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Accelerale [ndebledness. Lender may declara the cnlice Indeblednsss, including any prepaymant penally which Graniar would ba mquired fo
pay, immedialedy dua and payable, withoul nolice of any kind to Granlor,

Assemble Caliateral, Lender may require Granlor lo deliver lo Lander all or any porfion of the Collaleral and any and all corlificates of litle and
alher documaenis relaling ta the Colfaleral. Lander may require Grantor to assemble lhe Collaleral and maka it available to Lender at & placo to be
designaled by tender. Lender alsg shall have full pawer to enor upon the properly of Grantar lo take possossion of and remove tha Collateral. If
1ha Cofiateral contains other goads nol coverad by this Agreament at fhe lime of repossession, Granler agrads Lender may lake such olher gogds,
providod [hat Landor makes reasonable efforts ta relurn them to Grantor after repossession.

Seli the Collateral. Lender shall have full powar Lo sell, lease, transfor, or otherwisa deal wilh the Collaleral or proceods thereaf in Lendar's own
name or thal of Grantor. Lendar may seil the Collateral st pubdic auction or private sale. Lnlass tha Cobaleral threalans o decling speadily In
valug or is of a lypo cuslomarily sold on a recognized madkol, Lender will give Granlor, and othes persons as required by law, reasonabla aotice of
tha lime and piace of any public sale, or Ihe time aftor which any private sale or any other disposilion of tha Collaleral is 1o be made. Howevar, ng
notica need ba provided la any person who, ailer Evenl of Defaull occurs, enters info and authenticales an agrsament waiving that parsan's figh!
to natificalion of salo. The requiremants of reasenable nolica shall be met if such nalice is given at leas! ten (10) days before lha ime of tha salc
or disposition. AF expanses relaling fo the disposifion of the Cellaleral, including wilhout imllalion Ihe expenses of rataking, halding, insuring,
praparing for salo and seling the Collateral, shall becoma a par! of tha Indeblednoss securad by this Agreement and shalf ha payahle on damand,
wilh interest al the Nole rale fram dale of expenditura unlb rapaid.

Appaint Receiver. Lender shall have the rght to hava a receivar appoinied to lake passession of all or any part of the Collataral, wilh tha power
1o profect and preservo the Callaleral, lo operale the Collatarat preceding foreclosura or sala, and lo collect the Renls Iram the Collaloral and agply
the proceeds, over and above The cost of the recelvership, against tha Indeblednass, The recciver may serve wilhout bond If parmitied by law.
Lendar's right Lo the appoiniment of a receiver shall exist whether or nol tha apparenl value of the Collateral cxceeds tha Indaeblednoss by a
subslantial amounl, Employmant by Lender shalf nol disqualify 8 person from sarving as a recelver,

Coltect Revenues, Apply Accaunts. Lender, eilhar iiseif or lhrough 4 receiver, may collsc! tho payments, rents, Inceme, and fevenues lram tho
Collaleval. {endar may al any time in Lender's discrelion lransfer any Cellalaral inte Lander's own name or thal of Lender’s sominee and roceive
lhe payments, reals, incoma, and revenues therefrom and hold the same as secuwrity for the Indebiedness o apply it 1o payment of the
Indebledness in such order of prefarence as Lender may determine. Insofar as the Collateral consists of acesunis, general Inlangiblys, lasurance
policies, instruments, challal paper, choses in aclion, or simiar property, Lendar may damand, collect, rocaipt for, settlc, compromise, adjusl, sua
far, foreclusa, or roaliza on the Collateral as Londer may delerming, whelhar or not indebtedness or Collatesal i then due. For thesa purposes,
Lendar may, on bohalf of and In tha name of Granlor, rocoive, opan and dispose of mail addressed to Grantor; changa any addross ta which mail
and payments are o ba senl; and endarse noles, chocks, drafts, monay orders, documenis of titie, Insirumentls and ilems pertalning lo paymen,
slilpment, or slorage of any Cellateral. Tao faciiiate colloclion, Lender may nolify account deblors and obligers on any Coltaloral 1o rgke payments

direclty lo Lendar.

Ottain Deficlency. If Lendar chaoses 1o sell any or all of the Collataral, Lendar may abtain a |udgmenl agalnst Grantor fer any daficiency
remaining on ihe indebladness dua 1o Lendar afler applicalion of all amounts recelved lrom the exercise of tha rfights provided in his Agreement,
Grantar shalt he liable for a deficiancy even it the transaclion daseribed in this subsection is a sale of accounis or chattel paper.

Other Rights and Remnedies. Lender shall have ait the rights and remodies of a secured cradilor under the provisions of the Uniform Commereial
Codo, as may bo amended kom Eme lo lime. in gddilion, Lendar shall hava and may cxerclse any or all sller rights and remedies it may have
avaitable al law, in equily, or otherwiso,

Election of Remedles, Excep! as may be prohibiled by applicabie law, ail of Lendars righls and remedies, whelher evidenced by this
Agreement, the Relatod Documonts, or by any olher wriling, shall be cumulaliva and may be exsrcised sinqulady or conctirrenlly. Election by
Lender lo purstia any remedy shail nal excludi pursuit of any other remedy, and an efection to maka axpenditures or 1o 1ake action 1o padform an
cbilgaion of Grantor under this Agracmenl, aflar Granlars failure o parform, shall nol affecl Lender's right io dectara a defaull and exercisa ils

remodies.
MISCELLANEOQUS PROVISIONS. The fallowing miscelianeous provisions are a par of this Agrooment:

Amendments. This Agreemant, logether wilh any Helaled Decumenls, conslilules the enfire underslanding and agreemcnt of tho parties as ta tha
maltars sel forlh in this Agreement. No giterafion of or amendmant lo ks Agroement shall be effactive unfess given in wriling and signod by the
parly or parllas soughl 1o bo charged or beund by lhe alteration or amendmant.

Expenses. If | endor institulas any suit or aglion 1o enforce any of tha lorms of this Agreament, Lender shall be entificd to recover such sum as the
courl may adjudge reasanabla, Whelher or nol any courl action is Involved, and [o ke exien! nol protubfled by law, all reasonabla expenses
Lender incurs thal in Lendar's apinion are ascessary at any lime for lhe profaclion of ils inlcres! o ihe enforcemanl of its righls shall becomo a part
of Ihe Indebicdness payable an demand and shall bear Infaces! af the Nole rata from lhe dala of the expenditure unlil eopald. Expensos covered
ly this paragraph Include, wilhout tirmitation, howewver subject 1o any limits under spplicable law, Londer's axpenses for bankrupley procoedings
{(including offorts to modily or vacata any aulomalic stay or injunction), appeals, and any anticipaled posi—judgment collecfion semvices, ta the
exdont parmilied by appiicable law. Grantar also will pay any courl cosls, in addifian o alf olher sums provided by law.

Caplion Headings. Caplion headings in his Agroemant are for convenlenca purposes only and are not to be used to Infarprel or defing the

provisians of lhis Agrecment.
Goveraing Law. This Agreemenl will be governed by, constried and enforced In accordance wilh redera) law and lhe laws of lhe
Commonweallh of Pennsyivania. This Agreement has been accepled by Lender In the Commenwealth of Pennsylvania,

Chaice of Venue. If lhore Is a tawsudl, Granlor agrees upan Lender's request (o submit ta tha jurisdiction of the caurls of Schuylkit County,

Cemmonweallh of Pennsylvania.

Mo Waiver by Lender. Lander shali not be deemad to have walved any righls under this Agreemant unless such walver is given in wiiling and
signed by Lender. No delay or omission o0 the parl of Londer ks exorcising any right shal operate as a walver of such right or any oihar righ!. A
waiver by Lender of a provision ol this Agreament shall not prejudice or conslifule a walver of Lender’s righl oiherwise to demand slrict
comphanca wilh thal provision or any olher provision of lhis Agreamanl. No prior walver by Lendar, nar any course of dealing bolween Lendar
and Granlar, chall conslilule a waiver of any of Lendar's righls or ol any of Granlor’s obligalions as 1o any fulure kansaclions, Whonover the
consend of Lendar is required under this Agrecemenl, the granting of such consanl by Lender in any Inslance shall nol constilds conlinuing
conseni 1o subsequent instances whera such consonl is required and in all cases such consent may be granied or wilhheld in the sole diserotion

of Londoer.

Notices. Unless olhcrwlse provided by applicable law, any nofico rerjuired 1o be given under this Agreement shall ba given in wriling, and shalt
ba effeclive when aclually defivered, when actually raceived by blefacslinflo {unfess olherwise raquired by faw), when depesiled wilh a natlonally
recognized overnight courier, or, if mailed, when depositad in tha Uniled Slalos mall, as fiest class, cerliied or rogisierad mail poslage prepald,
directed lo the addrosses shown naar the baginning of this Agreament.  Any parly may change Hs address lor nolices under this Agreemeni by

e e Al ——— . te—
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gving formal wriilon notice lo the olher parlies, specifying that lhe purpose of the nolice s ta change the party's address. For nolce purposes,
Grantor agress o keop Lendar informad al ait imes of Grantor's cumren! addrass. Unless otherwise providad by applicabla law, if thare is more

{kan ore Granlor, arty nolice given by Lender lo any Granler is deemed to be nolice givon lo sll Graniars.,

Addilional Authorizations. Granlor hereby sutharizas Lender, with full powar of subsltution, o execule in Grantor's name any documenls

nocossary fo pesfes!, amend, or te conlinue the secrily inferest granted in this Agreasmeni or o damand {erminalion of fiings of olher securod

parties and, wilhout further aulhorization from Granlor, fo file a carbion, phalographic ar olher reproduclion of any financing statcment or of lhis

Agresmanl for usa as a financing slatement.  Granlor will selmburso Lender for all expanses for the perfection and the confinuation of the

parfection of Lendar's security interest in the Calfateral, 11 1s underslood and agreed thal any exercisa of {his authorization by Lender shall be on

bahall ot Lendor and not on behalf of Grantar, Lendcr is not an agent or fiduciary of Grantor. Howevar, in cxercising tho authorizalion granted

hareby, Londer shall exercise reasonable caution and prudence and Lender shall keep full and acctirale record of all aclions, recelpls and

dsbursemants.

Severabillly, If a courl of compelenl jurisdiclion finds any pravision of this Agreement \o be illegal, invalid, or Uhenforceable as la any

drcumslance, thal finding shall not make the olfending provision illega), invalld, or unenforceabla as lo any other circumstanca. If feasltls, ho

offanding provision shall bo consldered modified se thal it becomes legal, valid and enforceable. [f the offending provision cannot be so madified,

I shall be cansldered delaled from fhis Agreement. Unless olherwise required by law, the illagalily, invalidity, or urenforcaabilily of any provision

of this Agroomeni shall nol affect the leqgalily, validity or enforccabilily of any olher provision of ihis Agreement. ‘

Successor interasts. The lerms of this Agreement shall be binding upon Grantor, and upon Granlor's heirs, paisonal represantalives,

sUtcassoes, and assigns, and shall be enforceable by Lender and ifs successors and assigns.

Survivat of Represenialions and Warranlies. Al represantalions, wasrantios, and agreaments made by Granidr In this Agreement shall sundva

tha oxocution and delivery of this Agracmenl, shall be gontinuing In natura, and shall rermain in full force and eflecl undil such time as Granlar's

Indebtednass shall ba pald in full.

‘Ime Is of ihe Essence. Tima is of the essence in the performanca of this Agreemen).

Waive Jury. All parties lo this Agreemenl hereby waive he right le any jury trial in any aclion, proceeding, or counlerclaim brought by

any party againsl any other party. {(nHial Here . %% 3
DEFINITIONS, Tha following capilalizad words and tarms shall hava the fellawing measings when used in Ihis Agreemenl. Unless spacilically stated
lo the conltrary, all refarcaces to dollar amatunls shall maan amounts in lawful menay of Ihe United Slales of America. Words and lerms used in tho
singular shall include the plural, and the plura! shall includa tha slngutar, as the ¢onlext may requira. Words and lerms not otherwisa defined |n this
Agreement shall have (he meanings aliribulod 1o tuch lerms in the Unilform Commarcial Coda:

Account. Tha ward "Account™ means a trade aceount, account receivable, ather receivable, or other rght to payment for goeds sold or sarvices

rendared owing to Grantar {or Lo a third party grantor accepiabia to Lender).

Agreemenl. Tho word "Agreement” moans this Cammerclal Securily Agreamenl, as this Commercial Securily Agreamen! may be amended or

maodified rom lime 1o line, logelher with all exhibits and schedulas allached to this Commescial Security Agreemant from Hima lo time,

Borrower. The word *Borrower” means Lealher U.8.A. LLC, and &ff olhar porsons and antities signing 1he Nole in whalever capseily.

Collaleral, The word "Collateral” means ali of Granlor's righl, lille and inierest In 2nd lo all the Collaleral as desgribed in the Collataral Desceplian

soclion of this Apreamant.

Defaull. The word "Defaull” means the Default gel forth in Ihis Agresment [n tha socfion titled "Dafaun”.

Environmenial Laws. Tho words "Eavironmental Laws™ mean any and el stato, federal and local slaiutes, regulalions and ordinances relating lo
lhe prolection of human haafih or the environimenl, including wilhout iimilalion tha Comprehensive Envireamantal Response, Cempensation, and
Liability Act of 1980, as amendad, 42 U.S.C. Saclion 9601, el seq. {"CERCLA", Ihe Suparfund Amendmanls and Aeauthorization Act of 1956, Pub.
L. No. 99439 ("SARA™, tho Hazardous Malarials Transportalion Acl, 49 U.5.C, Section 1801, el seq., tho Resource Conscrvalion and Rocovery
Act, 42 U.S.C. Section 6901, cl seq., or ather applicable stale o fadcral laws, rules, or regulations adopled pursuanl therelo.

Event of Default. Tho words "Event of Defauli™ mean any of the evonis of defaull sel forth In this Agreement in fhe defaull soclion of this
Agroament,

Granlor. The word "Granlor® maans Ledther U.SA, LLG.

Guarantor, The word “Guarankor® means any guaraniar, surely, or accommadation parly of any or all of tha Indebledness.

Guaranly. The wewd "Guaranty" moans the guaranly from Guaraniar 1o Lender, ingluding wilhout limilalion a guaranty of all of parl of tha Nale.
Jazardous Substances. The words "tlazardous Subslances™ mean malenals thal, becausse of their quantily, concenlralion ar physical. chamical
or infectious charactaristics, may cause or posa a preseni or palential hazard to human heatth or the environment when impropedy uscd, trealed,
slorcd, disposed ol, generaled, manufaciured, kansporled or olherwise handied. The words "Mazardous Subslancas” are used in their very

broades! sense and includa withgut imifation any and all hazgrdous or loxic subslances, malerisls or wasle as defined by or lisled undor the
Enviconmental Laws. The jarm "Hazardous Substances" also includes, withoul limitalian, paloloum and pelroleurm by-producls or any fraction

therenf and anbaslos.

Indabledness. The word “indablednass™ means tha indeblednass evidancad by lhe Nole or Relaled Documends, Including al princlpal and
interest logether with ail other indeblednass and casts and expansaes for which Grantor I$ respansible under this Agreemenl or under any ol
the Related Documants. The lians and security inleresis croated pursuan [ this Agreement covering lhe Indablodness which may ba erealed in

tho fulyre shall refale back 1o the dale of this Agreamenl.

Lender. The word Lendar" means Sovoraign SBank, ils successors and assigns. 4 Q,
1341

Nole, The word "Nole" means tho Nole execuled by Laather UL.SA. LLG in Iho principal amount of $500,000.00 daled
. fogother with all renewals of, extenstons of, modifications of, refinancings of, cansolidalions of, and Substitubions

for Ihe nole or efedil agraament.

Property. The word "Froparly” means all of Granlor's righl, Blla and Inleresl in and (o all tho Froperly as described in lha "Collaleral Doscriplion®
seclion af Ihic Agreamant.

felated Documents. The words "Relaled Cocumeants” mean all promdssory notes, credil agreemenls, loan agreemants, epviranmenlal
agreoments, guaranties, socurily agrcaments, morlgages, deeds of lrust, securly deeds, collalers! morlgagos, and &l offer instrumants,
agreemants and documents, whether now or haroaller exisling, execulad In conneclion with ihe Indobliedness.

GRANTOR HAS READ AND UNDERSTOOQOD ALL THE PAROVISIONS OF THIS COMMEACIAL SECURITY AGREEMENT AND AGREES TO ITS
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TERMS. THIS AGREEMENT IS PATED 4 141 071
THIS AGREEMENT 1S GIVEN LNDER SEAL AND IT IS INTENDED THAT THIS AGREEMENT IS AND SHALL CONSTITUTE AND HAVE THE
EFFECT OF A SEALED INSTRUMENT ACCORDING TO LAW.

GRANTOR:

e N (Seal)

SOVEREIGN BAN
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ATTORNEYS AT 1AW

George J. Shoop, Esquire
Direct Dial Number: 610.376.6651, ext, 244
E-mail: gshoop@barley.com

301 Washington Street

P.O. Box 942

Reading, PA 19603-0942

Tel 610.376.6651 Fax 610.376.5243
www barley.com

May 10, 2004

Certified Article Number
Certified Mail- Return Receipt Requested

7160 3903 984y 1090 L2L?
SENDERS RECORD

Leather US.A. LLC
480 West Fifth Street
Bloomsburg, PA 17815
Attn: Mr. Bruce Carmel

Re:  Sovereign Bank

Dear Mr. Carmel:

Please be advised that this office represents Sovereign Bank. It is my understanding that
Leather U.S.A. LLC entered into a demand loan (“Loan™) in the original principal sum of
$500,000.00 with the Bank, and executed certain loan documentation in support thereof.
Included in the loan documentation was a certain demand promissory note dated Apnl 24, 2002,

In accordance with the provisions of said loan documentation, Sovereign Bank is hereby
demanding that the entire balance of the Loan be immediately due and payable. As of May 3,
2004, the demanded balance is itemized as follows:

Loan # 51235120-42

Principal balance $500,000.00
Accrued and unpaid interest 687.50
(to and including 5/5/04)
Total

$500,687.50

Interest continues to accrue after May 5, 2004 at the rate of $62.50 per day.

Demand is hereby made upon Leather U.S.A. LLC to pay to Sovereign Bank the
aforesaid balance of $500,687.50, plus interest accruing after May 5, 2004, within twenty (20}
days of the date of this letter, and with a copy of this letter, demand for full payment is also being
made upon the sureties, Bruce Carmel and Sherry Carmel, individually. Absent payment in full,
as aforesaid, [ have been authorized to proceed to exercise such legal rights and remedies as are

Barley, Sniyder, Senft & Cohen, LLC
Reading - York - Lancaster » Harrisburg - Berwyn * Hanover « Chambersburg



Leather US A. LLC
- May 10, 2004
Page 2

appropriate to effectuate the rights of my client. Sovereign Bank reserves the right to exercise its
remedies prior to the expiration of the twenty (20) day period if it deems it prudent to protect its
interests in its collateral. The Borrower and the sureties will be responsible for all costs, fees,
and expenses associated with such exercise. Your actions should be governed accordingly.

GIS/dIs: 1271363 _1.00C
cc: Sovereign Bank, Attention, Rick Spinicei, V.P.
" Bruce Camnel, individually
Sherry Carmel, individually
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TO: Leather U.S.A. LLC
Attn: Mr. Bruce Carmel
480 West Fifth Street
Bloomsburg, PA 17815

SENDER: George J. Shoop. Esquire
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George J. Shoop, Esquire
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VERIFICATION

LRantn Sy

» hereby verify that [ am a
\Jkk’(—:‘ D\'LG‘ SIDENT of Sovercign Bank, the Plaintiff in the within

matler, that [ am authorized to execute this Verification on its behalf, and that the facts set forth

in the within Complaint are true and correct to the best of my knowl edge, infonmation and beliof

lunderstand that [alsc slatetnents herein are made subject to the penalties of 18 Pa. C.8. Scclion

4904 relating to unswom falsification (o authoritics,

Date: 1 ~ lG 4

1292533-)
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LeatherSource, Inc. Page 1 of 1

Tanners & Importers

Offering CUSTOM COWHIDE TANNING and STOCK PROGRAMS-
from Our Offices in:

Bloomsburg, Pennsylvania USA
Leon, Mexico
Santo Domingo, Dominican Republic
Shanghai, China

Please call our Sales Office at USA 570-387-1378
If you would like to receive swatches or samples sides

please call us at the above number or email us at leather@leathersource.com

http://www leathersource.com/ 7/7/2004
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COURT OF COMMON PLEAS OF
SOVEREIGN BANK, COLUMBIA COUNTY, PENNS YLVANIA

Plaintify
No. _ :
————

LEA’I'I‘IERSOURCE, INC,, and ACTION IN REPLEVIN
LEATHER 1.8.A, LILC,

———— 1

Y.

Defendants

N ey ..._._..,___._._—-—-..__,_.,___,

REPLEVIN BOND

Given by Savereign Bank, as Obligor, to the Commonwealth of I'ennsyivania, a5
Obligee. The Obligor is bourd unio the Obligee in tho sum of $100,000.00, for the payment of
which the Obligor binds itself and its successors and assigns,

The condition of this obligation is such that if the Obligor shall fail to maintain jts right to
Possession of certain Property pursuant to thas ecriain Writ of Seizyre bcforcjuclgment isstied in
the pending, above-captioned ¢jvil action, which Property is all of Defendant LeatherSource,
Ine.’s in veitory, chatie] paper, accounts, equipment and general intangibles and all of Leather
US A, LLC mventory and accounts, as averred in the underlying ¢ivi camplaini, and which
property is in the possession of Defendants LeatherSource, Ine, and Defendant Leather US.A.,
L1.C, Obligor shali Pay to the parly cntitled thereto the valtue of the property and aij lepal costs
and damages sustained by reason of the issuance of said Writ of Seizure before Judmnent in this

civil action,

1297582.1
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IN WITNESS WIIEREOF,
, 2004,

the Obligor has exceuted and delivered this Replevin Bond

zsy&x\zﬁ NBANK% ‘I ; \§

"Obligac"

AT
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VERINICATION

L_ Rdinpa 'TS@ LALCey
Mle. Paesioen

. hereby verify faat 1 am a

of Sovereign Bank, the Plaintiff ig the within
malier,

that I am anthorized to execute this Verification og its behalf, and that the facts sct forth
in the within Motion are lmac and correct to the begt of my knowledge, information and beljef. 1
understand that Giulse Statements herein are made subject to the penalties of 18P

a. C.S. Sectian

4904 relating to unsworn falsification to authorifies,

Duto: " 1f Bloey Qw‘a@l\‘h\ﬂ?

12025824

1b



BARLEY SNYDER Proth. & Cll:. ©F Sev. Courts

George J. Shoop, Esquire 2¢ Png
Shawn M, Lo]]g, Esquire My Come EK@ A‘.S-A— .{"C‘J}L@ﬁ’gc E&a 3008

Court 1.D. No. 25367
Court 1.D. No. 83774
501 Washington Street, P.O. Box 942

Reading, PA 19603 Attorneys for Plaintiff
(610) 376-6651 Sovereign Bank
SOVEREIGN BANK, COURT OF COMMON PLEAS QF
Plaintiff COLUMBIA COUNTY, PENNSYLVANIA
v. No._ £64% ~ Cv - 743
LEATHERSOURCE, INC., and
LEATHER U.S.A., LLC, ACTION IN REPLEVIN
Defendants

NOTICETODEFEND
Pursuant to PA RCP No. 1018.1

YOU HAVE BEEN SUED IN COURT. If you wish to defend against the claims set forth in the following
pages, you must take action within twenty (20} days after this Complaint and Notice arc served, by entering a
written appearance personally or by attomey and filing in writing with the Court your defenses or objcctions to the
claims set forth against you. You are warned that if you fail to do so the case may proceed without you and a
Judgment may be entcred against you by the Court without further notice to you for any money claimed in the
Complaint or for any other claim or relief requested by Plaintiff(s). You may lose moncy or property or other rights
important to you.

YOU SHOULD TAKE THIS PAPER TO YOUR LAWYER AT ONCE. IF YOU DO NOT HAVE A
LAWYER, GO TO OR TELEPHONE THE OFFICE SET FORTH BELOW. THIS OFFICE CAN PROVIDE YQU
WITH INFORMATION ABQUT HIRING A LAWYER.

IF YOU CANNOT AFFORD TO HIRE A LAWYER, THIS OFFICE MAY BE ABLE TO PROVIDE
YOU WITH INFORMATION ABOUT AGENCIES THAT MAY OFFER LEGAL SERVICES TO ELIGIBLE
PERSONS AT A REDUCED FEE OR NO FEE.

Susquehanna Valley Legal Services Pennsylvania Lawyer Referral Service
168 East Fifth Street Pennsylvania Bar Association
Bloomsburg, PA 17815 P.O. Box 186

(717) 784-8760 Harrisburg, PA 17108

(717} 692-7375

Effective September 1, 2003

1292533-1



BARLEY SNYDER

George J. Shoop, Esquire

Shawn M. Long, Esquire

Court 1.D. No. 25367

Court L.D. No. 83774

501 Washington Street, P.O. Box 942
Reading, PA 19603

(610) 376-6651

TR

“ne wont

ot

Attorneys for Plaintiff
Sovereign Bank

SOVEREIGN BANK, COURT OF COMMON PLEAS OF
Plaintiff | COLUMBIA COUNTY, PENNSYLVANIA
V. No.
LEATHERSOURCE, INC., and
LEATHER U.S.A.,LLC, ACTION IN REPLEVIN
Defendants
COMPLAINT

i. Plaintiff, Sovereign Bank (“Sovereign™), is a federal savings bank, with an

address of 601 Penn Street, Reading, Berks County, Pennsylvania.

2. Defendant, LeatherSource, Inc. (“LeatherSource™), is a Pennsylvania corporation,

with an address of 480 West Fifth Street, Bloomsburg, Columbia County, Pennsylvania.

3. Defendant, Leather US.A., LLC (“Leather U.S.A.”), is a Pennsylvania limited

liability company, with an address of 480 West Fifth Street, Bloomsburg, Columbia County,

Pennsylvania.

4. Both LeatherSource and Leather U.8.A. have a place of business at 480 West

Fifth Strect, Bloomsburg, Columbia County, Pennsylvania.

12925331



5. Both LeatherSource and Leather U.S.A. engage in the business of buying and
selling leather.

6. The President of both LeatherSource and Leather U.S.A. is Bruce Carmel.

7. LeatherSource executed and delivered to Sovereign a Promissory Note in favor of
Sovereign dated March 23, 2001 in the original principal amount of $750,000.00, a Promissory
Note Addendum One dated March 23, 2001, and a Note Modification Agrcement dated August
12, 2002 increasing the principal amount of such Promissory Note to $900,000.00 (collcctively,
the “LeatherSource Note™). A true and correct copy of the LeatherSource Note is atiached hereto
as Exhibit “A” and incorporated herein by reference.

8. Under the LeatherSource Note, the unpaid principal balance and all accrued
unpaid interest is payable immediately upon Sovereign’s demand.

9. All of LeatherSource’s indebtedness to Sovereign including, but not limited to,
the indebtedness under the LeatherSource Note is secured by a Commercial Security Agreement
(the “LeatherSource Security Agreement™) which grants Sovereign a security interest in all of
LeatherSource’s inventory, chattel paper, accounts, equipment and general intangibles (the
“LeatherSource Collateral”). A true and correct copy of the LeatherSource Security Agreement
s attached hereto as Exhibit “B” and incorporated herein by reference.

10. Sovereign’s perfected security interest in the LeatherSource Collateral is
evidenced by a U.C.C. filing with the Commonwealth of Pennsylvania, a copy of which is
attached hereto as Exhibit “C” and incorporated herein by reference.

11. By letter dated May 10, 2004, Sovereign demanded LeatherSource’s payment of

1292533-1



the entire balance of the LeatherSource Notc in the amount of $891,335.00, which included the
principal balance of $890,000.00 and accrued and unpaid interest of $1,335.00. A frue and
correct copy of Sovereign’s May 10, 2004 demand letter is attached hereto as Exhibit “D” and
incorporated herein by reference.

12. Despite Sovereign’s demand and despite the terms and conditions of the
LeatherSource Note, LeatherSource has failed to pay Sovereign the balance of the LeatherSource
Note.

13. The balance due and owing on the LeatherSource Note, as of J uly 1, 2004, is
$894,456.18, which includes a principal balance of $890,000.00 and accrued and unpaid interest
0f $4,456.18.

14. LeatherSource’s failure to pay Sovereign the balance of the LeatherSource Note
constitutes a default under the LeatherSource Note.

15, Asaresult of LeatherSource’s default under the LeatherSource Note, Sovereign is
entitled to immediate possession of the LeatherSource Collateral.

16.  Leather U.S.A. executed and delivered to Sovereign a Promissory Note in favor
of Sovereign dated April 24, 2002 in the original principal amount of $500,000.00 (the “Leather
U.S.A. Note”). A true and correct copy of the Leather U.S.A. Note is attached hereto as Exhibit
“E” and incorporated herein by reference.

17.  Under the Leather U.S.A. Note, the unpaid principal balance and all accrued

unpaid interest is payable immediately upon Sovereign’s demand.

18. All of Leather U.S.A’s indebtedness to Sovereign including, but not limited to,

1292533-1



the indebtedness under the Leather U.S.A. Note is secured by 2a Commercial Security Agreement
(the “Leather U.S.A. Security Agreement”) which grants Sovereign a security intercst in all of
Leather U.S.A’s inventory and accounts (the “Leather U.S.A. Collateral”). A true and correct
copy of the Leather U.S.A. Security Agreement is attached hereto as Exhibit “F” and
incorporated herein by reference.

19.  Sovereign’s perfected security interest in the Leather U.S.A. Collateral is
evidenced by a U.C.C. filing with the Commonwealth of Pennsylvania, a copy of which is
attached hereto as Exhibit “G” and incorporated herein by reference.

20. By letter dated May 10, 2004, Sovereign demanded Leather U.S.A’s payment of
the entire balance of the Leather U.S.A. Note in the amount of $500,687.50, which included the
princtpal balance of $500,000.00 and accrued and unpaid interest of $687.50. A true and correct
copy of Sovereign’s May 10, 2004 demand letter is attached hereto as Exhibit “H” and
incorporated herein by reference.

21. Despite Sovereign’s demand and despite the terms and conditions of the Teather
U.S.A. Note, Leather U.S.A. has failed to pay Sovercign the balance of the Leather U.S.A. Note.

22. The balance due and owing on the Leather U.S.A. Note, as of July 1, 2004, is
$502,440.97, which includes a principal balance of $500,000.00 and accrucd and unpaid interest
of $2,440.97.

23. Leather U.S.A.’s failure o pay Sovereign the balance of the Leather U.S.A. Notc

constitutcs a default under the Leather U.S.A. Note.

24. As a result of Leather U.S.A’s default under the Leather U.S.A. Note, Sovereign

12925331



is entitled to immediate possession of the Leather U.S.A. Collateral.

25. Upon information and belief, the present fair market wholesale value of the
LeatherSource Collateral and the Leather U.S.A. Collateral (collectively, the “Collateral”) is
approximately $50,000.00.

26.  Upon information and belief, LeatherSource and Leather U.S.A. have possession
and control of the Collateral at 480 West Fifth Street, Bloomsburg, Columbia County,
Pennsylvania.

WHEREFORE, Plaintiff, Sovereign Bank, demands judgment in replevin in its favor and
against Dcfendants, LeatherSource, Inc. and Leather U.S.A., LLC, for possession of the
Collateral, plus costs, special damages thereon in an amount to be determined, reasonable

attorneys’ fees, and such other relief as this Court deems just.

é}e’

péop, Esqulre
Sha . Long, Esquire

Attorneys for Plaintiff
501 Washington Stre:
Reading, PA 1960
(610) 376-6651
L.D. No. 25367
I.D. No. 83774

.O. Box 642

1292533-1
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. L N PROMISSORY NOTE

Borrowoer: LeatharSourca, Ing, {TiN: 23-2562502) Lender: Savereign Bank
480 West Fifth Streat Lewlsburg Office

Bloomsburg, PA 17815 239 Markef Slreg}
Lewisburg, PA 17837

- = e

3 S— i " S— —_—

Principal Amount: $750,000.00 Initial Rate: 8.500% Date of Note: March 23, 2001

FROMISE TO paY. LeatherSource, Ing. ("Borrower"} promises 1o P2y lo Sovereign Bani {"Lenderm), or order, {n lawfui meney of (he Unlied
States of Amerita, on demand, tha principal amount of Seven Hundred Fitty Thousand g 00/100 DoNars {$750,000,00) or so miuch 2s may he
autstanding, 1ogather with inlerest on {he unpafd otslanding principal balance of tach sdvance, [nterest shall be calculated from the date of
each advance unij| fepayment of each advance,
PAYMENT, Borrower Will pay this foan immediafely upon Lender's demand. In addilion, Borrower wii Pay regular monthly payments of aif
aceited unpald inlerest due gs of each paymeny dale, beginning April 23, 2001, with aj subseqitent interes| Paymentls to he due on the same
day of each monih afler thal. The annug interest rate far 1his Note is computad on o 305/360 basis; thal is, by applying the ratia of lhe annual intares)
falo over a year of 280 days, multiplied by ftha ouslanding principal balanca, mulliplled by tho aclual numbor of days the principal batance 5
oulstanding. Bormrower wil pay Londer at Lander's address shown above or at such olher place as Lendar oy designats in witting. Unless olherwiser
2greed or raguired by applizabie law, paymenls will be appled first lo accryed unpaid inlerest, then to principal, and 8ny ramaining amount 1 any
uapald collaction eosis and 151y charges.
" VARIABLE INTEREST RATE, The inlerest rate on this Nols is subjoc! lo change frpm tima 1o lima basod on changos in an index which iz Lander's
Prime Ralo {the “ndax"). This Is thg rale Lendar charges, or woyld charge, on 80-day tnsacured loans to the mosi gred; Iworthy comporale customars,
This ralo may or may nol be tha lowesl rala available from Lender g any given lime, Lender will tell Borrower he current index rate ypon Borrower's
réquost. Borrower undorsiands fhal Lender may make loans based on gthar rales as well. Tha inlerest rate change will noi OLCUr more offan than
each DAY, The Jndex cUrrently Is n.000% Per annum. The inleres! rate to be appited jo the unpald princlpal balance of this Note whi be at a
rale of o500 percenlage points over {he Index, fesulllng in an nitlal rale of 2.500% per annum. NOTICE: Undor no cireumstances witl 1o interast
rats on this Nale be mare than the maximum ralg ailowed by applicable faw.
PREPAYMENT. Bomowar may pay without penaily ail or a portion of the amount owed earlier than it | duc. Early payments will nat, unless ograed (o
by Lender in writlng, ralieve Borrewor ol Borrower's ebfigation 1o continue to make paymenis pf accrued unpaid inleresi, Ralhar, they wij rodeice thyg
principal balance dug,
LATE CHARGE. If 4 regularly scheduted interest paymont Is 10 days or more Iete, Borrower will be charged 5.000% of the unpald porlion of the
regularly scheduled paymen or $25,00, whichever Is grealer. i Landor dermancds payment of this loan, and Borrower doas not Pay the loan within
10 days afler Lender's demand, Barrower also will be charged either 5.000% of lhe unpaid portion of Ihe sum of the unpald prineipal plus -
fccrved unpald inleres) or 32500, whichever Ia greater,
DEFAULT. Borrawar will be in defaun i any of lhe folfowing happens: (a) Borrower falls to make ANy payment when dye, (b} Borrower breaks any

promice Berrowo
conlalnod in this Nole or an

LENDER'S RIGHTS. Upon dataull, Lender may, after giving such polices as raquired by applicable iaw, declara ihe enlire Unpaid principal balance on
lhis Mole and ajl accruyed unpald fntereslllmmed‘falaly duo, and then Borro-.yar will pay ihat ameunl. Upon defaun,‘ Including faijure 1o pay upen fingt

malurity, tendor, al jls oplion, may atso, jf rarmifted und

Lrohiblled by applicable iaw, Borrowar also wili paty any courf cosls, In addifien 1o gif other sums providaed by law, If Judgment is entered in connaction
i al the Interest rule applicably to this Notg gf 1he tima judgmany is ontsrad.

This Nole has been delivered lo Lender and accepted by Lender In jhe Cammonweatih of Fernsylvania. if thers Is & lawsuit, Horrower agreps
*pon Lender's requesi io stubimll to lha jurisdiclion el Ihe courls of Unign County, the Commonwealth of Pennsylvania, This Nole shall pe
moverned by and construed in accordance with ihe laws of he Commonweallh af Fennsylvania,

MIGHT OF SETOFF. Borower granls 1o Lender a ¢ontraciya) seeyrity inferesl In, gnd heraby assigns, conveys, delivers, Pledges, and fransfors la
tills and intarest n and 10, Borower's ascaunts With Lendar (whathar checking, savings, or $9omo other accouns, Inclding
q accounts hafd jointly with s0meona else and all aceounts Borrower may opon In the fulure, excluding however gl JRA and Keogh
macounls, and all irys Bcteunls for which tha grant of & securily Intarpst would be prohlbilnd by law. Borrowor aulharizes Lendor, o tha exlant
nermitled by applicable law, to charge or selolf gjf sums owing on Ihis Notg againsl any and all such accounls,

COLLATERAL., Thig Nele is socurad by UCC's flad wilh tho Secretary of Ihe Commaonwasllh of Pennsylvania and Prothanolary of Columbia Ca uniy
Clerk’s offica wilh a llen on businass assals of the Borowsr; Asslgnmant of Key-Man life insuranca VNAQ Bruce Carmel 140 $750,000.00; Persanal
guaranties of Bruce Carme! and Sherry Carmal; Cross—Colintaralized and Cross—Dataullod with existing Joans.

LINE OF cRrepiT, This Nolo ovidences 4 revalving line of credst, Advancas undar this Nota may ba roquastad orally by Horrower oy by an authorized
Parson. Lander may, but nead nol, roquire that all gral requests be confirmed in wriling, Al comm unicalions, Instructions, or directions by 1olephpne or
olherwiso ta | ender are to be diracted to Lendar's office shown ahgve, The lollowing parly or parties are aulhorized {o roquas advances undor the fing
of crodil unlil Lendar feceives from Borrowar g Lender's addross shown above wrilen natice of revocation of ihajr authorly: Brugn Carmel,
President, Borower agress lo be liable for all sumng ollher: {a) advanced in acgordarice wilh tho Instruclions of an aulhorzed persan or {D) credilad
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Undor {his Nole
THIS NOTE Ha

batance for thirly (30) consecuiive days durin
FINANCIALS. Borrower and Guarantar(s) agraa o

COVENANTS AND CONDITIONS,
(fess than 90 days past involco dale)

' Porrawer wil pravide a copy of their
o Horrowor will provide a copy of their
© Borowor wil Provids company prap
Borrowor will provide o aceounls rac
Bruca Carmel wilf provida the bank wi
uLa&thsﬁH&ﬂr,-&Swm—arevida-a-m
Briico and Sharry will provida a cu
Borrower shalt maintian g Dabt Se

GENERAL PROVISIONS, This Nole
righl 1o decigre payment of this Note

lo any of Borrowar's accolinls with Lender, Thg unpald pringlpal balanee
Nale or by Lender's infsrnal recards, Ineludi i

Borrower or any guaranlor is in defayit under tha terms of Ihis Nola
agreement mado in eonnaction with lho signi

seeks, clalms or olh
applied funds providod pursuant fo this Noio for Purposos other than those aiztherlzed by L

or any sgreament that Bomower or any guaranior has with Lendor, Including any

ng of {hic Nata; {b) Barrewer or any guaranfor congas doing busiiass or Js insalvenl; {c) any guaranior

or any ethor agraemant hotwean Lender and Barrower,

S AN ANNUAL. 30 DAY CON

them. Borrower and any other person who

paymant, protest and nofi

gns this Nolg,

- perfocl Lender's soe urily Inerest in the collateral; and ake any other action deemed noe
All sueh pariles aleg agras that Lender may modify i
“is mada. If any porlion o this Nota |5 for

Barrower wili
and 60% of inventory, Invanlory will exci

FYE sfalemants on o
Corporale federal Ing
arad financiaf stalements. QuariepL.y
olvable aging on a Qialerly basks,

ith $750M In lifte Insurance assignad lo tha Bank,
comatex-raturmon-an-annus-aasi

Y of tholr persanal incama lax refurn on an annual Lasls,

ce of dishanor. UUpon an

SECUTIVE CLEAN up PERIOD

9 each lwelve (12} mapth parlod
provida signad fnancia) slatements and tax rotums 0n an annual basls. Faiura 1o

evoke Such guaranior's Quarantoe of this Nota or any other laan with Landar; (d) Barrower has

ender; or (e) Lendar in good faith deems lisalf insecura

Itis & requiremant of the Note ihat Ihe Ling of Credil mainlains a zero

tollawing e closlng date.

relurns shall be eonsidared as a default of the Nole,

Pyt e tochecs -in
rret PFS and g cop
rvico Covarage Ratio of 1.20n.

's payable an demand, The inciusien of specille defaull provisions or fighls of Lendor shap not precludo Lendars
an s damand, Lendar may delay or forgo anforcing any of it rights or remedies undsr this Nola wilhout losing

provide a monthiy borrowing

[2s

base cerlificale with advances limited fo 80% of GQuahfled racsivabias
@ anything over 700 days oig,

"Compiled” basis on g ennual basis,
oms lax roturn on an an nual basis,

signs, guarantees or endorses this Nole, to {he extont allowed by law, walve Presoniment, demand for

-Nole,

SCONFESSION OF JUDGMENT., BORROWER HEREBY IRREVDCABLY AUTHCRIZES AND EMPOWERS ANY ATTORNEY OR THE PROTJ'IONOTAF{Y

i OR CLERK OF ANY COURT IN THE COMMONWEALTH OF PENNSYLVANM, R ELSEWHEHE. TO APPEAR AT ANY TIME FoR BORROWER AFTER
Y TEAM, CONFESS QR ENTER JUDGMENT AGAINST
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FRIOR TO SIGNING THIS NOTE, BORROWER READ AND UNDERSTOOD ALL THE FROVISIONS OF THiS NOTE, INCLUDING THE VARLABLE
INTEREST RATE PROVISIONS, BORROWER AGREES To THE TERMS OF THE NOTE AND ACKNOWLEDGES RECEIPT OF A COMPLETED

COPY DF THE NOTE,
THIS NOTE HAS BEEN SIGNED AND SEALED BY THE UNDERSIGNED.

BORROWER:

{ Corporate Seal )

/

Varkiila Agie. Lins of CrodiL LASCAPRO, Aeg U5 Far. & T.M. art, Vor. 2,200 ¢y Gongonlrex 20071 Alirighls rezerveg, [FA-D20F3.204 Pa.20a LEATHERLN C1.ovL]
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PROMISSORY NOTE
ADDENDUM ONE 0
SECTION T5C, 000 Lowe. ¢F CPedrT
DATRD 3-23-0) B6{"\
COLLATERAL

The last period * " js replaced with a semicalon (;) and the following text is added — or jn place of
the Key-Man life insurance policy, the Surety may assign a personal life insurance policy
VIN/O Bruce Carmel I/AJO $750,000.00,

SECTION

THIS NOTE HAS AN ANNUAL 30 DAY GLEAN Up PERIOD
This section is deleted in Its entirety,

SECTION

COVENANTS AND CONDITIONS

Sentence 4

Insert tha word “quarterly” between the words “Borrower will brovide™ and ‘company prepared
financial statements”.

Sentence 7

The sentence * Leather USA, LLC will provide copy of their federal income tax return on an
annual basis." is deleted in its entirety,

THIS ADDENDUM TO THE PROMISSORY NOTE HAS BEEN SIGNED AND SEALED BY THE
UNDERSIGNED

BORROWER:

{ Corporate Seal )

LENDER;
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NOTE MODIFICATION AGREEMENT

This Agrecmant mado this l'}"day of August, 2002 by and between LealherSource, Inc,, having
an address of 480 West Fifi, Street, Bloomsburg, PA 17815 (the “Borrower”) and Sovereign
Bank, having an address of 239 Market Street, Lewisburg, PA 17837 (the “Lender).

Whereas, on March 23, 2001, the Borrower ohtained from Ltender a Line of Credit
ovidenced by a Promissory Note in the Sum of Seven Hundred Fifty Thousand and 00/100 Dollars
(3750,000.00) (the “Original Amount”) bearing the same date {the “Note"). The Nole has a
maturity date dyc ang payable on Demand {the “Maturity Date™); and

Whereas, the outstanding principal balance on tha Notle as of August 7, 2002 is Seven
Hundred Fifty Thousand and 007100 Dollars ($750,000.00) {the “Outstanding Balance™); and

Whereas, it Is mutually beneficial and agreeable fo the Borrower and Lender that the
Note be modified.

Now Thercfare, in consideration of the mutyal benefits inuring to Borrower and Lender
and olher good and valuaplo consideration, ihe recaipt and sufficiency of which are hereby
acknowledged ang intending to he legally bound hereby, it is agreed ihat the Note is hereby

modified as described belaw.

1. Upon execution of thig agreement the amount of the Note shall be increased to
Nine Hundraag Thousand and 00/100 Dollars {$900,000.00).

3. All terms of the Note will continua 1o he fullty effective, except to the exient that
any of thom are expressly changed by this Agrecment. The undersigned hereby confirms ang
acknowledge that he has no defense, courtterclaim or sefoff which could effect the enfarceability
of the Note and all other Loan Documents and hereby reaffirm the validity of the Note and aif

other Loan Documents,

In Witness hereof, the parties hereto have hereunto set thajr hands and seat this Qday
of August, 2002

LENDER:

Soverelgn,Bank
By: %JW

Dennis Martz, Vice Prdsiderft
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LemherSource, Inc.
000051166010-18/34

ATTEST: BORROWER:

LoatherSourey, Inc.
By: é/ é/

Bruée Carmel, President

WITNESS BY ALL: %GUW

Bruce Carmel

iy o

Shorry’ Can‘neﬂ

SOVEREIGN BANK FAX NO. 5703273815 P.

10
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Y O COMMERCIAL SECURITY AGREEMENT

‘“L«g;qugyte 'ﬁ(?fﬂ‘(:&? in fal‘ﬁ
1108289007 :{ 1669007 st

uar doan or itam,

Borrower: LeatherSourcs, tne. (TIN: 23-2562902) Lender: Soveralgn Bank
480 Wesl Fifth Street Lewisburg Qifice
Bloomsburg, PA 17815 239 Marke| Sirect

Lewisburg, PA 17337

- T i e SR e =

“THIS COMMERCIAL SECURITY AGREEMENT Is enlered Inta belween LealherSource, Inc., (referred 1o below as "Granler'); angy Soverelgn
Bank {referrad 1o below ag * ender"}. Far valuahle conslderatian, Granlor granls 1o Lender a security Interest In [he Colialeral (o seoyre the
indebledness and agrees that Lender shall have the rights staled In {hig Agreement with respect o the Caltaleral, in addition to afl other
rights which Lender may hava by law,

DEFINITIONS. The follawing words shall have the following meanings when usad In this Agreoment, Terms nol otherwise definad in Ihis Agrecment
shail have {ha meanings allribuled to sych terms in the Uniform Commercial Code, Al references 1o dolar amounts shall moan amoaunls in lawht

money of the Unitad Slates of Ametica.
Agreement. The word "Agracment” means this Commercial Socurlly Agresment, as this Commercial Secuiily Agreement may be amonded or
modified from lime 1o Iima, lagelher wilh a1 exhibils and schodules allached to this Commercial Securily Agreement from time to time,
Colateral. The word "Collatoral' means the following describag propady of Granior, whelher now ownod or horaafler acquired, whather ngw
exisling or horeafler arising, and wherever localad:
Alt lnventary, chatiel Paper, accounls, equlpment ang general Intangibles
Cm addition, the word "Collaleral” includes gl the following, whelher now awnad or heragflar acqulred, whelher now existing or heragffer arlslng,
and wherever focalod:
{ay Al alfachmanis, accessions, aceassorios, loots, parts, supplies, Increases, and gddilians 1o and ay replacements of apg subslifulions for
any properly described abave,
(&) Al prodiscls snd produca of any of (ha property describsd in this Collaleral scctian,
{&) Al accounls, gonaral intanglbios, Instruments, ranls, maonies, paymonis, and afl other rights, arising out of & sale, loase, or giher
dispotilion of any af the properly dasacdibed in this Collataral section.
(d) Al proceeds {(nciuding Insurance Procesds) from the sala, desiruction, losz, or gthar disposilion of any of lha Proporly dascribed in thig
Collateral soetion,
(&) All recerds and tata ralaling to any of Ihe properly deseribad In this Collaterai section, whether in {ha form of g writing, photograph,
microfilm, microfiche, or elaclronic madia, logather with aif of Grantor's right, litle, and Interest In and 1o all compuler soflware fequirad to
ulilize, croale, mainlain, and process any such records or data an elecironic media,
Event of Defaull, The words "Bvan! of Dafaype mean end Include withoul limitafian any of the Events of Defsull sal forth bolow in the soction
fited "Evenls of Dty
Granlor. The word "Grantor® meang LeatherSourca, Inc., ibs succassors and assigns
Guarantor, Tha word "G Uaranior” moans and inclydes without Imitafion sach and all of tha guarantors, surelies, and accommodation pardios In
cannaclion with the Indek ladnesg,

indebtedness. The word "Indablednass® magns tha indeblodness evidanced by tha Nole, Including aft principat and inlerest, {ogether wilh all
other lndehlednass And cosls and expenses for which Granlor is rfasponsibie undar this Agrooment ar ynder any of the Fleiglad Docurnants, In
addllion, the word *indasb lcdness” inciudas alf athar obligallons, debls and liabllilles, plys intorest therean, of Granlor, or A0y ang or mare of
tham, 1o Lenaer, ag wall as &l claims by Lendor against Grantor, or any oane or moro of thom), whalher axisling now or taler; whethar ey arg
volunlary or involunlary, dus or nal duo, direct or indirast, absoluls or ningant, liquidaled or uniiquidaled; whaiher Granlor may ba fiabla
lndlvidually of joinfly wilh others; whether ranlor, surely, arcommaodation parly ar olherwise; whather recovery
upon stch Indeblednoss may ba or hargafte g ANy slalute of imilalions; ang whelher such Indabledness may bo or
hareafler may becoma olherwise unenforceahle. (i AR

Lender, The word "Lander” paans Sovareign Bank, jtg Sliccosshrs and assigns.

Nale. Tho ward “Noje” reans the nafo or credi| agreamant daled Mareh 28, 2001, in tha principal amount of $750,000.00 from LeatherSourco,
tne, o Laender, logsathor with all renowats of, exlensions of, modificallons of, fofinancings of, censolidations of and substitutions for the note or
tredit ogreemant,
Refaled Documents, Tha words "Rolaled Documents" moan and fnclude withoult timitation ali Promissory nofos, oredit Agroements, loan
agreemants, onviranmantal agreemenls, guaraniies, securily agreoments, marlgages, deads of rust, and afl offier instruments, agreements ang
decuments, whalker new or haraaftor exigling, execulad In connochian with [he Indsbladness,
RIGHT OF SETOFF, Granlor horaby granis Landar a cantraclug) securily Inferas! in and hareby assigns, convays, defivers, pledgas, and lransfars alf
of Grantor's rght, Title ang Interost In” ang to Grantor's accounts with Lender fwhather checking, savings, of sama olher account), including af
Bccounts held jointly with Tomonne elso and all dccounls Grastor maY opan In tha fulure, excluding, hawevar, gl IRA and Keogh accaunts, ang all
trust accounts far which the grant of g socurity Inlarest woudd be prohibilad by taw. Graniar autharizes Lender, o tha exlent permilled by applicabla
law, o charge or seloff al indebladness against any and aff such accounls,

Petfeclion of Socurily Inferest. Granlor agrees o executs such financing slatements and o lake whatover other aclions arg requested by
Lendor 1o portact and confinue Lenders sacurily intergst in the Collateral. Upon raquest of L.onder, Grantor will deliver to Lander any and ail of
the documents evidaneing or constiluting tha Collalera), and Granlor will nole Lander's inlerest ugon any and ell challe! paper i not dolivered to
Lendar tor possassion by Lendor. Granter hereby irevoenbly aulharizes Lender {¢ execuls any documents necessary o perfoet of lo gonlinge
the securly inlaras| granled in lhis Agreemeant. Londer may al any limo, and wilhout furlhor aulhorizatian from Granlor, filg 5 carbon,
pholographic or other feproduciion of any fingncing staloment or of this Agraomen! for Use as a financing slatemard, Grantor wii| roimbuse
Lender for o}t expanzes far the parfectlon and the eontinualien of the porfeclion of Lendei's sequrily inleres in fha Colialergl. Granlor Ptomptly
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Will nolify Lender befora any change in Graniors nzme Including any changa lo the gesymed busginess namas of Grantor. Thisis g conlinuing
Securily Agreement anid will conlinue In effecy even {hough all or any parf of (he Indeblednegs Is pald in fun and even though for 2

Period of fime Graptgr may nat be indehted 1o Lender.

No Violation, Tho oxgculfon and doli ing Grantor or {o which Granlor is
parly, and its carlifieato or arlicles of Ing rporaion and bylaws do not prohibit any lerm or condilion of this Agreoment,

Enforceabilily of Collateral. To ik exien! the Coliglarat conslsts of Accounts, challel paper, or genoral Inlangibies, iha Colfaleral s enforcoable
I accordanca wilh ils lerms, Is geniing, and complios with applicabla lows eonceming form, conlent and manner of preparalion and Cxecutian,
and all persans appeéaring lo bo obigated on (ha Collatsral havg authority and capacity {o conlract and are In fact chligated ag they appear to pg
on tha Coliataral. Al tho lime any accounf becosnes sublect o g securily Interest in favor of Londer, the account shall bo g goad and valid
accouni feprosanling an undispided, bona fige | j i
inslructions or therelcfore shipped or daltversd pursuant lo a contract of sdla, or for services tharelofore performed by Granlar with or for s
accoun! dobtor; ihers shap be no selofs or counlerglaims agqinst any such accoun! and no agreeme i

discounls may b
Location of the Collaleral, Granior, upen roquest of Landar, will dolivar ta Lender in form salisfactery to Lendar a schadula of real proparliag
and Coltaterai locallens ralaling to Granlor's oporalions, including wilhouf lIrmitation the following; {(2) all roal Proparly owned or belng purchaseq
by Grantor; (b) &it real Properly being rentod or leased by Granter (c) all staraga facilitios ownad, rented, lensed, or being used by Granlar; ane)
(d} aff other Properlies whare Coflalgral js or may bq localed, Exeept in (he erdinary course of itg business, Granlor shall nat romove the
Colateral fram jts axisling locafions wihaut ihe priar wrilton congant of Lander,

Removal of Collalerat. Grantor ghal) keep tho Coilateral (or to the oxlenl the Caltateral consisls of Intargibla properly such as aceounts, the
fecords concarning tha Collaterat) at Grantors address shown above, or ot such elher locafions as are gccoplsblo 1o Lendar, Except In the
ordinaiy caursa of ils businoss, Including tha sales of iventory, Granlor shall nol ramove the Colaleral lrom its existing locations wilhayt Ilva prior
wiillers consant of Lander, To tho axlem that the Collatorg] consisls of vehiclas, or other littad praoperty, Grantor shali not laka or permit any
aclion which woulg require application for ceriificatas of iiie for {ha vehicles ottsido the Com monwealth of Pennsytvania, wilhayt tha prior wrilten

consont of Londer,
Transaciions lnvolving Collateraf. Exzept for Invantory sald or aceaunis collecled [n the erdinary course of Granlorg business, Grantor shal
Aol sall, offer i sell, or otharwlse lransfer or disposa of tha Coilateral, While Grandor iz not in defzylt under thls Agreoment, Giarlor may sell
Invenlory, byl aftly in the ordfinary course of is business and anly lo buyers whao qualify as a buyer in the ordinary cqurse of business. A sata in
tha erdinary ¢oursa of Granter's business does nol Includa a fransfer in parlial er tofal satistaclion af & debl or any bulk safg, Granlor shall not
plodge, moy lgage, encumber or ethurwise parmil the Collaleral fo ba subjoct o any timn, securlly Interest, encumbrance, or ehargu, allor than tha
security Inlerost provided for in this Agreemont, wilhou! ho prior wiitten consent of Lendsr, Thig includes sacyrity inlerests evan if junios In right
to the soourily infarec)s granled under Ihig Agrcomant. Unless walved by Lender, all Proceods frarm any disposiion of the Collatera! (for whaleyar
reason} shall ba held in trast for Lender and shall nol ba commingled with any other funds; providad howaver, 1hls foquiramant shafi ot
constilulo consent by Lender to any sale or olher dispesition. Lipon recaipl, Granigr shafl Immedialoly dalivar 8Ny such proceeds to Lender,

Tille, Grantor represoms and warranls fo Landar that 1t holds good and markatable tille lo the Collateral, free ang cloar of aft fiens gnd
Sncumbrances exeapl for tha lign of this Agraamant, Ng financing statemont eovoiing any of lha Collzteral is on fila in any public office olher
than Ihezc which reflact tha security interost creatad by this Agreement or lo which Lendar has spacitically consanied, Grantor shall defoind
Lendar’s righls In (ha Collaters! agains! the clalms and demands of al olher persans,

Collateral Schedutes and Localions. As oflan as Lendar shall reqiive, and insofar as {hg Collatera! consists of accatints and genoral
Inlangibles, Granter shal deliver (o Lender schedulas of such Coliglera, including such Informalion as Lender MRY requilie, Ineluding wlihoy
imitallon namas and addresses of account deblars ang agings of accounis and generaf intangibles, Insofar a5 fhe Collateral gansists of
Inveniory and squipment, Grantor shall deliver ta Lender, as often ag Lendor shall raquire, syich lisis, descriplions, ang dasignations of such
Callaleral as Lendar may raquire lo identify the nalixe, axleni, and lacation of such Collaferal, Such informalion shall be submillod for Grantor

and aach of s subsidiarios or rolated companies.

Malntenance and laspeclion of Collaleral. Granlor shalf maintaln all langitde Collateras in good condillen and repait. Granlor will not Lommil
or pormit damaga to or doslruclion of the Coflateral or any part of tha Collaorg), Lender and jte dasignated represantalivas and agenis shall

afl cases |nvolving tha relurm, refeclion repossession, loss or damage of or o any Collgleral; of uny request for credit or adjuslmant or of any
ottier dispute gris M3 wilh rospect ta the Coliateral; and generally of all happenings and evenls affecting the Collateral or the value or the amount

of tha Collataral.

Taxes, Assessments and Llens. Granlar wil pay when due ajf laxes, assessmanls and liens upon tha Collzleral, Hs use or aperation, upon this
Agreament, upon any promissory nols er notes evidencing the Indeblodness, or Upan any of the other Helaled Documenls.  Granlgr may
withhold any such Payment or may olagl lo contest any lian ) Granlor is in good fsith condyeting an appropriale Proceeding {o coptes| (e
abfigation g Pay and sa long as Lender's In lerest in the Collaloral is not jsopardized in Lender's sole apinton, If tha Collaloral |5 subjected lo a
flary which is nol discharged within fiflesn (15) days, Grantor shall deposi with Lendsy ¢ash, 4 sufflclent corporale surely bond or plhor security
salislactory to Lendar In an arnoun! adaquala to pravida for tha discharge of Ihe lign plus any Interest, cosls, atternays’ fops or other chargos thg!
could geerua as a rosyl of foreciosura or saly of the Collalaral, in any canlest Granlor sha dafand itself ang Lendsr ang shalf satisfy any final
advorsa judgment befare enforcament &gaing! the Collglerat
furnished In the contast Proceodings.

Compilance With Governmenlal Requirements. Grantor shall comply prompily wilh all laws, crdinances, rulos ang regulalions of g
gavernmenial auttroriics, now op haraaftor In effact, appficable 1o Jha Gwnership, production, disposition, or usg of iha Callaleral, Grantgr may
tanlest in good faith any such law, ordinanea or regulation and withhold compillance during any procoeding, Including dppropriale appeats, so

tong sz Londer's irlaras| in the Collaleral, in Londer's opinien, is not Jecpardizad.

of any hazardous waslg or Subsldnca, as thosa torms arg definad in tha Comprehansive Environmantat Responsa, Compansalion, and Llabitity
i fls and Roaulhorizaijon Agt of 1986, Pub. L. No,

and astioslos. Tha reprasemialicns and Warranlies contiined hergin ara basad on Graplor's
hazardous wastes and subsiancos, Gramor heraby (1) raleasos and walves any fulure clalins agalnst Lander for indamnily or conlrulion in 1he
mas liablo for cleanup or olhar cog Is under any such laws, and (h) agroog fo Indemnify and hold harmiess Lendae agalngt

any and alt claims and fosges fesuiting from a breach ¢f ihis Provision of thiz Agraemanl. This obfigalion fo indemnlfy shall survive g paymenl



