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LINE OF CREDIT LEASEHOLD TRUST DEED WITH ASSIGNMENT OF
RENTS, SECURITY AGREEMENT AND FIXTURE FILING

THIS LINE OF CREDIT LEASEHOLD TRUST DEED WITH ASSIGNMENT OF RENTS, SECURITY
AGREEMENT AND FIXTURE FILING ("Trust Deed"), dated as of April 20, 1994, is
made by PAY LESS DRUG STORES NORTHWEST, INC., a Maryland corporation
("Trustor"), whose address is 9275 S.W. Peyton Lane, Wilsonville, Oregon
97070, Attention: Chief Financial Officer, in favor of FIRST AMERICAN TITLE
INSURANCE COMPANY OF OREGON, an Oregon corporation (the "Trustee'), and UNION
BANK OF SWITZERLAND ("UBS"), whose address is 229 Park Avenue, New York, New
York 10171, Attention: Justin S. Maccarone, individually and as agent for
Bankers Trust Company, Citicorp USA, Inc. and the other "Lenders," "Hedge
Banks" and "Issuing Banks" (as defined in the Credit Agreement described below
and collectively referred to herein as the "Lenders") pursuant to that certain
Credit Agreement dated as of April 20, 1994 (such Credit Agreement, as it may
hereafter be amended, supplemented or otherwise modified from time to time,
being referred to herein as the "Credit Agreement") among (i) Thrifty Payless,
Inc., a California corporation (formerly known as Thrifty Holdings, Inc. and
referred to herein as the "Borrower"), (ii) Bankers Trust Company, Citicorp
USA, Inc. and UBS, as Managing Agents (in such capacities, the "Managing
Agents"), (iii) UBS, as Facilities Manager (in such capacity, the "Facilities
Manager"), and (iv) certain other Persons party thereto from time to time as
Lenders (UBS, individually and in its capacity as such agent hereunder, being
hereinafter referred to as "Beneficiary"). Capitalized terms used herein and
not otherwise defined are used within the meanings set forth in the Credit
Agreement, the provisions of which are incorporated herein by this reference.

MAXIMUM PRINCIPAL AMOUNT TO BE ADVANCED
UNDER THE CREDIT AGREEMENT: $600,000,000.

TERM OR MATURITY DATE OF CREDIT AGREEMENT: 7-1/2 YEARS.

PAYLESS STORERO. 130 2
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PRELIMINARY STATEMENTS. (1) Pursuant to the Credit Agreement and subject
to the terms and conditions therein set forth, the Lenders have agreed to
provide up to $600,000,000 in credit facilities to the Borrower, consisting of
(a) a 6 year $150,000,000 term Toan, (b) a 7-1/2 year $100,000,000 term loan,
(c) a 6 year 3250,000,000 revolving credit faclility (with a sublimit of
$50,000,000 for letters of credit), and (d) a separate 6 year $100,000,000
letter of credit facility. The interest rate and payments may be adjusted asc
provided in the Credit Agreement.

(2) In order to induce the Lenders to make Advances and to jissue Letters
of Credit pursuant to the terms and conditions of the Credit Agreement and to
enter into Hedge Agreements with the Borrower from time to time, Trustor and
certain other Loan Parties have executed a Subsidiary Guaranty in favor of the
Lenders, tne Managing Agents and the Facilities Manager, under the terms of
which Trustor and such other Loan Parties have quaranteed the payment and
performance by the Borrower of all present and future obligations of the
Borrower under the Credit Agreement and the other Loan Documents. AlT present
and future obligations of Trustor under the Subsidiary Guaranty and the other
Loan Documents are referred to herein as "Trustor's Obligations”.

(3) In order to secure Trustor's Obligations under the Guaranty and the

other Loan Documents, Trustor has agreed to execute and deljver to Beneficiary
this Trust Deed.

NOW, THEREFORE, in consideration of the premises and other good and

vatuable consideration, the receipt and sufficiency of which are hereby
acknowledged, Trustor hereby agrees as follows:

1.00 Grant in Trust and Security Aqreement. For valuable consideration,
Trustor irrevocably grants, transfers and assigns to Trustee, in trust, with
power of sale, for the benefit of Beneficiary, the following property (the
"Trust Estate”):

(a) the lease described in Exhibit "A" attached hereto and made a
part hereof, which covers the land described in Exhibit "B" attached hereto
and made a part hereof (the "tand’) and all buildings, structures and other
improvements now or in the future located on the Land and included as a
part of the premises demised under such lease {such buildings, structures
and other improvements, together with any other buildings, structures and
other improvements now or in the future located on the Land in which
Trustor now or in the future has or acquires any right, title or interest,
being collectively referred to herein as the "Improvements"), and any other
lease now or hereafter in effect under which Trustor is the leccee or
tenant of all or any portion of the {Land and the Improvements, in each case
as the same may from time to trime be supplemented, modified, amended,
renewed or extended (any and all such leases being referred to herein as
the “Lease", and the leasehold interest and al) rights of Trustor in, to or
under the Lease, including any Option as defined in § 1.00¢bY below, being
referred to herein as the “"Leasehold Estate™):

(b)> any existing or future option or other right of Trustor to
acquire all or any portion of the Land and the Improvements, whether
contained in the Lease or otherwise (the "Option™):




(c) all other present and future right, title and interest of
Trustor in and to the Land and the Improvements;

(d) all tenements, hereditaments, appurtenances, privileges and
other rights and interests now or in the future arising in respect of,
benefiting or otherwise relating to the Land, the Improvements, the
Leasehold Estate or any other present or future right, title or interest of
Trustor in and to the Land and the Improvements, including easements,
rights-of-way, development rights, mineral rights, water rights and water

stock (the "Appurtenances" and, together with the Land and the
Improvements, the "Real Property");

(e) subject to the assignment to Beneficiary set forth in § 3.10
below, all rents, issues, income, revenues, royalties and profits now or in
the future payable with respect to or otherwise derived from any present or
future right, title or interest of Trustor in and to (i) the Real Property,
(ii) the Leasehold Estate or (iii) the ownership, use, management,
operation, leasing or occupancy of the Real Property, in each case
including those past due and unpaid (the "Rents");

(f) all present and future right, title and interest of Trustor in
and to all inventory <(other than inventory held for sale), equipment,
fixtures and other goods (as such terms are defined in Article 9 of the New
York Uniform Commercial Code (the "UCC"), and whether existing now or in
the future) now or in the future located at, upon or about, or affixed or
attached to or installed in, the Real Property, or used or to be used in
connection with or otherwise relating to the Real Property or the
ownership, use, development, construction, maintenance, management,
operation, marketing, leasing or occupancy of the Real Property, including
furniture, furnishings, machinery, appliances, building materials and
supplies, generators, boilers, furnaces, water tanks, heating, ventilating,
refrigeration and air conditioning equipment and all other types of
tangible personal property of any kind or nature, and all accessories,
additions, attachments, parts, proceeds, products, repairs, replacements
and substitutions of or to any of such property (the "Equipment" and,
together with the Real Property, the "Property"); and

(g) all present and future right, title and interest of Trustor in
and to all general intangibles <(as defined in the UCCY and all other
agreements, rights (other than accounts as defined in the UCC) and written
materials (in each case whether existing now or in the future) now or in
the future arising in connection with, derived from or otherwise relating
to the Real Property or any other part of the Trust Estate or the
ownership, use, development, construction, maintenance, management,
operation, leasing, occupancy, sale or financing of the Real PFProperty or
any other part of the Trust Estate, including (i) to the extent that the
encumbrance thereof is permitted by applicable law, development agreements
and governmental permits, approvals, licenses, franchises, certificates and
other authorizations, (ii) improvement plans and specifications and
architectural drawings, (iii) agreements with contractors, subcontractors,
suppliers, architects, engineers, sales agents, leasing agents, consultants
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and property managers, (iv) warranties, guaranties, indemnities and
insurance policies (including insurance policies obtained in accordance
with the Credit Agreement), together with insurance payments and unearned
snsurance premiums, (V) claims, demands, awards, settlements and other
payments arising or resulting from oOr otherwise relating to any insurance
or any 10ss OY destruction of, injury oOr damage to, trespass on Or taking,
condemnation (or conveyance in lieu of condemnation) or public use of any
of the Property (including the Leasehold Estate of Trustor thereiny,
(vi) leases, rental agreements, license agreements, service and maintenance
agreements, purchase and sale agreements (other than purchase and sale
agreements relating to the sale of inventory by Trustor) and purchase
options, together with advance payments, security deposits and other
amounts paid to or deposited with Trustor under any such agreements, (vii)
reserves, deposits, prepayments, bonds, deferred payments, refunds
(including property tax refunds), rebates, reimbursements, discounts, cost
savings, €sCrow proceeds, sale proceeds and other rights to the payment of
money C(other than accounts as defined in the UCC), copyrights, Irade names,
rrademarks, goodwill and all other types of intangible personal property of
any kind or nature, and (viii) all supplements, modifications, amendments,
renewals. extensions, proceeds, replacements and substitutions of or to any
of such property (the "Intangibles" and, together with the Appurtenances,
the Leasehold Estate, the Option and the Rents, the "Rights").

Trustor further grants to Beneficiary, pursvant to the UCC, a security
interest in all present and future right, title and interest of Trustor in and

o

ro a)ll Equipment and Intangibles 1n which a security interest may be created

under the UCC (the “Persona} Property").

2 00 Qbligations Secured. This Trust ODeed is given for the purpose of
securing payment and performance of all of Trustor's Obligations now Or
hereafter existing under the Subsidiary Guaranty, this Trust Deed and the
other Loan Documents, whether direct oOr indirect, absolute or contingent,
including <a) Trustor's guarantee, under the terms of the Subsidiary Guaranty,
of the Borrower's obligation to pay, oOr to reimburse the Lenders for the
payment of, the principal of 311 Advances made by the Lenders from time to
rime under the Credit Agreement and the amount of all payments made by the
(enders from time to time onder Letters of Credit issued pursuant to the
Credit Agreement, together with interest thereon and all premiums, penalties,
fees, indemnifications, costs, expenses (including attorneys’ fees and
disbursements) and other amounts payable by the Borrower from time to time
undev the Credit Agreement, the Notes, the Bank Hedge Agreements Oy any of the
other Loan Documents, and (b)) all other amounts payable by Trustor from time
to time under the Subsidiary Guaranty, this Trust Deed or any of the other
Loan Documents, including all costs, fees and expenses of Beneficiary as
provided in § 3.13 below, in each case as such obligations of Trustor (or such
obligations of the Borrvowev) may be amended, supplemented, renewed, extended,
restated or otherwise modified from time to time, whether evidenced by new OV
additional instruments ov agreements Or resulting in a change in the interest
rate on any indebtedness OY otherwise (the "Secured Obligations").

1.00 Trustor's Covenants. To protect the security of this Trust Oeed,
Trustor hereby agrees as follows:
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as no Event of Default shall have occurreg and be contin
have the right to prosecute any such pr

3.03 Covenants Concerning the Qption  and Acquisition
Trustor agrees to 119 documents as Ben

Yy of executing or
recording any additional documents: however, that Trustor shall
forthwith execute, deliver and record, in form ang substance satisfactory to
Beneficiary, such amendments to thjs Trust Deed or such
documents as Beneficiary :hall deem nec Y Or appropriate to perfect the
Lien of this Trust Oeed on any interest of Trustor in the Real
Property. Unless Beneficiary otherwise consents, any acquisition of fee title
Oy other interest in the Real Property by Trustor, whether pursuant to the
Option or otherwise, esult in a merger of the lLeaseholq Estate with
such fee title or other interest. 1In the event that Trustor shall acquire any
such fee title or other Interest, i other interest shall
subject to the terms hereof and,

Beneficiary may, at its option, nd such fee titje
Or other interest to pe sofd s in connection with the
enforcement or foreclosure of thi

3.04 Maintenance of Trust Estate. Beneficiary otherwise consents

writing, Trustor shall vements and Equipment in good
condition and repair (ordina ted), and promptly and in a
9ood and workmanlike manner to be constructed by
Trustor on the Land, € any part of the Improvements that may
be injured, damaged or » and repair, restore or replace any Equipment
that may be injured, destroyed or Jost Or that may be or become
obsolete, defective or worn out (except that Trustor shall not be required to
repair, restore or rep) 3
not reasonably necessar
Property by Trustor), i valid claims for
labor, service, equipment and material and any other costs incurred in
connection with any such action (any such repair, restoration or replacement
of all or any part of <the Property being referred to herein as 3
"Restoration”), (p) not remove, demol{sh Or materially alter any Improvements
(except in connection with the renovation of such Improvements in the ordinary
course of business), (¢) not commit ov permit aly waste of any part of the
Property, (d) not permit or consent to any restriction that would prevent or
otherwise impair the use of the Real Property the conduct of Trustor's
business, (e) comply in all material respects with all Laws and other
requirements, and not commit or permit any material violation of any faws or
other requirements . whicl affect any part of the Trust Estate or require any
alterations or improvements to pe made to any part of the Property. (f) take
such action from time to time a- may be reasonably lécessary or appropriate to




protect the physical security of the Improvements and Equipment, (@) except as
otherwise permitted by the Credit Agreement, not part with possession of or
abandon any part of the Trust Estate or cause or permit any interest in any
part of the Trust Estate to be sold, transferred, Jeased, encumbered,
released, relinquished, terminated or otherwise disposed of (whether
voluntarily, or by operation of law or otherwise), (h) not permit this Trust
Deed to become a residential trust deed (as that term is defined in ORS
86.705¢(3)), and (1) take all other action which may be reasonably necessary or
appropriate to preserve, maintain and protect the Trust Estate, including,
unless otherwise permitted under Section 5.01(J) of the Credit Agreement, the

enforcement or performance of any rights or obligations of Trustor or any
conditions with respect to any Rights.

Without Tlimitation on the obligations of Trustor under the preceding
paragraph, in the event that (i) any portion of the Real Property fis damaged
or destroyed, or (ii) any part of the Real Property is condemned, seized or
appropriated by any governmental or quasi—governmenta] agency or authority (or
conveyed, with Beneficiary's consent, in lieu of any such action) and the
Restoration of the Real Property is not thereby rendered jmpossible,
impractical or uneconomical, and in either case under clause (i) or (ii) above
the cost of the Restoration of Trustor's interest in the Real Property or the
value of Trustor's interest in the Real Property taken (as the case may be),

in the good faith opinion of Trustor, is estimated to exceed $3,000,000, then
the following additional provisions shall apply:

(A) within 30 days (or such longer period as is reasonably
necessary) after the date of such injury, damage, destruction, loss or
other event, Trustor shall deliver to Beneficiary, in form and substance
reasonably satisfactory to Beneficiary: (1) a written plan for the
Restoration of Trustor's interest in the Real Property, including the
estimated cost of such Restoration and time of completion, (2) if requested
by Beneficiary, 2 copy of the plans and specifications for such
Restoration, and (3) such other documents, materials and information

relating to such Restoration as Beneficiary may reasonably request; and

(B) the Restoration of Trustor's interest in the Real Property shall
be conducted in accordance with such procedures and requirements as
Beneficiary may reasonably specify, and shall be in substantial conformity
with the plan referred to in paragraph (A) above and in compliance in all
material rvespects with all applicable Laws and other requirements.

3.05 Insurance, Condemnation and Damage Claims. Trustor shall maintain
fire and other insurance on the Property to the extent required by the Loan
Documents and the Lease. A1l of Trustor's right, title and interest in and to
the proceeds of any claim, demand, award, cettlement or other payment arising
or vesulting from ov otherwise relating to any such insuvance or any loss oOr
destruction of, injury or damage to, trespass on oOv taking, condemnation (or
conveyance in lieu of condemnation) or public use of any of the Property (a
"Damage Claim") are assigned and, subject to the vights of the lessor under
the Lease and any lienholder whose lien 1is suyperior to the Lease, shall be
payable and delivered to Beneficiary (any such proceeds of any Damage Claim
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3.11 Leases. (a) Trustor agrees that if Trustor shall hereafter enter
into any lease or sublease (a "Sublease") of any portion of the Real Property
(with Trustor as landlord, lessor or sublessor), such Sublease shall provide
that if Beneficiary or its designee or any other Person shall become the owner
of the Trust Estate or any part thereof (Beneficiary or any such other Person
that becomes the owner of the Trust Estate or any part thereof being referred
to herein as a "Successor") upon foreclosure of this Trust Deed or by deed in
lieu of foreclosure, the tenant thereunder will, at the election of the
Successor, attorn to the Successor as its landlord under such Sublease.
Unless and except to the extent provided in § 3.11(b) below, the Successor
shall not be obligated to accept the tenant under any such Sublease following
such acquisition of any part of the Trust Estate by the Successor.

(b) Notwithstanding the provisions of § 3.11¢a), if (i) Trustor shall
hereafter enter into a Sublease of all or any portion of the Trust Estate with
a bona fide third party on terms that are not less favorable to Trustor than
market terms and conditions as in the existence at the time such Sublease is
entered into, and (ii) such Sublease is not otherwise prohibited under the
terms of the Credit Agreement (any such Sublease complying with clauses (i)
and (i) being vreferred to herein as a "Qualifying Sublease"), then
Beneficiary will, upon delivery to Beneficiary of a copy of such Qualifying
Sublease, together with a written request for a Nondisturbance Agreement (as
hereinafter defined), deliver to the tenant a written agreement (a
"Nondisturbance Agreement"”) providing that so long as there shall not exist
any default on the part of the tenant under the Sublease, or any other event
that would permit the tenant’s leasehold interest under the Sublease to be
terminated, (A) the Sublease shall not be terminated as a result of any
foreclosure of this Trust Deed or any deed in lieu of foreclosure, (B) the
tenant's right to possession of the leased premises under the Sublease shall
not be disturbed as a result of the acquisition of any part of the Trust
Estate by any Successor pursuant to any such foreclosure or deed in lieu of
foreclosure, and (C) the Successor at any such foreclosure or deed in lieu of
foreclosure shall recognize and accept the tenant as a direct tenant under the
terms of the Sublease, in each case subject to the terms, requirements and
provisions of the Sublease and those set forth herein. Apything contained
herein to the contrary notwithstanding, Beneficiary shall not be required to
deliver a Nondisturbance Agreement to any tenant unless the tenant shall
execute and deliver to Beneficiary, in form and substance satisfactory to
Beneficiary, a separate agreement that provides (1) that the tenant shall, at
the election of any Successor following acquisition of any part of the Trust
Estate by such Successor pursuant to any foreclosure of this Trust Deed or by
deed in lieu of foreclosure, attorn to such Successor as its landlord under
the Sublease, (2) that such attornment shall be effective and self-operative
without notice and without execution of further agreements, (3) that upon
request by the Successor, the tenant shall promptly confirm such attornment in
writing and, if so requested by the Successor, the tenant shall enter into a
new lease with the Successor for the balance of the term of the Sublease and
on the same terms and conditions, and (4) that upon any such attornment, the
Sublease shall continue in full force and effect as a direct lease between the
Successor and such tenant upon all of the then executory terms of such
Sublease, except that such Successor shall not be (a) liable for any previous
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act, omission or negligence of Trustor under such Sublease, (b) subject to any
counterclaim, defense or offset which theretofore shal) have accrued to such
tenant against Trustor, (c) bound by any previous modification or amendment of
such Sublease or by any previous prepayment of more than one month's rent,
except any such modification or amendment which either has been approved in
writing by Beneficiary or does not cause such Sublease, as so modified or
amended, to cease to be a Qualifying Sublease, (d) liable for any security
deposited pursuant to such Sublease unless such security has actuvally been
delivered to the Successor, (e) obligated tc repair the Improvements or any
part thereof in the event of total or substantial damage or partia)l
condemnation, beyond such repair as can reasonably be accomplished from the
net proceeds of insurance or condemnation awards actually made avajlable to
the Successor, or (f) obligated to perform any landlord's work or other
alterations.

3.12 Default. Upon the occurrence and during the continuance of any Event
of Default: <(a) Trustor shall be in default under this Trust Deed, and upon
acceleration of the maturity of any Obligations of any Loan Party in
accordance with the terms of the Credit Agreement, all Secured Obligations
shal) immediately become due and payable without further notice to Trustor;
and (b) Beneficiary may, without notice to or demand upon Trustor, which are
expressly waived by Trustor (except for notices or demands otherwise required
by applicable laws to the extent not effectively waived by Trustor and any
notices or demands specified below), and without relteasing Trustor from any of
its obligations under the Loan Documents, exercise any one or more of the
following remedies as Beneficiary may determine:

(1) Beneficiary may, either directly or through an agent or
court-appointed receiver, and without regard to the adequacy of any
security for the Secured Obligations:

(A) enter, take possession of, manage, operate, protect,
preserve and maintain, and exercise any other rights of an owner of,
the Trust Estate, and use any other properties or facilities of
Trustor relating to the Trust Estate, all without payment of rent or
other compensation to Trustor;

(B) enter into such contracts and take such other action as
Beneficiary deems appropriate to complete all or any part of any
construction that may have been commenced by Trustor on the Land,
subject to such wmodifications and other changes in the plan of
development as Beneficiary may deem appropriate:

(C> make, cancel, enforce or modifv leases. obtain and evict
tenants, fix or modify vents and, in its own name or in the name of
Trustor, otherwise conduct any business of Trustor in relation to the
Trust Estate and deal with Trustor's creditors, debtors, tenants,
agents and employees and any other Person having any relationship
with Trustor in relation to the Trust Estate, and amend any contracts
between them, in any manner Beneficiary may determine;
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3.24 Rules cof Construction. For purposes of this Trust Deegd: (1) the word
“including" shall mean "including without Tim?tation", (i1) defined *orms
shall be equaliy applicable to the singular and rlural forms, and (iii) atl
existing and future exhibits to this Trust Deed are incorporated in this Trust
Deed by this veference.

3.25 ice. Trustor requests thai a copy of any notice of

default tice of sale be mailed to Trustor at Trustor's
address

"TRUSTOR"
PAY LESS DRUG STORES NORTHWEST, TNC.
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EXHIBIT ”"A"
TO TRUST DEED

DESCRIPTION OF LEASE

A leasehold estate created by that certain lease
dated June 28, 1979, originally between FREDERICK D. EHLERS
and HELEN ANN EHLERS, as tenants in common, as landlord, and
Trustor, as tenant, as such lease may have been amended,
supplemented or otherwise modified from time to time (the
"Subject Lease”). The Subject Lease is hereby incorporated
herein by this reference. The landlord's interest in the
Subject Lease was assigned by mesne assignments to SWAN LAKE
MOULDING COMPANY.

A memorandum of the Subject Lease was recorded on
September 27, 1979, as instrument no. 22863, in the official
records of Klamath County, Oregon.

The land referred to and covered by the Subject
Lease 1is located in the City of Klamath Falls, County of
Klamath, State of Oregon, the demised premises of which
include a portion of the improvements located on such land as
set forth in the Subject Lease, and the entire legal
description of which is set forth in Exhibit "B" attached
hereto and made a part hereof.

The name of a record owner of the Real Property 1is
SWAN LAKE MOULDING COMPANY.
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