registrations, recordings and applications in the United States Copyright
Office, (ii) all letters patent of the United States, any other country or any political subdivision
thereof, all reissues and extensions thereof, and all applications for letters patent of the United
States or any other country and all divisions, continuations and continuations-in-part thereof,
(iii) all trademarks, trade names, corporate names, company names, business names, fictitious
business names, trade dress, service marks, logos, domain names and other source or business
identifiers, and all goodwill associated therewith, now existing or hereafter adopted or acquired,
all registrations and recordings thereof, and all applications in connection therewith, whether in
the United States Patent and Trademark Office or in any similar office or agency of the United
States, any State thereof or any other country or any political subdivision thereof, or otherwise,
and all common law rights related thereto, (iv) all trade secrets arising under the laws of the
United States, any other country or any political subdivision thereof, (v) all rights to obtain any
reissues, renewals or extensions of the foregoing, (vi) all licenses for any of the foregoing, and
(vii) all causes of action for infringement of the foregoing.
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Exhibit 10.4

NEITHER THIS SECURITY NOR THE SECURITIES FOR WHICH THIS SECURITY IS
EXERCISABLE HAVE BEEN REGISTERED WITH THE SECURITIES AND EXCHANGE
COMMISSION OR THE SECURITIES COMMISSION OF ANY STATE IN RELIANCE
UPON AN EXEMPTION FROM REGISTRATION UNDER THE SECURITIES ACT OF
1933, AS AMENDED (THE “SECURITIES ACT”), AND, ACCORDINGLY, MAY NOT BE
OFFERED OR SOLD EXCEPT PURSUANT TO AN EFFECTIVE REGISTRATION
STATEMENT UNDER THE SECURITIES ACT OR PURSUANT TO AN AVAILABLE
EXEMPTION FROM, OR IN A TRANSACTION NOT SUBJECT TO, THE
REGISTRATION REQUIREMENTS OF THE SECURITIES ACT AND IN ACCORDANCE
WITH APPLICABLE STATE SECURITIES LAWS AS EVIDENCED BY A LEGAL
OPINION OF COUNSEL TO THE TRANSFEROR TO SUCH EFFECT, THE SUBSTANCE
OF WHICH SHALL BE REASONABLY ACCEPTABLE TO THE COMPANY.  THIS
SECURITY AND THE SECURITIES ISSUABLE UPON EXERCISE OF THIS SECURITY
MAY BE PLEDGED IN CONNECTION WITH A BONA FIDE MARGIN ACCOUNT OR
OTHER LOAN SECURED BY SUCH SECURITIES.

COMMON STOCK PURCHASE WARRANT

VISUALANT, INCORPORATED

Warrant Shares: 1,440,000 Initial Exercise Date: August 14, 2017

THIS COMMON STOCK PURCHASE WARRANT (the “ Warrant”) certifies
that, for value received, Clayton Struve (the “Holder”) is entitled, upon the terms and subject to
the limitations on exercise and the conditions hereinafter set forth, at any time on or after the
date hereof (the “Initial Exercise Date”) and on or prior to the close of business on the five year
anniversary of the Initial Exercise Date (the “Termination Date”) but not thereafter, to subscribe
for and purchase from Visualant, Incorporated,  a Nevada corporation (the “Company”), up to
1,440,000 shares (the “Warrant Shares”) of Common Stock.  The purchase price of one share of
Common Stock under this Warrant shall be equal to the Exercise Price, as defined in Section
2(b).

Section 1.        Definitions.  For the purposes hereof, in addition to the terms defined elsewhere
in this Warrant, (a) capitalized terms not otherwise defined herein shall have the meanings set
forth in the Purchase Agreement and (b) the following terms shall have the following meanings:

“Business Day” means any day except any Saturday, any Sunday, any day which
shall be a federal legal holiday in the United States or any day on which banking
institutions in the State of New York are authorized or required by law or other
governmental action to close.
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“Common Stock Equivalents” means any securities of the Company or the
Subsidiaries which would entitle the holder thereof to acquire at any time Common
Stock, including, without limitation, any debt, preferred stock, rights, options, warrants or
other instrument that is at any time convertible into or exercisable or exchangeable for, or
otherwise entitles the holder thereof to receive Common Stock.

“Exempt Issuance” means the issuance of (a) shares of Common Stock or options
to employees, officers, consultants, advisors or directors of the Company pursuant to any
stock or option plan duly adopted for such purpose by a majority of the existing members
of the Board of Directors or a majority of the members of a committee of directors
established for such purpose, (b) securities upon the exercise or exchange of or
conversion of any Securities issued hereunder and/or other securities exercisable or
exchangeable for or convertible into shares of Common Stock issued and outstanding on
the date of this Agreement, provided that such securities have not been amended since the
date of this Agreement to increase the number of such securities or to decrease the
exercise, exchange or conversion price of such securities,  and (c) securities issued
pursuant to acquisitions or strategic transactions approved by a majority of the
disinterested directors of the Company, provided that any such issuance shall only be to a
Person which is, itself or through its subsidiaries, an operating company in a business
synergistic with the business of the Company and in which the Company receives
benefits in addition to the investment of funds, but shall not include a transaction in which
the Company is issuing securities primarily for the purpose of raising capital or to an
entity whose primary business is investing in securities.

“Person” means an individual or corporation, partnership, trust, incorporated or
unincorporated association, joint venture, limited liability company, joint stock company,
government (or an agency or subdivision thereof) or other entity of any kind.

“Purchase Agreement” means, collectively, the Securities Purchase Agreement,
dated as of August 14, 2017 between the Company and the original Holder, as amended,
modified or supplemented from time to time in accordance with its terms.

“Securities Act” means the Securities Act of 1933, as amended, and the rules and
regulations promulgated thereunder.

“Trading Day” means a day on which the New York Stock Exchange is open for
business.

“Trading Market” means the following markets or exchanges on which the
Common Stock is listed or quoted for trading on the date in question: the NYSE
American, the Nasdaq Capital Market, the Nasdaq Global Market, the Nasdaq Global
Select Market, the New York Stock Exchange, the OTCQB or the OTCQX.

“Transaction Documents” shall have the meaning set forth in the Purchase
Agreement.
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“VWAP” means, for or as of any date, the dollar volume-weighted average price
for such security on the market or exchange on which the Common Stock is listed or
quoted for trading on the date in question during the period beginning at 9:30:01 a.m.,
New York time, and ending at 4:00:00 p.m., New York time, as reported by Bloomberg
through its “HP” function (set to weighted average) or, if the foregoing does not apply,
the dollar volume-weighted average price of such security in the over-the-counter market
on the electronic bulletin board for such security during the period beginning at 9:30:01
a.m., New York time, and ending at 4:00:00 p.m., New York time, as reported by
Bloomberg, or, if no dollar volume-weighted average price is reported for such security
by Bloomberg for such hours, the average of the highest closing bid price and the lowest
closing ask price of any of the market makers for such security as reported in the “pink
sheets” by OTC Markets Group Inc. (formerly Pink Sheets LLC).  If the VWAP cannot
be calculated for such security on such date on any of the foregoing bases, the VWAP of
such security on such date shall be the fair market value as mutually determined by the
Company and the Holder. All such determinations shall be appropriately adjusted for any
stock dividend, stock split, stock combination, recapitalization or other similar
transaction during such period.

Section 2.        Exercise.

a )         Exercise of Warrant.  Exercise of the purchase rights represented by this
Warrant may be made, in whole or in part, at any time or times on or after the Initial
Exercise Date and on or before the Termination Date by delivery to the Company (or
such other office or agency of the Company as it may designate by notice in writing to the
registered Holder at the address of the Holder appearing on the books of the Company) of
a duly executed facsimile copy of the Notice of Exercise Form annexed hereto; and,
within 3 Trading Days of the date said Notice of Exercise is delivered to the Company,
the Company shall have received  payment of the aggregate Exercise Price of the shares
thereby purchased by wire transfer or cashier’s check drawn on a United States bank.
 Notwithstanding anything herein to the contrary, the Holder shall not be required to
physically surrender this Warrant to the Company until the Holder has purchased all of
the Warrant Shares available hereunder and the Warrant has been exercised in full, in
which case, the Holder shall surrender this Warrant to the Company for cancellation
within 3 Trading Days of the date the final Notice of Exercise is delivered to the
Company.  Partial exercises of this Warrant resulting in purchases of a portion of the total
number of Warrant Shares available hereunder shall have the effect of lowering the
outstanding number of Warrant Shares purchasable hereunder in an amount equal to the
applicable number of Warrant Shares purchased.  The Holder and the Company shall
maintain records showing the number of Warrant Shares purchased and the date of such
purchases .  The Holder and any assignee, by acceptance of this Warrant,
acknowledge and agree that, by reason of the provisions of this paragraph, following
the purchase of a portion of the Warrant Shares hereunder, the number of Warrant
Shares available for purchase hereunder at any given time may be less than the
amount stated on the face hereof.
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b )         Exercise Price.  The exercise price per share of the Common Stock under
this Warrant shall be equal to $0.25, subject to adjustment hereunder (the “Exercise
Price”).

c)         Cashless Exercise.  Unless the Warrant Shares are duly registered pursuant
to an effective registration statement under the Securities Act, this Warrant may also be
exercised at any time after the Initial Exercise Date by means of a “cashless exercise” in
which the Holder shall be entitled to receive a certificate for the number of Warrant
Shares equal to the quotient obtained by dividing [(A-B) (X)] by (A), where:

 (A)  = the VWAP on the Trading Day immediately preceding the date of such
election;

   
 (B)  = the Exercise Price of this Warrant, as adjusted; and
   
 (X)  = the number of Warrant Shares issuable upon exercise of this Warrant in

accordance with the terms of this Warrant by means of a cash exercise
rather than a cashless exercise.

Notwithstanding anything herein to the contrary, on the Termination Date, this
Warrant shall be automatically exercised via cashless exercise pursuant to this Section
2(c).

d )         Exercise Limitations.  Holder shall not have the right to exercise any
portion of this Warrant, pursuant to Section 2 or otherwise, to the extent that after giving
effect to such issuance after exercise, the Holder (together with the Holder’s affiliates,
and any other person or entity acting as a group together with the Holder or any of the
Holder’s affiliates), would beneficially own in excess of the Beneficial Ownership
Limitation (as defined below). For purposes of the foregoing sentence, the number of
shares of Common Stock beneficially owned by the Holder and its Affiliates shall include
the number of shares of Common Stock issuable upon conversion of this Warrant with
respect to which such determination is being made, but shall exclude the number of
shares of Common Stock which are issuable upon (i) conversion of the remaining,
unconverted principal amount of this Warrant beneficially owned by the Holder or any of
its Affiliates and (ii) exercise or conversion of the unexercised or unconverted portion of
any other securities of the Company subject to a limitation on conversion or exercise
analogous to the limitation contained herein (including, without limitation, any other
Warrants) beneficially owned by the Holder or any of its Affiliates.  Except as set forth in
the preceding sentence, for purposes of this Section 2(d), beneficial ownership shall be
calculated in accordance with Section 13(d) of the Exchange Act and the rules and
regulations promulgated thereunder.  To the extent that the limitation contained in this
Section 2(d) applies, the determination of whether this Warrant is convertible (in relation
to other securities owned by the Holder together with any Affiliates) and of which
principal amount of this Warrant is convertible shall be in the sole discretion of the
Holder, and the submission of a Notice of Conversion shall be deemed to be the Holder’s
determination of whether this Warrant may be converted (in relation to other securities
owned by the Holder together with any Affiliates) and which principal amount of this
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Warrant is convertible, in each case subject to the Beneficial Ownership Limitation. To
ensure compliance with this restriction, the Holder will be deemed to represent to the
Company each time it delivers a Notice of Conversion that such Notice of Conversion has
not violated the restrictions set forth in this paragraph and the Company shall have no
obligation to verify or confirm the accuracy of such determination.  In addition, a
determination as to any group status as contemplated above shall be determined in
accordance with Section 13(d) of the Exchange Act and the rules and regulations
promulgated thereunder.  For purposes of this Section 2(d), in determining the number of
outstanding shares of Common Stock, the Holder may rely on the number of outstanding
shares of Common Stock as stated in the most recent of the following: (i) the Company’s
most recent periodic or annual report filed with the Commission, as the case may be, (ii)
a more recent public announcement by the Company, or (iii) a more recent written notice
by the Company or the Company’s transfer agent setting forth the number of shares of
Common Stock outstanding.  Upon the written or oral request of a Holder, the Company
shall within two Trading Days confirm orally and in writing to the Holder the number of
shares of Common Stock then outstanding.  In any case, the number of outstanding
shares of Common Stock shall be determined after giving effect to the conversion or
exercise of securities of the Company, including this Warrant, by the Holder or its
affiliates since the date as of which such number of outstanding shares of Common Stock
was reported. The “Beneficial Ownership Limitation” shall be 4.99% of the number of
shares of the Common Stock outstanding immediately after giving effect to the issuance
of shares of Common Stock issuable upon exercise of this Warrant held by the Holder.
 The Holder, upon not less than 61 days’ prior notice to the Company, may increase or
decrease the Beneficial Ownership Limitation provisions of this Section 2(d), provided
that the Beneficial Ownership Limitation in no event exceeds 4.99% of the number of
shares of the Common Stock outstanding immediately after giving effect to the issuance
of shares of Common Stock upon conversion of this Warrant held by the Holder and the
Beneficial Ownership Limitation provisions of this Section 2(d) shall continue to apply.
 Any such increase or decrease will not be effective until the 61st day after such notice is
delivered to the Company.  The Beneficial Ownership Limitation provisions of this
paragraph shall be construed and implemented in a manner otherwise than in strict
conformity with the terms of this Section 2(d) to correct this paragraph (or any portion
hereof) which may be defective or inconsistent with the intended Beneficial Ownership
Limitation contained herein or to make changes or supplements necessary or desirable to
properly give effect to such limitation. The limitations contained in this paragraph shall
apply to a successor holder of this Warrant.

e)         Mechanics of Exercise.

i .          Delivery of Certificates Upon Exercise.  Certificates for
shares purchased hereunder shall be transmitted by the Company’s
transfer agent (the “Transfer Agent”) to the Holder by crediting the
account of the Holder’s prime broker with the Depository Trust Company
through its Deposit Withdrawal Agent Commission (“DWAC”) system if
the Company is then a participant in such system and either (A) there is an
effective registration statement permitting the issuance of the Warrant
Shares to or resale of the Warrant Shares by the Holder or (B) the shares
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are eligible for resale without volume or manner-of-sale limitations
pursuant to Rule 144, and otherwise by physical delivery of certificates to
the address specified by the Holder in the Notice of Exercise within 4
Trading Days from the delivery to the Company of the Notice of Exercise
Form, surrender of this Warrant (if required) and payment of the aggregate
Exercise Price as set forth above, together with any letters, documents or
materials completed and signed by Holder as required by the Company’s
Transfer Agent or counsel necessary to cause the issuance of the
certificates to the Holder (the “Warrant Share Delivery Date”).  This
Warrant shall be deemed to have been exercised on the date the Exercise
Price is received by the Company.  The Warrant Shares shall be deemed to
have been issued, and Holder or any other person so designated to be
named therein shall be deemed to have become a holder of record of such
shares for all purposes, as of the date the Warrant has been exercised by
payment to the Company of the Exercise Price (or by cashless exercise, if
permitted) and all taxes required to be paid by the Holder, if any, pursuant
to Section 2(f)(vi) prior to the issuance of such shares, have been paid.  If
the Company fails for any reason to deliver to the Holder certificates
evidencing the Warrant Shares subject to a Notice of Exercise by the
Warrant Share Delivery Date, the Company shall pay to the Holder, in
cash, as liquidated damages and not as a penalty, for each $1,000 of
Warrant Shares subject to such exercise, $10 per Trading Day (increasing
to $20 per Trading Day on the seventh Trading Day after such liquidated
damages begin to accrue) for each Trading Day after such Warrant Share
Delivery Date until such certificates are delivered.

i i .         Delivery of New Warrants Upon Exercise.  If this Warrant
shall have been exercised in part, the Company shall, at the request of a
Holder and upon surrender of this Warrant certificate, at the time of
delivery of the certificate or certificates representing Warrant Shares,
deliver to Holder a new Warrant evidencing the rights of Holder to
purchase the unpurchased Warrant Shares called for by this Warrant,
which new Warrant shall in all other respects be identical with this
Warrant.

i i i .        Rescission Rights.  If the Company fails to cause the
Transfer Agent to transmit to the Holder a certificate or the certificates
representing the Warrant Shares pursuant to Section 2(f)(i) by the Warrant
Share Delivery Date, then, the Holder will have the right to rescind such
exercise.

i v .        Compensation for Buy-In on Failure to Timely Deliver
Certificates Upon Exercise.  In addition to any other rights available to the
Holder, if the Company fails for any reason to deliver to the Holder such
certificate or certificates by the Warrant Share Delivery Date, and if after
such Share Delivery Date the Holder is required by its brokerage firm to
purchase (in an open market transaction or otherwise), or the Holder’s
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brokerage firm otherwise purchases, shares of Common Stock to deliver in
satisfaction of a sale by the Holder of the Warrant Shares which the
Holder was entitled to receive upon the conversion relating to such Share
Delivery Date (a “Buy-In”), then the Company shall (A) pay in cash to the
Holder (in addition to any other remedies available to or elected by the
Holder) the amount by which (x) the Holder’s total purchase price
(including any brokerage commissions) for the Common Stock so
purchased exceeds (y) the product of (1) the aggregate number of shares
of Common Stock that the Holder was entitled to receive from the
conversion at issue multiplied by (2) the actual sale price at which the sell
order giving rise to such purchase obligation was executed (including any
brokerage commissions) and (B) at the option of the Holder, either reissue
(if surrendered) this Warrant in a principal amount equal to the principal
amount of the attempted conversion or deliver to the Holder the number of
shares of Common Stock that would have been issued if the Company had
timely complied with its delivery requirements under this Warrant.  For
example, if the Holder purchases Common Stock having a total purchase
price of $11,000 to cover a Buy-In with respect to an attempted exercise of
this Warrant with respect to which the actual sale price of the Warrant
Shares (including any brokerage commissions) giving rise to such
purchase obligation was a total of $10,000 under clause (A) of the
immediately preceding sentence, the Company shall be required to pay the
Holder $1,000.  The Holder shall provide the Company written notice
indicating the amounts payable to the Holder in respect of the Buy-In and,
upon request of the Company, evidence of the amount of such loss.
 Nothing herein shall limit a Holder’s right to pursue any other remedies
available to it hereunder, at law or in equity including, without limitation,
a decree of specific performance and/or injunctive relief with respect to
the Company’s failure to timely deliver certificates representing shares of
Common Stock upon conversion of this Warrant as required pursuant to
the terms hereof.

v.         No Fractional Shares or Scrip.  No fractional shares or scrip
representing fractional shares shall be issued upon the exercise of this
Warrant.  As to any fraction of a share which Holder would otherwise be
entitled to purchase upon such exercise, the Company shall, at its election,
either pay a cash adjustment in respect of such final fraction in an amount
equal to such fraction multiplied by the Exercise Price or round up to the
next whole share.

v i .        Charges, Taxes and Expenses.  Issuance of certificates for
Warrant Shares shall be made without charge to the Holder for any issue
or transfer tax or other incidental expense in respect of the issuance of
such certificate, all of which taxes and expenses shall be paid by the
Company, and such certificates shall be issued in the name of the Holder
or in such name or names as may be directed by the Holder; provided,
however, that in the event certificates for Warrant Shares are to be issued
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in a name other than the name of the Holder, this Warrant when
surrendered for exercise shall be accompanied by the Assignment Form
attached hereto duly executed by the Holder and the Company may
require, as a condition thereto, the payment of a sum sufficient to
reimburse it for any transfer tax incidental thereto.  The Company shall
pay all Transfer Agent fees required for same-day processing of any
Notice of Exercise.

v i i .       Closing of Books.  The Company will not close its
stockholder books or records in any manner which prevents the timely
exercise of this Warrant, pursuant to the terms hereof.

Section 3.        Certain Adjustments.

a )         Stock Dividends and Splits. If the Company, at any time while this
Warrant is outstanding: (i) pays a stock dividend or otherwise make a distribution or
distributions on shares of its Common Stock or any other equity or equity equivalent
securities payable in shares of Common Stock (which, for avoidance of doubt, shall not
include any shares of Common Stock issued by the Company upon exercise of this
Warrant or any other convertible securities of the Company), (ii) subdivides all
outstanding shares of Common Stock into a larger number of shares, (iii) combines
(including by way of reverse stock split) all outstanding shares of Common Stock into a
smaller number of shares or (iv) issues by reclassification of shares of the Common Stock
any shares of capital stock of the Company to all holders of Common Stock, then in each
case the Exercise Price shall be multiplied by a fraction of which the numerator shall be
the number of shares of Common Stock (excluding treasury shares, if any) outstanding
immediately before such event and of which the denominator shall be the number of
shares of Common Stock outstanding immediately after such event and the number of
shares issuable upon exercise of this Warrant shall be proportionately adjusted such that
the aggregate Exercise Price of this Warrant shall remain unchanged.  Any adjustment
made pursuant to this Section 3(a) shall become effective immediately after the record
date for the determination of stockholders entitled to receive such dividend or distribution
and shall become effective immediately after the effective date in the case of a
subdivision, combination or re-classification.

b )         Subsequent Equity Sales.  If, at any time while this Warrant is
outstanding,  the Company or any subsidiary, as applicable, sells or grants any option to
purchase or sells or grants any right to reprice, or otherwise disposes of or issues (or
announces any sale, grant or any option to purchase or other disposition), any Common
Stock or Common Stock Equivalents entitling any Person to acquire shares of Common
Stock at an effective price per share that is lower than the then Conversion Price (such
lower price, the “Base Conversion Price” and such issuances, collectively, a “Dilutive
Issuance”) (if the holder of the Common Stock or Common Stock Equivalents so issued
shall at any time, whether by operation of purchase price adjustments, reset provisions,
floating conversion, exercise or exchange prices or otherwise, or due to warrants, options
or rights per share which are issued in connection with such issuance, be entitled to
receive shares of Common Stock at an effective price per share that is lower than the
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Conversion Price, such issuance shall be deemed to have occurred for less than the
Conversion Price on such date of the Dilutive Issuance), then the Conversion Price shall
be reduced to equal the Base Conversion Price.  Such adjustment shall be made whenever
such Common Stock or Common Stock Equivalents are issued.  Notwithstanding the
foregoing, no adjustment will be made under this Section 3(b) in respect of an Exempt
Issuance.  The Company shall notify the Holder in writing, no later than the Trading Day
following the issuance of any Common Stock or Common Stock Equivalents subject to
this Section 3(b), indicating therein the applicable issuance price, or applicable reset
price, exchange price, conversion price and other pricing terms (such notice, the “Dilutive
Issuance Notice”).  For purposes of clarification, whether or not the Company provides a
Dilutive Issuance Notice pursuant to this Section 3(b), upon the occurrence of any
Dilutive Issuance, the Holder is entitled to receive a number of Conversion Shares based
upon the Base Conversion Price on or after the date of such Dilutive Issuance, regardless
of whether the Holder accurately refers to the Base Conversion Price in the Notice of
Conversion.

c )         Subsequent Rights Offerings.  In addition to any adjustments pursuant to
Section 3(a) above, if at any time the Company grants, issues or sells any Common Stock
Equivalents or rights to purchase stock, warrants, securities or other property pro rata to
the record holders of any class of shares of Common Stock (the “Purchase Rights”), then
the Holder will be entitled to acquire, upon the terms applicable to such Purchase Rights,
the aggregate Purchase Rights which the Holder could have acquired if the Holder had
held the number of shares of Common Stock acquirable upon complete conversion of this
Warrant (without regard to any limitations on exercise hereof, including without
limitation, the Beneficial Ownership Limitation) immediately before the date on which a
record is taken for the grant, issuance or sale of such Purchase Rights, or, if no such
record is taken, the date as of which the record holders of shares of Common Stock are to
be determined for the grant, issue or sale of such Purchase Rights (provided, however, to
the extent that the Holder’s right to participate in any such Purchase Right would result in
the Holder exceeding the Beneficial Ownership Limitation, then the Holder shall not be
entitled to participate in such Purchase Right to such extent (or beneficial ownership of
such shares of Common Stock as a result of such Purchase Right to such extent) and such
Purchase Right to such extent shall be held in abeyance for the Holder until such time, if
ever, as its right thereto would not result in the Holder exceeding the Beneficial
Ownership Limitation).

d )         Fundamental Transaction. If, at any time while this Warrant is
outstanding, (i) the Company effects any merger or consolidation of the Company with or
into another Person, (ii) the Company effects any sale of all or substantially all of its
assets in one or a series of related transactions, (iii) any tender offer or exchange offer
(whether by the Company or another Person) is completed pursuant to which holders of
Common Stock are permitted to tender or exchange their shares for other securities, cash
or property or (iv) the Company effects any reclassification of the Common Stock or any
compulsory share exchange pursuant to which the Common Stock is effectively
converted into or exchanged for other securities, cash or property (each “Fundamental
Transaction”), then, upon any subsequent exercise of this Warrant, the Holder shall have
the right to receive,
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for each Warrant Share that would have been issuable upon such exercise immediately
prior to the occurrence of such Fundamental Transaction, the number of shares of
Common Stock of the successor or acquiring corporation or of the Company, if it is the
surviving corporation, and any additional consideration (the “Alternate Consideration”)
receivable as a result of such merger, consolidation or disposition of assets by a holder of
the number of shares of Common Stock for which this Warrant is exercisable
immediately prior to such event. For purposes of any such exercise, the determination of
the Exercise Price shall be appropriately adjusted to apply to such Alternate
Consideration based on the amount of Alternate Consideration issuable in respect of one
share of Common Stock in such Fundamental Transaction, and the Company shall
apportion the Exercise Price among the Alternate Consideration in a reasonable manner
reflecting the relative value of any different components of the Alternate Consideration.
 If holders of Common Stock are given any choice as to the securities, cash or property to
be received in a Fundamental Transaction, then the Holder shall be given the same choice
as to the Alternate Consideration it receives upon any exercise of this Warrant following
such Fundamental Transaction.  To the extent necessary to effectuate the foregoing
provisions, any successor to the Company or surviving entity in such Fundamental
Transaction shall issue to the Holder a new warrant consistent with the foregoing
provisions and evidencing the Holder’s right to exercise such warrant into Alternate
Consideration. The terms of any agreement pursuant to which a Fundamental Transaction
is effected shall include terms requiring any such successor or surviving entity to comply
with the provisions of this Section 3(d) and insuring that this Warrant (or any such
replacement security) will be similarly adjusted upon any subsequent transaction
analogous to a Fundamental Transaction.  Notwithstanding anything to the contrary, in
the event of a Fundamental Transaction that is (1) an all cash transaction, (2) a “Rule 13e-
3 transaction” as defined in Rule 13e-3 under the Exchange Act, or (3) a Fundamental
Transaction involving a person or entity not traded on a national securities exchange, the
Nasdaq Global Select Market, the Nasdaq Global Market, or the Nasdaq Capital Market,
the Company or any successor entity shall pay at the Holder’s option, exercisable at any
time concurrently with or within 30 days after the consummation of the Fundamental
Transaction, an amount of cash equal to the value of this Warrant as determined in
accordance with the Black Scholes Option Pricing Model obtained from the “OV”
function on Bloomberg L.P. using (A) a price per share of Common Stock equal to the
VWAP of the Common Stock for the Trading Day immediately preceding the date of
consummation of the applicable  Fundamental Transaction, (B) a risk-free interest rate
corresponding to the U.S. Treasury rate for a 30 day period immediately prior to the
consummation of the applicable Fundamental Transaction, (C) an expected volatility
equal to the 100 day volatility obtained from the “HVT” function on Bloomberg L.P.
determined as of the Trading Day immediately following the public announcement of the
applicable Fundamental Transaction and (D) a remaining option time equal to the time
between the date of the public announcement of such transaction and the Termination
Date; provided that in each case where Bloomberg L.P. data is being relied upon, Holder
shall provide to the Company a copy of such information for the Company’s records.

e )         Calculations. All calculations under this Section 3 shall be made to the
nearest cent or the nearest 1/100th of a share, as the case may be. For purposes of this
Section 3,
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the number of shares of Common Stock deemed to be issued and outstanding as of a
given date shall be the sum of the number of shares of Common Stock (excluding
treasury shares, if any) issued and outstanding.

f)         Notice to Holder.  

i .          Adjustment to Exercise Price. Whenever the Exercise Price
is adjusted pursuant to any provision of this Section 3, the Company shall
promptly mail to the Holder a notice setting forth the Exercise Price after
such adjustment and setting forth a brief statement of the facts requiring
such adjustment.

i i .         Notice to Allow Exercise by Holder. If (A) the Company
shall declare a dividend (or any other distribution in whatever form) on the
Common Stock, (B) the Company shall declare a special nonrecurring
cash dividend on or a redemption of the Common Stock, (C) the Company
shall authorize the granting to all holders of the Common Stock rights or
warrants to subscribe for or purchase any shares of capital stock of any
class or of any rights, (D) the approval of any stockholders of the
Company shall be required in connection with any reclassification of the
Common Stock, any consolidation or merger to which the Company is a
party, any sale or transfer of all or substantially all of the assets of the
Company, of any compulsory share exchange whereby the Common Stock
is converted into other securities, cash or property, or (E) the Company
shall authorize the voluntary or involuntary dissolution, liquidation or
winding up of the affairs of the Company, then, in each case, the Company
shall cause to be mailed to the Holder at its last address as it shall appear
upon the Warrant Register of the Company, at least 20 calendar days prior
to the applicable record or effective date hereinafter specified, a notice
stating (x) the date on which a record is to be taken for the purpose of
such dividend, distribution, redemption, rights or warrants, or if a record is
not to be taken, the date as of which the holders of the Common Stock of
record to be entitled to such dividend, distributions, redemption, rights or
warrants are to be determined or (y) the date on which such
reclassification, consolidation, merger, sale, transfer or share exchange is
expected to become effective or close, and the date as of which it is
expected that holders of the Common Stock of record shall be entitled to
exchange their shares of the Common Stock for securities, cash or other
property deliverable upon such reclassification, consolidation, merger,
sale, transfer or share exchange; provided that the failure to mail such
notice or any defect therein or in the mailing thereof shall not affect the
validity of the corporate action required to be specified in such notice.  The
Holder is entitled to exercise this Warrant during the period commencing
on the date of such notice to the effective date of the event triggering such
notice.

Section 4.        Transfer of Warrant.
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a )         Transferability.  Subject to compliance with any applicable securities laws
and the conditions set forth in Section 4(d) herein and to the provisions of the Purchase
Agreement, this Warrant and all rights hereunder (including, without limitation, any
registration rights) are transferable, in whole or in part, upon surrender of this Warrant at
the principal office of the Company or its designated agent, together with a written
assignment of this Warrant substantially in the form attached hereto duly executed by the
Holder or its agent or attorney and funds sufficient to pay any transfer taxes payable upon
the making of such transfer.  Upon such surrender and, if required, such payment, the
Company shall execute and deliver a new Warrant or Warrants in the name of the
assignee or assignees, as applicable, and in the denomination or denominations specified
in such instrument of assignment, and shall issue to the assignor a new Warrant
evidencing the portion of this Warrant not so assigned, and this Warrant shall promptly be
cancelled.  The Warrant, if properly assigned, may be exercised by a new holder for the
purchase of Warrant Shares without having a new Warrant issued.  

b )         New Warrants. This Warrant may be divided or combined with other
Warrants upon presentation hereof at the aforesaid office of the Company, together with a
written notice specifying the names and denominations in which new Warrants are to be
issued, signed by the Holder or its agent or attorney.  Subject to compliance with Section
4(a), as to any transfer which may be involved in such division or combination, the
Company shall execute and deliver a new Warrant or Warrants in exchange for the
Warrant or Warrants to be divided or combined in accordance with such notice. All
Warrants issued on transfers or exchanges shall be dated the Initial Exercise Date and
shall be identical with this Warrant except as to the number of Warrant Shares issuable
pursuant thereto.

c )         Warrant Register. The Company shall register this Warrant, upon records
to be maintained by the Company for that purpose (the “Warrant Register”), in the name
of the record Holder hereof from time to time.  The Company may deem and treat the
registered Holder of this Warrant as the absolute owner hereof for the purpose of any
exercise hereof or any distribution to the Holder, and for all other purposes, absent actual
notice to the contrary.

d )         Transfer Restrictions. If, at the time of the surrender of this Warrant in
connection with any transfer of this Warrant, the transfer of this Warrant shall not be
either (i) registered pursuant to an effective registration statement under the Securities Act
and under applicable state securities or blue sky laws or (ii) eligible for resale without
volume or manner-of-sale restrictions pursuant to Rule 144, the Company may require, as
a condition of allowing such transfer, that the Holder or transferee of this Warrant, as the
case may be, comply with the provisions of the Purchase Agreement.

Section 5.        [Reserved].

Section 6.        Miscellaneous.
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a )         No Rights as Stockholder Until Exercise.  This Warrant does not entitle
the Holder to any voting rights or other rights as a stockholder of the Company prior to
the exercise hereof.

b )         Loss, Theft, Destruction or Mutilation of Warrant. The Company
covenants that upon receipt by the Company of evidence reasonably satisfactory to it of
the loss, theft, destruction or mutilation of this Warrant or any stock certificate relating to
the Warrant Shares, and in case of loss, theft or destruction, of indemnity or security
reasonably satisfactory to it (which, in the case of the Warrant, shall not include the
posting of any bond), and upon surrender and cancellation of such Warrant or stock
certificate, if mutilated, the Company will make and deliver a new Warrant or stock
certificate of like tenor and dated as of such cancellation, in lieu of such Warrant or stock
certificate.

c )         Saturdays, Sundays, Holidays, etc.  If the last or appointed day for the
taking of any action or the expiration of any right required or granted herein shall not be a
Business Day, then, such action may be taken or such right may be exercised on the next
succeeding Business Day.

d)         Authorized Shares.

The Company covenants that, during the period the Warrant is
outstanding, it will reserve from its authorized and unissued Common Stock one hundred
(100%) of the number of shares to provide for the issuance of the Warrant Shares upon
the exercise of any purchase rights under this Warrant. In case such amount of Common
Stock is insufficient at any time, the Company shall call and hold a special meeting to
increase the number of authorized common stock. Management of the Company shall
recommend to shareholders to vote in favor of increasing the number of authorized
common stock.

The Company further covenants that its issuance of this Warrant shall
constitute full authority to its officers who are charged with the duty of executing stock
certificates to execute and issue the necessary certificates for the Warrant Shares upon the
exercise of the purchase rights under this Warrant.  The Company will take all such
reasonable action as may be necessary to assure that such Warrant Shares may be issued
as provided herein without violation of any applicable law or regulation, or of any
requirements of the Trading Market upon which the Common Stock may be listed.  The
Company covenants that all Warrant Shares which may be issued upon the exercise of the
purchase rights represented by this Warrant will, upon exercise of the purchase rights
represented by this Warrant, be duly authorized, validly issued, fully paid and
nonassessable and free from all taxes, liens and charges created by the Company in
respect of the issue thereof (other than taxes in respect of any transfer occurring
contemporaneously with such issue).

Except and to the extent as waived or consented to by the Holder, the Company
shall not by any action, including, without limitation, amending its certificate of
incorporation or through any reorganization, transfer of assets, consolidation, merger,
dissolution, issue or sale of securities or any other voluntary action, avoid or seek to avoid
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the observance or performance of any of the terms of this Warrant, but will at all times in
good faith assist in the carrying out of all such terms and in the taking of all such actions
as may be necessary or appropriate to protect the rights of Holder as set forth in this
Warrant against impairment.  Without limiting the generality of the foregoing, the
Company will (i) not increase the par value of any Warrant Shares above the amount
payable therefor upon such exercise immediately prior to such increase in par value, (ii)
take all such action as may be necessary or appropriate in order that the Company may
validly and legally issue fully paid and nonassessable Warrant Shares upon the exercise
of this Warrant and (iii) use commercially reasonable efforts to obtain all such
authorizations, exemptions or consents from any public regulatory body having
jurisdiction thereof, as may be, necessary to enable the Company to perform its
obligations under this Warrant.

Before taking any action which would result in an adjustment in the number of
Warrant Shares for which this Warrant is exercisable or in the Exercise Price, the
Company shall obtain all such authorizations or exemptions thereof, or consents thereto,
as may be necessary from any public regulatory body or bodies having jurisdiction
thereof.

e )         Jurisdiction. All questions concerning the construction, validity,
enforcement and interpretation of this Warrant shall be determined in accordance with the
provisions of the Purchase Agreement.

f )         Restrictions.  The Holder acknowledges that the Warrant Shares acquired
upon the exercise of this Warrant, if not registered, will have restrictions upon resale
imposed by state and federal securities laws.

g )         Nonwaiver and Expenses.  No course of dealing or any delay or failure to
exercise any right hereunder on the part of Holder shall operate as a waiver of such right
or otherwise prejudice Holder’s rights, powers or remedies, notwithstanding the fact that
all rights hereunder terminate on the Termination Date.  If the Company willfully and
knowingly fails to comply with any provision of this Warrant, which results in any
material damages to the Holder, the Company shall pay to Holder such amounts as shall
be sufficient to cover any costs and expenses including, but not limited to, reasonable
attorneys’ fees, including those of appellate proceedings, incurred by Holder in collecting
any amounts due pursuant hereto or in otherwise enforcing any of its rights, powers or
remedies hereunder.

h )         Notices.  Any notice, request or other document required or permitted to
be given or delivered to the Holder by the Company shall be delivered in accordance with
the notice provisions of the Purchase Agreement.

i )         Limitation of Liability.  No provision hereof, in the absence of any
affirmative action by Holder to exercise this Warrant to purchase Warrant Shares, and no
enumeration herein of the rights or privileges of Holder, shall give rise to any liability of
Holder for the purchase price of any Common Stock or as a stockholder of the Company,
whether such liability is asserted by the Company or by creditors of the Company.
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j )         Remedies.  The Holder, in addition to being entitled to exercise all rights
granted by law, including recovery of damages, will be entitled to specific performance of
its rights under this Warrant.  The Company agrees that monetary damages would not be
adequate compensation for any loss incurred by reason of a breach by it of the provisions
of this Warrant and hereby agrees to waive and not to assert the defense in any action for
specific performance that a remedy at law would be adequate.

k )         Successors and Assigns.  Subject to applicable securities laws, this
Warrant and the rights and obligations evidenced hereby shall inure to the benefit of and
be binding upon the successors of the Company and the successors and permitted assigns
of Holder.  The provisions of this Warrant are intended to be for the benefit of all Holders
from time to time of this Warrant and shall be enforceable by the Holder or holder of
Warrant Shares.

l)         Amendment.  This Warrant may be modified or amended or the provisions
hereof waived with the written consent of the Company and Holders holding Warrants at
least equal to a majority of the Warrant Shares issuable upon exercise of all then
outstanding Warrants. In addition, the Company may decrease (but not increase) the
exercise price of this Warrant in its sole discretion.

m )         Severability.  Wherever possible, each provision of this Warrant shall be
interpreted in such manner as to be effective and valid under applicable law, but if any
provision of this Warrant shall be prohibited by or invalid under applicable law, such
provision shall be ineffective to the extent of such prohibition or invalidity, without
invalidating the remainder of such provisions or the remaining provisions of this Warrant.

n )         Headings.  The headings used in this Warrant are for the convenience of
reference only and shall not, for any purpose, be deemed a part of this Warrant.

********************
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IN WITNESS WHEREOF, the Company has caused this Warrant to be executed
by its officer thereunto duly authorized as of the date first above indicated.

VISUALANT, INCORPORATED

By:  /s/ Ronald P. Erickson
Name:  Ronald P. Erickson
Title:  Chief Executive Officer and President
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NOTICE OF EXERCISE

TO:       VISUALANT, INCORPORATED,

(1)       The undersigned hereby elects to purchase ________ Warrant Shares of
the Company pursuant to the terms of the attached Warrant (only if exercised in full), and
tenders herewith payment of the exercise price in full, together with all applicable transfer taxes,
if any.

(2)       Payment shall take the form of (check applicable box):

[  ] in lawful money of the United States; or

[ ] [if permitted] the cancellation of such number of Warrant Shares as is
necessary, in accordance with the formula set forth in subsection 2(c), to
exercise this Warrant with respect to the maximum number of Warrant
Shares purchasable pursuant to the cashless exercise procedure set forth in
subsection 2(c).

(3)       Please issue a certificate or certificates representing said Warrant Shares
in the name of the undersigned or in such other name as is specified below:

_______________________________

The Warrant Shares shall be delivered to the following DWAC Account Number or by physical
delivery of a certificate to:

_______________________________

_______________________________

_______________________________

(4)  Accredited Investor.  The undersigned is an “accredited investor” as defined
in Regulation D promulgated under the Securities Act of 1933, as amended.

[SIGNATURE OF HOLDER]

Name of Investing Entity: _______________________________________________________

Signature of Authorized Signatory of Investing Entity: _________________________________

Name of Authorized Signatory: ___________________________________________________

Title of Authorized Signatory: ____________________________________________________

Date: ________________________________________________________________________
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ASSIGNMENT FORM

(To assign the foregoing warrant, execute
this form and supply required information.

Do not use this form to exercise the warrant.)

FOR VALUE RECEIVED, [____] all of or [_______] shares of the foregoing
Warrant and all rights evidenced thereby are hereby assigned to

_______________________________________________ whose address is

_______________________________________________________________.

_______________________________________________________________

Dated:  ______________, _______

Holder’s Signature:    _____________________________

Holder’s Address:      _____________________________

_____________________________

Signature Guaranteed:  ___________________________________________

NOTE:  The signature to this Assignment Form must correspond with the name as it appears on
the face of the Warrant, without alteration or enlargement or any change whatsoever, and must
be guaranteed by a bank or trust company.  Officers of corporations and those acting in a
fiduciary or other representative capacity should file proper evidence of authority to assign the
foregoing Warrant.
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Exhibit 10.5

SUBORDINATION AGREEMENT

This Subordination Agreement (this “Agreement”) August 14, 2017, is between
J3E2A2Z LP, a Washington limited partnership (the “Subordinated Creditor”), and Clayton
Struve (“Senior Creditor”).

Recitals

A.        Visualant, Inc., a Nevada corporation (“Borrower”), has previously obtained
loans from Subordinated Creditor.

B.        Senior Creditor has previously provided loans to Borrower and has agreed to
provide an additional loan to Borrower in the amount of up to $1,000,000 (the “New Loan”).

C.        To induce Senior Creditor to extend the New Loan to Borrower and make further
extensions of credit to or for Borrower, or to purchase or extend credit pursuant to any
instrument or writing on which Borrower is liable or to grant renewals or extensions of any
loan, extension of credit, purchase, or other accommodation, Subordinated Creditor has agreed
to subordinate all of Borrower’s indebtedness and related obligations to Subordinated Creditor
with respect to such indebtedness, existing now or later, including but not limited to promissory
notes dated as of January 10, 2014, March 31, 2014, July 17, 2014, as each has been amended
from time to time (the “Subordinated Debt”), to all of Borrower’s indebtedness and obligations
to Senior Creditor (the “Senior Debt”) pursuant to a certain Securities Purchase Agreements
dated as of the date hereof between Borrower and Senior Creditor (the “Loan Agreement”).

THE PARTIES AGREE AS FOLLOWS:

1.  All Subordinated Debt payments are subordinated to Senior Creditor’s right to full
payment and performance of the Senior Debt and all of Borrower’s other obligations to Senior
Creditor existing now or later, together with collection costs of the Loan (as defined in the Loan
Agreement), including attorneys’ fees, and including any interest accruing after any bankruptcy,
reorganization or similar proceeding and all obligations under the Loan Agreement.

2.  Subordinated Creditor will not:

a)  demand or receive from Borrower (and Borrower will not pay) any part of the
Subordinated Debt, by payment, prepayment, or otherwise, which may now or hereafter be
owing by Borrower to either Subordinated Creditor, or
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b)  accelerate the Subordinated Debt, or begin to or participate in any action against
Borrower with respect to such Subordinated Debt, until all the Senior Debt is paid, or

c)  assign any of the Subordinated Debt or any collateral security therefore without
notice to or consent of Senior Creditor and unless assigned pursuant to an assignment made
expressly subject to this Agreement.

This does not prohibit each such Subordinated Creditor from converting any
Subordinated Debt into equity securities of Borrower or exercising any rights as a stockholder of
the Borrower.

3.  Subordinated Creditor must deliver to Senior Creditor in the form received (except
for endorsement or assignment by each Subordinated Creditor) any payment, distribution,
security or proceeds it receives on the Subordinated Debt other than according to this
Agreement.

4.  These provisions remain in full force and effect, despite Borrower’s insolvency,
reorganization or any case or proceeding under any bankruptcy or insolvency law, and Senior
Creditor’s claims against Borrower and Borrower’s estate will be fully paid before any payment
is made to any Subordinated Creditor with respect to the Subordinated Debt.

5.  Until the Senior Debt is paid, Subordinated Creditor irrevocably appoints Senior
Creditor as its attorney-in-fact, with power of attorney with power of substitution, in each such
Subordinated Creditor’s name or in Senior Creditor’s name, for Senior Creditor’s use and
benefit without notice to each such Subordinated Creditor, to do the following in any
bankruptcy, insolvency or similar proceeding involving Borrower:

a)  file any claims for the Subordinated Debt for Subordinated Creditor if such
Subordinated Creditor does not do so at least 30 days before the time to file claims expires, and

b)  accept or reject any plan of reorganization or arrangement for Subordinated
Creditor and vote Subordinated Creditor’s claims in respect of the Subordinated Debt in any
way it chooses.

6.  Subordinated Creditor will immediately put a legend on the Subordinated Debt
instruments that the instruments are subject to this Agreement.  No amendment of the
Subordinated Debt documents will modify this Agreement in any way that terminates or impairs
the subordination of the Subordinated Debt or the subordination of the security interest or lien
that Senior Creditor has in Borrower’s property.

7.  This Agreement shall be binding upon Subordinated Creditor, its successors or
assigns, and shall inure to the benefit of and be enforceable by each Senior Creditor and its
successors or assigns.

8.  This Agreement shall terminate upon the date on which the Senior Debt shall have
been paid in cash in full.
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9.  Senior Creditor may administer and manage its credit and other relationships with
Borrower in its own best interest, without notice or consent of either Subordinated Creditor. At
any time and from time to time, Senior Creditor may enter into any amendment or agreement
with Borrower as Senior Creditor may deem proper.

10.  All conditions, covenants, duties and obligations contained in this Agreement can be
waived only by written agreement. Forbearance or indulgence in any form or manner by a party
shall not be construed as a waiver, nor in any way limit the remedies available to that party.

11.  If one or more provisions of this Agreement are held to be unenforceable under
applicable law, such provision shall be excluded from this Agreement, and the balance of the
Agreement shall be interpreted as if such provision were so excluded, and shall be enforceable
in accordance with its terms.

13.  This Agreement may be executed in two or more counterparts, each of which is an
original and all of which together constitute one instrument.

14.  This Agreement shall be governed by and be construed in accordance with the laws
of the State of New York without regard to the conflicts of law rules of such state.  The parties
hereby irrevocably and unconditionally submit, for themselves and their property, to the
jurisdiction of the courts sitting in New York, New York (Manhattan) and any appellate court
from any thereof, in respect of actions brought against it in any action, suit or proceeding arising
out of or relating to this Agreement, or for recognition or enforcement of any judgment, and
each of the parties hereto hereby irrevocably and unconditionally agrees that all claims in
respect of any such action, suit or proceeding may be heard and determined in such courts. Each
of the parties hereto agrees that a final judgment in any such action, suit or proceeding shall be
conclusive and may be enforced in other jurisdictions by suit on the judgment or in any other
manner provided by law. Each of the parties hereto irrevocably and unconditionally waives, to
the fullest extent it may legally and effectively do so, any objection which it may now or
hereafter have to the laying of venue of any action, suit or proceeding arising out of or relating
to this Agreement in any court referred to above.  Each of the parties further hereby irrevocably
waives, to the fullest extent permitted by law, the defense of an inconvenient forum to the
maintenance of such action, suit proceeding in any such court and waives any other right to
which it may be entitled on account of its place of residence or domicile.  To the fullest extent
permitted by applicable law, the parties agree to bring all actions or proceedings regarding this
Agreement in the courts (Federal or State) of the State of New York located in the County of
New York, City of New York.

15. If there is an action to enforce the rights of a party under this Agreement, the party
prevailing will be entitled, in addition to other relief, all reasonable costs and expenses,
including reasonable attorneys’ fees, incurred in the action.

[Signatures on Following Page]
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IN WITNESS WHEREOF, the parties have caused this Agreement to be duly executed
as of the date first set forth above.

J3E2A2Z LP

By:  /s/ Ronald P. Erickson
Ronald P. Erickson,
Manager

/s/ Clayton Struve
Clayton Struve
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