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LLEASE OF RAILROAD EQUIPMENT ' i

LEASE OF RAILROAD EQUII’MENT dated ;15 of December
1975, between Chicago, Milwaukee, St. Paul & Pacific Railroad Company
(hercinafter called the “Lessee”), and Conncll Leasing, Inc. (the
“Lessor”). ‘

WHEREAS, the Lessor has entered into a conditional sale agreement
dated as of the date hereof (hereinafter called the *“Conditional Sale
Agreement”) with General Motors Corporation (hereinafter called the
“Builder”), wherein the Builder has agreed to construct, sell and deliver
to the Lessor the railroad equipment described in Schedule A hereto, a
copy of which agreement has been delivered to the Lessee;

WHEREAS, the Builder has assigned or will assign its interest in the
Conditional Sale Agreement to Girard Trust Bank as agent (hereinafter,
together with its successors and assigns, referred to as the “Agent”) pur-
suant to an agreement and assignment (hereinafter called the “Assign-
ment”) dated as of the date hereof, between the Builder and the Agent,
a copy of which has been delivered to the Lessor and the Lessee;

WHEREAS, the Lessee desires to lease all the units of said equipment, or |
such lesser number as are delivered and accepted by it on or before
December 31, 1975 (hereinafter being called individually a “Unit” and
collectively the “Units” or the “Equipment”), at the rentals and for the
terms and upon the conditions hereinafter provided;

WHEREAS, to induce the Lessor to purchase the Equipment and lease it
to the Lessee and to induce the Agent to acquire an interest in the Condi-
tional Sale Agreement, the Builder has guaranteed certain of the Lessee’s
obligations under this Lease pursuant to a guaranty agreement dated as of
the date hereof between the Builder, the Agent and the Lessee (the
“Guaranty Agreement”); and

WHEREAS, to induce the Builder to make the guarantees contained in
the Guaranty Agreement, the Lessee has agreed to pay quarterly premium
payments (the “Premium Payments”) to the Builder pursuant to the
Guaranty Agreement;

Now, THEREFORE, in consideration of the premises and of the rentals to
be paid and the covenants hereinafter mentioned to be kept and performed
by the Lessee, the Lessor hereby leases the Units to the Lessee and the
Lessee hereby hires the Units from the Lessor, upon the following terms
and conditions, but, upon default of the Lessee hereunder, subject to all
the rights and remedies of the Vendor under the Conditional Sale
Agreement:

§ 1. Financing. = This Lease provides for the lease by the Lessee from
the Lessor of the Units delivered to the Lessor prior to December 31, 1975,
such Units to be financed pursuant to a finance agreement among the
Agent and New England Mutual Life Insurance Company, Security Mu-

. tual Life Insurance Company of New York, Sun Life Assurance Company

of Canada, Dollar Savings Bank, Great American Insurance Company,
Royal Neighbors of America and Modern Woodmen of America (here-
inafter called the “Investors”) dated as of the date hereof,
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§ 2. Delivery and Acceptance of Units. The Lessor will cause each
Unit to be delivered to the Lessce at the Builder's ‘EMD Plant,
McCook, Hlinois. Upon such delivery, the Lessce will: cause an inspector
of the Lessce to inspect the same, and if such Unit is found to be accept-
able, to accept delivery of such Unit and execute and deliver to the Lessor
a certificate of acceptance and delivery (hereinafter called a “Certificate
of Dclivery™”), stating that such Unit has been inspected and accepted on
behalf of the Lessee on the date of such Certificate of Delivery and is
marked in accordance with §5 hereof, whereupon such Unit shall be
deemed to have been delivered to and accepted by the Lessce and shall be
subject thereafter to all the terms and conditions of this Lease.

\ § 3. Rentals.- The Lessee agrees to pay or cause to be paid to the

Lessor as rental for each Unit subject to this Lease (i) a payment on
January 15, 1976 in an amount equal to 3.0709% of the Purchase Price
(as defined in the Conditional Sale Agreement and hereinafter called the
“Purchase Price”) of each Unit settled for under the Conditional Sale
Agreement plus an amount equal to 0.03333% of the Purchase Price of
each Unit settled for under the Conditional Sale Agreement for each day
elapsed from and including the Closing Date (as said term is defined in -
the Conditional Sale Agreement) with respect to such Unit to and in-
cluding January 14, 1976, and (ii) 59 consecutive quarterly payments
payable January 15, April 15, July 15, October 15 in each year com-
mencing April 15, 1976, in an amount equal to 2.8166% of the Purchase
Price of each Unit subject to the Lease on each such date.

All payments provided for in this Lcase shall be made for the account
of the Lessor, in care of the Agent, at Broad and Chestnut Sts. Philadel-
phia, Pennsylvania in immediately available funds in Philadelphia; pro-
vided that after the Agent shall have notified the Lessee that the Condi-
tional Sale Indebtedness payable hereunder shall have been paid in full,
such payments shall be made directly to the Lessor.

This Lease is a net lease and the Lessee shall not be entitled to any
abatement of rent, reduction thereof or setoff against rent or any other
sums due or owing hereunder or payable by Lessee to any person here-
under, including, but not limited to, abatements, reductions or setoffs due
or alleged to be due by reason of any past, present or future claims of
the Lessee against the Lessor under this Lease or against the Builder or
any other person, provided that nothing herein shall be deemed to
impair the Lessee’s right to assert and sue upon such claims in separate
actions; nor, except as otherwise expressly provided herein, shall
this Lease terminate or the respective obligations of the Lessor or the
Lessee be otherwise affected by reason of any defect in or damage to or
loss of possession or loss of usc or destruction of all or any of the Units
from whatsoever cause, any liens, encumbrances or rights of others with
respect to any of the Units, the prohibition of or other restriction against
the Lessee’s use of all or any of the Units, the interference with such use
by any person or entity, the invalidity or unenforceability or lack of due
authorization of this Lease, any insolvency, bankruptcy, reorganization
or similar proceeding against the Lessce, or for any other causc whether
similur or dissimilar to the foregoing, uny present or future law to the
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contrary notwithstanding, it being the intcntion of the parties hereto that
the rents and othcr amounts payable by the Lessee hercunder shall con-
tinuc to be payable in all events in the manner and at the times herein
provided unless the obligation to pay the same shall be terminated pur-
suant to the cxpress provisions of this Lease. To the extent permitted by
applicable law, the Lessce hereby waives any and all rights which it may
now have or which at any time hereafter may be conferred upon it by
statutc or otherwise, to terminate, cancel, quit or surrender the lease of any
of the Units cxcept in accordance with the express terms hereof. Each
rental or other payment made by the Lessce hereunder shall be final and
the Lessec shall not seck to recover all or any part of such payment from
the Lessor for any reason whatsoever.

§ 4. Term of Lease. The term of this Lease as to each Unit shall
begin on the datc of the delivery to and acceptance by the Lessee of such
Unit and, subject to the provisions of §§ 7, 10 and 13 hereof, shall termi-
nate on January 14, 1991.

Notwithstanding anything to the contrary contained herein, all rights
and obligations under this Lease and in and to the Units, upon default
by the Lessee hereunder, are subject to the rights of the Vendor under the
Conditional Sale Agreement. If any event of default should occur under
the Conditional Sale Agreement, the Agent may terminate this Lease (or
rescind its termination), all as provided therein, unless the Lessee is not
in default under this Lease.

§ 5. Identification Marks. The Lessee will cause each Unit to be kept
numbered with the identifying number set forth in Schedule A hereto, or
in the case of any Unit not there listed such identifying number as shall
be set forth in any amendment or supplement hereto extending this Lease
to cover such Unit, and will keep and maintain, plainly, distinctly, per-
manently and conspicuously marked on both sides of each Unit, in letters not
less than one inch in height, the following: Connell Leasing, Inc.—
Owner/Lessor: Girard Trust Bank, as Agent—Security Owner”, or
other appropriate words designated by the Lessor, with appropriate
changes thereof and additions thereto as from time to time may be re-
quired by law in order to protect the Lessor’s title to and property interest
in such Units, the Agent’s Security Title (as defined in the Conditional
Sale Agreement) to such Unit and the rights of the Lessor under this
Lease and of the. Agent under the Conditional Sale Agreement. The
Lessce will not place any such Unit in operation or exercise any control
or dominion over the same until such words shall have been so marked
on both sides thereof and will replace promptly any such words which
may be removed, defaced or destroyed. The Lessce will not change the
identifying number of any Unit except in accordance with a statement of
new number or numbers to be substituted therefor, which statement pre-
viously shall have been filed with the Agent and the Lessor and filed,
recorded and deposited by the Lessce in all public offices where this
_ Lease and the Conditional Sale Agreement shal) have been filed, recorded
and deposited.

The Lessee, at its own expense, will make any changes in the identifi-
cation marks pursuant to the instructions of the Lessor to permit the
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Lessor to comply with the ﬁfth p'm\gr'lph of Aruclu 14 of the Condi-
tional Sale Agrcement. 5 :

Except as provided in the immediately preceding paragraph, the Lessee
will not allow the name of any person, association or corporation to be
placed on any Unit as & designation that might be interpreted as a claim
of ownership; provided, however, that the Lessec may allow the Units to
be lettered with the names or initials or other insignia customarily used
by the Lessee or its affiliates on railroad equipment uscd by them of the
same or a similar type for convenicnce of identification of thcxr rights to
use the Units as permitted under this Lease. :

§ 6. Taxes. All payments to be made by the Lessee hereunder will be
free of expense to the Lessor for collection or other charges and will be
free of expense to the Lessor with respect to the amount of any local,
state, federal, or foreign taxes (other than any United States federal in-
come tax payable by the Lessor in consequence of the receipt of payments
provided for herein and other than the aggregate of all state or city in-
come taxes or franchise taxes measured by net income based on such re-
ceipts, up to the amount of any such taxes which would be payable to the
state and city in which the Lessor has its principal place of business with-
out apportionment to any other state, except any such tax which is in sub-
stitution for or relieves the Lessee from the payment of taxes which it
would otherwise be obligated to pay or reimburse as herein provided)
or license fees, assessments, charges, fines and penalties (all such ex-
penses, taxes, license fees, assessments, charges, fines and penalties being
hereinafter called “Impositions™) hereinafter levied or imposed upon or in
connection with or measured by this Lease or any sale, rental, use, pay-
ment, shipment, delivery or transfer of title under the terms hereof or the
Conditional Sale Agreement, all of which Impositions the Lessce assumes
and agrees to pay on demand in addition to the payments to be made by it
provided for herein. The Lessee will also pay promptly all Impositions
which may be imposed upon any Unit or for the use or operation thercof
or upon the earnings arising therefrom (except as provided above) or
upon the Lessor solely by reason of its ownership thereof and will
keep at all times all and every part of such Unit free and clear of all
Impositions which might in any way affect the title of the Lessor or result
in a lien upon any such Unit; provided, however, that the Lessee shall be
under no obligation to pay any Imposition of any kind so long as it is
contesting in good faith and by appropriate legal proceedings such Imposi-
tton and the nonpayment thercof does not, in the opinion of the Lessor,
adversely affect the title, property or rights of the Lessor hereunder or
under the Conditional Sale Agrecment. If any Imposition shall have been
charged or levied against the Lessor dircctly and paid by the Lessor, the
Lessee shall rcimburse the Lessor on presentation of an invoice thercfor
if the Lessor shall have been legally liable with respect thercto (as evi-
denced by an opinion of counsel for the Lessor) or the Lessee shall have
approved the payment thereof.

In the event that the Lessor shall become dbligatcd to make any pay-
ment to the Builder or the Agent or otherwise pursuant to Article 6 of
the Conditional Sale Agreement not covered by the forcgoing paragraph
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of this § 6, the Lessce shall pay such additional amounts (which shall also
be dccmcd Impositions hercunder) to the Lessor as will enable the Lcsxm
to fulfill completely its obligations pursuant to said AHIL.IL 0.

In the event any reports with respect to Imposmon!s involving any Units
are required to be made, the Lessee will cither make such reports in such
manner as to show the interests of the Lessor and the Agent in such Units
or notify the Lessor and the Agent of such requircments and make such
reports in such manner as shall be satisfactory to the Lessor and the Agent.

In the event that, during the continuance of this Lease, the Lessee be-
comes liable for the payment or reimbursement of any Imposition, pursuant
to this § 6, such liability shall continue, notwithstanding the cxpiration of
this Lease, until all such Impositions are paid or reimbursed by the Lessee.

The amount which the Lessee shall be required to pay with respect to
any Imposition which is subject to indemnification under this §6 shall be
an amount sufficient to restore the Lessor to the same position, after con-
sidering the effect of the receipt of such indemnification by the Lessor
on its United States federal income taxes and state and city income taxes
or franchise taxes based on net income, that the Lessor would have been
in had such Imposition not been imposed.

§ 7. Payment for Casualty Occurrences. In the cvent that any Unit
shall be or become lost, stolen, destroyed, or, in the opinion of the Lessor
or the Lessee, irreparably damaged, from any cause whatsocver, or taken
or requisitioned by condemnation or otherwisc (such occurrences being
hereinafter called “Casualty Occurrences”™) during the term of this Lease,
the Lessee shall promptiy and fully notify the Lessor and the Agent with
respect thereto. On the rental payment date next succeeding the Casualty
Occurrence, the Lessee shall pay to the Lessor with respect to such Unit
the Casualty Value (as hereinafter defined) of such Unit as of the date
of such payment in accordance with Schedule T hereto. Upon the mak-
ing of such payment by the Lessec in respect of any Unit, the rental
for such Unit shall cease to accrue, the term of this Lease as to such Unit
‘shall terminate and the Lessee shall be vested with title to such Unit,
without further transfer or action on the part of the Lessor, except that
the Lessor, if requested by the Lessee, shall furnish a bill of sale or similar
instrument evidencing passage of title in recordable form. The Lessce, at
its own expense, will promptly furnish the Lessor a revised schedule of
payments of principal and interest thereafter to be made under the
Conditional Sale Agrcement, in such number of counterparts as the
Lessor may request, calculated as provided in Article 7 of the Conditional
Sale Agrecment. '

The Casualty Value of cach Unit as of any quarterly rental payment
date shall be that percentage of the Purchase Price of such Unit as is set
forth in Schedule | hereto opposite the number of such rental payment
date.

Except as hereinabove in this § 7 provided, the Lessee shall not be
released from its obligations hercunder in the event of, and shall bear
the risk of, any Casualty Occurrence to any Unit after delivery to and
acceptance thercof by the Lessee hercunder.
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The Lessce hereby assigns any and all rights to reccive payment in
settlement for destruction of any Unit by another carricr (hercinafter
called the “Scttlement”) to the Lessor. The Lessor hereby directs the
Lessce to collect and receive such Scttlement in trust for the benefit of
the Lessor, and, to the cxtent such Settlement does not exceed the pay-
ments due to the Lessor in vespect of a Casualty Occurrence of such Unit
or Units for which the Settlement is made, to pay promptly such Settle-
ment over to the Lessor. The Lessor agrees to apply such Scttlement, to
the extent reccived, towards the satisfaction of Lessee’s obligation to
make payment to the Lessor in respect of a Casualty Occurrence of the
Unit or Units for which Scttlement is made, and the Lessee shall be en-
titled to any excess of such Scttlement over such obligation. In the event
that the Lessor reccives any insurance procceds by reason of a Casualty
Occurrence, -it will credit such proceeds to the Lessce as a payment on
account of the Casualty Value of the Units which are the subject of such
Casualty Occurrence and, to the extent that the proceeds exceed said
Casualty Value to be paid by the Lessee, will remit same to the Lessee.
In the event the Lessor receives any condemnation award by reason of a
Casualty Occurrence, it will credit such award to the lecssee as payment
on account of the Casualty Value of the Units which are subject of such
Casualty Occurrence, and the Lessor shall be entitled 10 retain any excess
in the event the award exceeds said Casualty Value. .

§ 8. Annual Reports. On or before March 31 in each year, but in
case of financial statements as promptly thereafter as possible but not
later than April 30 in each such year, commencing March 31, 1977, the
Lessee will furnish to the Lessor and the Agent (a) an accurate state-
ment setting forth as at the preceding December 31 the amount, descrip-
tion and numbers of all Units then leased hereunder and covered by the
Conditional Sale Agreement, the amount, descrizion and numbers of all
Units that have suffered a Casualty Occurrence during the preceding cal-
endar year (or since the date of this Lease in the case of the first such
statement) and such other information regarding the condition and state
of repair of the Units as the Lessor or Agent may reasonably request, (b)
an accurate statement stating that, in the case of all Units repainted or
repaired during the period covered by such statement, the numbers and
the markings required by § 5 hereof and Article 9 of the Conditional Sale
Agreement have been preserved or replaced, (c) a consolidated annual
financial report of the Lessee prepared in accordance with generally
accepted accounting principles and audited by a recognized public ac-
counting firm, which shall include, without limitation, a statement of
income and retained ecarnings and a balance sheet, all in reasonable
detail and satisfactory in scope to the Lessor, (d) a certificate of an
officer of the Lessee describing any event during the preceding year which
constituted, or with the passage of time will constitute, an Event of De-
fault hercunder or, to the knowledge of the Lessce, an cvent of default
under the Conditionul Sale Agreement and, with respect to any event
which constituted, or with the passage of time will constitute, an Event
of Default, the actions taken, or scheduled to be taken, to correct such
event and remedy the Event of Default, and (¢) an opinion of counsel

for the Lessce that cither no additional filings of any nature arc required
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under any federal, state or local law with respect to perfection of title to
the Units in the Lessor and the Agents Sccurity Title (as defined in the
Conditional Sale Agrecment) or that all requisite filings, specifying sainc,
have been duly made and arc in full force and cffect. The Lessor and the
Agent shall have the right, by their agents, to inspect the Units and the
Lessee’s records with respect thereto at such reasonable times as the
Lessor or the Agent may request during the continuance of this Lease.

§ 9. Disclaimer of Warranties; Compliance with Laws and Rules; Main-
tenance; Indemnification. The Lessee takes cach Unit hercunder as is. The
Lessor makes no warranty or representation, cither express or implied, as
to the design or condition of, or as to the quality of the material, equip-
ment or workmanslhip in, the Units delivered {o the Lessee hereunder, and
the Lessor makes no warranty of merchantability or fitness of the Units
for any particular purpose or as to title to the Units or any component
thereof, it being agreed that all such risks, as between the Lessor and the
Lessee, are to be borne by the Lessee; and so long as an Event of Default
has not occurred and is continuing hereunder, the Lessor shall and does
hereby irrevocably appoint and constitute the Lessee its agent and at-
torney-in-fact during the term of this Lease to assert and enforce from
time to time, in the name of and for account of the Lessor and/or the
Lessee, as their interests may appear, at the Lessee’s sole cost and expense,
whatever claims and rights the Lessor may have under the provisions of
Article 13 of the Conditional Sale Agreement. The Lessee’s delivery of a
Certificate of Delivery shall be conclusive evidence as betwecn the Lessee
and the Lessor that all Units described therein arc in all the foregoing
respects satislactory to the Lessee, and the Lessee will not assert ary claim
of any nature whatsoever against the Lessor based on any of the foregoing
matters.

The Lessee agrees, for the benefit of the Lessor and the Agent, to com-
ply in all respects (including, without limitation, with respect to the use,
maintenance and operation of each Unit) with all laws of the jurisdictions
in which its operations involving thec Units may extend, with the inter-
change rules of the Association of American Railroads and with all lawful
rules of the Department of Transportation, the Interstate Commerce Com-
mission and any other legislative, executive, administrative or judicial
body exercising any power or jurisdiction over the Units, to the extent that
such laws and rules affcct the title, operation or use of the Units, and in
the event that such laws or rules require any alteration of any Unit, or in
the event that any equipment or appliance on any such Unit shall be re-
quired to be changed or replaced, or in the event that any additional or
other cquipment or appliance is required to be installed on any such Unit
in order to comply with such laws or rules, thc Lessece will make such
alterations, changes, replacements and additions at its own expense; pro-
vided, however, that the Lessce may, in good faith, contest the validity or
application of any such law or rule in any reasonable manner which docs
not, in the opinion of the Lessor or the Agent, adversely affect the property
or rights of the Lessor or the Agent under this Lease or under the Con-
ditional Sale Agreement.

The Lessec agrees that, at its own cost and expense, it will maintain and
kecp cach Unit in good order and repair,
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The Lessee shall make no improvements or additions to any Unit other
than thosc provided above and except communications, signal and auto-
matic control equipment or devices having a similar use which are owned
by the Lessec and readily removable without causing material damage to
the Units..

The Lessee agrees to defend, indemnify, protect and hold harmless the
Lessor and the Agent and their respective successors and assigns from and
against all losses, damages, injuries, liabilitics, claims, demands, costs,
charges and expenses whatsoever, regardless of the cause thereof, and
expenses in connection therewith, including, but not limited to, counsel
fees and expenses, royalty payments and cxpenses, patent liabilities, penal-
ties and interest arising out of or as the result of the entering into or the per-
formance of the Conditional Sale Agreement or tnis Lease, the ownership
of any Unit, the ordering, acquisition, use, operation, condition, purchase,
delivery, rejection, construction, storage or return of any Unit or any de-
sign, system, process, formula, combination, article or material used or
contained thercin or in the construction thereof or any accident in con-
nection with the operation, use, condition, possession, storage or return .
of any Unit resulting in damage to property or injury or death to any
person, whether as a result of negligence, the application of the laws of
strict liabilty, or otherwise except as otherwise provided in § 14 of this
Lease. The indemnities arising under this paragraph shall continue in
full force and effect notwithstanding the full payment of all obligations
under this Lease or the termination of this lease. The indemnities re-
quired to be paid by the Lessee under this paragraph shall be of an
amount sufficient to restore the Lessor to the same position, after con-
sidering the effect of the receipt of such indemnities by the Lessor on its
United States federal income taxes and state and city income taxes or
franchise taxes based on net income that the Lessor would have been in
had the indemnities not been required.

The Lessee agrees to prepare and deliver to the Lessor within a reason-
able time prior to the required date of filing (or, to the extent permissible,
file on behalf of the Lessor) any and all reports (other than income tax
returns) to be filed by the Lessor with any federal, state or other regulatory
authority by reason of the ownership by the Lessor or the Agent of the
Units or the leasing thereof to the Lessee.

§ 10. Default. If, during the continuance of this Lease, one or more
of the following events (each such event being hereinafter sometimes called
an “Bvent of Default”) shall occur and be continuing:

A. default shall be made in payment of any part of the rental pro-
vided in § 3 hereof, in the payment of Casualty Value under § 7 hereof,
in the payment of any increased rental or Casualty Valuc payments as
provided in § 17 hereof, or in the payment of any other monies here-
under, and such default shall continue for five days;

B. the Lessee shall make or permit any unauthorized assignment or
transfer of this Lease or of posscssion of the Units, or any thereof;

C. the insurance to be maintained by the Lessee under § 21 shall for
any reason not remain in full force and cffect as thercin provided unless
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comparable substitute insurance satisfactory to the Lessor and the Agent
shall be in force;

D. default shall be made in observance or performance of any
other of the covenants, conditions and agrecments on the part of the
Lesseo contained herein and such default shall continue for 30 days
after written notice from the Lessor to the Lessec specifying the default
and demanding that the same be remedied;

E. a petition for reorganization under Scction 77 of the Bankruptcy
Act as now constituted or as said Section 77 may be hereafter amended
shall be filed by or against the Lessee, and, unless such petition shall
have been dismissed, nullified, stayed or otherwise rendered ineffective
(but then only so long as such stay shall continue in force or such
ineffectiveness shall continue), all the assumed obligations of the Lessee
under this Lease shall not have been duly assumed in writing, pursuant
to a court order or decree, by a trustee or trustees appointed in such
proceedings in such manner that such obligations shall have the same
status as obligations incurred by such a trustee or trustees, within 30
days after such appointment (whether or not such appointment is sub-
ject to confirmation or ratification), if any, or 60 days after such petition
shall have been filed, whichever shall be earlier;

F. any proceedings shall be commenced by or against the Lessee
for any relief which includes, or might result in, modification of the
assumed obligations of the Lessee under this Lease under any bank-
ruptcy or insolvency law, or law relating to the relief of debtors, read-
justments of indebtedness, reorganizations, arrangements, compositions
or extensions, and, unless such proceedings shall have been dismissed,
nullified, stayed or otherwise rendered ineflective (but then only so long
as such stay shall continue in force or such ineflectiveness shall con-
tinue), all the obligations of the Lessee under this Lease shall not have
been duly assumed in writing, pursuant 1o a court order or decree, by a
trustee or trustees or receiver or receivers appointed for the Lessee or
for the property of the Lessee in connection with any such proceedings
in such manner that such obligations shall have the same status as
obligations incurred by such a trustee or trustees or receiver or receivers,
within 30 days after such appointment (whether or not such appoint-
ment is subject to confirmation or ratification), if any, or 60 days after
such proceedings shall have been commenced, whichever shall be earlier;
or

G. default shall be made in the payment of any premium payment
under Section 3 of the Guaranty Agrecement, and such default shall
continue for five days (provided that such a payment default shall not
constitute an Event of Default without the prior consent of the
Builder); :

then, in any such case, the Lessor at its option, may:

(a) proceed, by appropriate court action or actions ecither at law or
in equity, to enforce performance by the Lessce of the applicable cove-
nants of this Lease or to recover damages for the breach thereof, or

(b) by notice in writing 10 the Lessee (i) terminate this Lease, or
(ii) terminate the Lessec’s interest in the Equipment and the Lease
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through the exercisc of its rights undor § 11 hereof to obtain possession
of the Equipment from the Lessce and await the election of the Builder
on or before the Election Date as that term is defined in the Guaranty
Agreement with respect to the Lessor’s assignment and the Builder’s
assumption, effective as of the occurrence of the Event of Default, of all
of the Lessce’s obligations and interests under the Lease with the excep-
tion of any obligations which arise by rcason of events which have oc-
curred prior to the cffective date of such assignment to the Builder;
whereupon all rights of the Lessee to the usc of the Units shall abso-
lutely cease and terminate as though this Lease had never been made,
but the Lessce shall remain liable as hercinafter provided; and there-
upon the Lessor may by its agents enter upon the premiscs of the Lessee
or other premises where any of the Units may be and take possession of
all or any of such Units and thenceforth hold, possess, and cnjoy the
same free from any right of the Lessee, or its successors or assigns, to
use the Units for any purpose whatever. The Lessor shall, nonetheless,
have a right to recover from the Lessee any and all amounts which
under the terms of this Lease may be then due or which may have
accrued to the date of such termination (computing the rental for any
number of days less than a full rental period by multiplying the rental
for such full rental period by a fraction of which the numerator is such
number of days and the denominator is 90) and also to recover from
the Lessee as liquidated damages and not as a penalty (i) that per-
centage of the Purchase Price of the Equipment (as defined in the
Conditional Sale Agreement) as is set forth on Schedulc 1 hereto op-
posite the last quarterly period with respect to which the lease rental
was paid by the Lessee under this Lease, plus interest at the rate of
13% from the date of the Event of Defauit to the date of payment
thereof less (ii) the total net proceeds, if any, paid to Vendor and
Vendee as defined in the Conditional Sale Agreement following any
sale of the Equipment under the Conditional Sale Agreement or, if
there has been no sale, the fair market value of the Equipment on the
date of the Declaration of Default (as defincd in the Conditional Sale
Agrecment) said fair market valuc to be determined by agreement of
the partics, including any assignee of this Lease, or, in the cvent agree-
ment cannot be reached, in the same manner as set forth in § 13
hereof plus (iii) any expenses, including reasonable attorney’s fces, in
addition thereto which the Lessor shall have sustained by reason of the
breach of any covenant or covenants of this Lease other than for the
payment of rental; provided, however, that in the event that sale of the
Equipment is prevented by the order of a court of competent jurisdic-
tion or by any other governmental action, no reduction in the amount
owing shall. be made until such time as the Vendor as defined in the
Conditional Sale Agrecement reccives any “income or proceeds of the
Equipment” as that term is defined in the Conditional Sale Agreement.
The amount payable under (i) less (ii) shall be paid by the Lessee to
the Lessor within 30 days after the date on which such amount is agreed
“upon or determined hercunder und the amounts payable under (iii)
shall be payable promptly by the Lessee to the Lessor upon receipt of
invoice or invoices therefor.

The remedies in this Lease provided in favor of the Lessor shall not be
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deemed exclusive, but shall be cumulative, and shall be in addition to all

‘other remedies in its favor existing it law or in cquity. The Lessee hercby

waives any mandatory requirements of law, now or hereafter in effect,

“which might limit or modify the remedics herein provided, to the extent

that such waiver is permitted by law. The Lessee hercby waives any and
all existing or futurc claims to any offsct against the rental payments due
hereunder, and agrees to make rental payments regardless of any offset
or claim which may bc asserted by the Lessce or on its behalf.

The failure of the Lessor to excreise the rights granted it hercunder
upon the occurrence of any of the contingencies set forth herein shall not
constitute a waiver of any such right upon the continuation or recurrence
of any such contingencies or similar contingencies.

§11. Return of Units Upon Default. 1f this Lease shall terminate
pursuant to § 10 hereof, the Lessor may take, or cause to be taken or
demand from the Lessee, immediate possession of Equipment, or one or
more of the Units thereof, and may remove the same from possession and
use of the Lessee. For such purpose, the Lessor may enter upon the
premises of the Lessee or any other premises where the Equipment may
be located and may use and employ in connection with such removal any
supplies, services and aids, including but not limited to diesel fuel or other
necessary petroleum products, and any availuble trackage and other facili-
ties or means of the Lessee, with or without process of law.

In case the Lessor shall demand possession of the Equipment pur-
suant to this paragraph and shall designate a reasonable point or points
on the lines or premises of the Lessee for the delivery of Equipment to the
Lessor, the Lessee shall at its own cost, expense and risk, forthwith and
in usual manner; cause the Equipment to be moved to such point or
points on its lines and shall there deliver the Equipment or cause it to be
delivered to the Lessor. At the option of the Lessor, the Lessor may
keep the Equipment on any of the lines or premises of the ILessee
for a period of one year or until the Lessor shall have leased, sold
or otherwise disposed of the same, whichever first occurs, and for such
purpose, the Lessee agrees to furnish, without charge or rent or storage,
the necessary facilities at any point -or points selected by the Lessor
reasonably convenient to the Lessee. During any storage period, the
Lessee will permit the Lessor or any person designated by it, including
the authorized representative or represcntatives of any prospective pur-
chaser or lessee of any such Unit, to inspect the same; provided, however
that the Lessee shall not be liable, except in the case of the negligence of
the Lessce or of its employees or agents, for any injury to, or the death
of, any person cxercising the rights of inspcction granted under this
Section. Without in any way limiting the obligation of the Lessee under
the foregoing provisions of this § 11, the Lessee hercby irrevocably ap-
points the Lessor as agent and attorney of the Lessee with full power
and authority, at any time while the Lessce is obligated to deliver pos-
session of any Unit to the Lessor, to demand and take possession of such
Unit in the name and on behalf of the Lessee from whomsoever shall be in
possession of such Unit at the time. This agreement to deliver the Equip-
ment and furnish facilities as hereinbefore provided is of the essence of
the agreement between the parties, and upon application to any court of

11
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equity having jurisdiction in the premiscs, the Lessor shall be entitled to
-a decree against the Lessee requiring specific performance hereof.

The Lessce hereby expressly waives any and all claims against the
Lessor and its assigns or agents for damages of whatever naturc in con-
nection with the retaking of any Unit of the Equipment in any rcasonable
manner.

§ 12. Assignment; Prohibition Against Liens; Possession and Use.
This Lease shall be assignable in whole or in part by the Lessor without
the consent of the Lessee, but the Lessee shall be under no obligation to
any assignce of the Lessor except upon written notice of such assignment
from the Lessor. All the rights of the Lessor hereunder shall inure to the
benefit of the Lessor’s assigns. Whenever the term Lessor is used in this
Lease it shall include the assignees of the Lessor.

So long as the Lessee shall not be in default under this Lease, the
Lessee shall be entitled to the possession and use of the Units in accord-
ance with the terms of this Lease but, without the prior written consent
of the Lessor, the Lessee shall not assign or transfer its leasehold interest
under this Lease in the Units or any of them except as hereinafter pro-
vided in this § 12. The Lessee, at its own expense, will promptly pay or
discharge any and all sums claimed by any party which, if unpaid, might
become a lien, charge, security interest or other encumbrance (other than
an encumbrance resulting from claims against the Lessor or the
Agent not related to the ownership of the Units) upon or with respect to
any Unit, including any accession thereto, or the interest of the Lessor,
the Agent or the Lessee therein, and will promptly discharge any such lien,
claim, security interest or encumbrance which arises; provided, however,
that the Lessee shall be under no obligation to pay any Impositions of any
kind so long as it is contesting in good faith and by appropriate legal
proceedings such Impositions and the nonpayment thereof does not, in
the opinion of the Lessor, adversely affect the title, property or rights of
the Lessor hereunder or under the Conditional Sale Agreement. If any
Impositions shall have been charged or levied against the Lessor directly
and paid by the Lessor, the Lessee shall reimburse the Lessor on
presentation of an invoice therefor. The Lessee shall not, without the prior
written consent of the Lessor, part with the possession or control of, or
suffer or allow to. pass out of its possession or control, any of the Units,
except to the extent permitted by this Section 12.

So long as the Lessee shall not be in default under this Lease, the
Lessce shall be entitled to the possession of the Units and to the use of
the Units by it, or any affiliate upon lines of railroad owned or operated
by it or any such afliliate or upon lines of railroad over which the Lessee
or any such affiliate has trackage or other operating rights or over which
railroad equipment of the Lessee or any such affitiate is regularly operated
pursuant 1o contract, and also to permit the use of the Units upon con-
necting and other carriers in the usual interchange of traffic or in the
transportation thercof from the place of delivery to the Lessce but only
upon and subject to all the terms and conditions of this Lease and the
Conditional Sale Agrecment; provided, however, that the Lessee shall not
use or permit the use of any Unit in service involving the regular opera-
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tion and maintcnance thereof outside the United States of America.
The Lessee may receive and retain compensation for such use from other
railroads so using any of the Units.

The rights of Lessee under this Lease may not be assigned by the
Lessee, except that, with the prior written consent of the Lessor and the
Agent, the Lessce may assign all of its rights under this Lease to a third
party of reliable standing with the financial community which shall have
duly assumed Lessee’s obligations hercunder. The obligations of the Lessee
hereunder shall terminate upon the assignment of the Lessee's rights and
obligations pursuant to this paragraph except as to obligations and claims
arising prior to such assignments; provided that nothing contained herein
shall prohibit or restrict the right of the Lessee to assign or transfer all of
its rights hereunder to any corporation, which shall have duly assumed all
of such obligations, into or with which the Lessce shall have become
merged or consolidated or which shall have acquired the property of the
Lessce as an entirety or substantially as an entirety.

§ 13. Renewal Options. Provided that this Lease has not been
earlier terminated and the Lessee is not in default hercunder, the Lessee
may, by written notice delivered to the Lessor not less than six months
prior to the end of the term of this Lease, elect to extend the term of the
Lease on the same terms and conditions contained herein except as other-
wise provided in this Section in respect to all, but no fewer than all, the
Units covered by this Lease for a five-year period commencing on the
scheduled expiration of the original term, at a rental payable in advance in
20 quarterly payments, each in an amount equal to the Fair Market
Rental as hereinafter defined, such quarterly payments to be made January
15, April 15, July 15 and October 15 in each year of the extended term
and with a Casualty Value payment schedule to be negotiated by the
Lessee and the Lessor., :

In the event that the Lessee exercises its option to extend the initial
term of the Lease for a five year period, and provided that this Lease, as
extended, has not been earlier terminated and the Lessee is not in default
hereunder, the Lessee may, by written notice delivered to the Lessor not
less than six months prior to the end of the initial extended term of this
Lease, elect to extend the term of the Lease for an additional five year
period subject to all the terms and conditions applicable to the exercise
of the Lessee’s option to extend the initial term of the Lease at a then Fair
Market Rental as hereinafter defined and a Casualty Value payment
schedule to be negotiated by the parties.

Fair Market Rental shall be determined on the basis of, and shall be
equal to, the rental which would obtain in an arm’s-length transaction
between an informed and willing lessce (other than (i) a lessee cur-
rently in possession and (ii) a used equipment dealer), and an informed
and willing lessor under no compulsion to lease and, in such determination,
costs of removal from the location of current use shall not be a deduction
from such rental. If on or belore four months prior to the expiration of
the term of this Lease or rencwal term, as the case may be, the Lessor
and the Lessee are unable to agree upon a determination of the Fair Mar-
ket Rental of the Units, such rental shall be determined in accordance
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with the forcgoing definition by three qualificd independent appraisers,
“one of whom shall be appointed by Lessor and the other by the Lessee
and the two appraiscrs so chosen shall select a third appraiser and they
shall render their appraisal within 30 days of the appointment of the
third appraiser and such appraisal shall be final and conclusive between
the parties. In case cither of the partics shall fail or refuse to appoint an
appraiser for a period of ten days after written notice is given by the
other party to make such appointment, the appraiser appointed by the
party having given notice to make such an appointment shall appoint a
like qualified and disinterested appraiser for the defaulting party and the
said two appraisers, so appointed, shall sclect a third appraiser and they
shall render their appraisal within 30 days and such appraisal shall be
final and conclusive upon the parties. In any casc where two appraisers
are to appoint a third and cannot agree within thirty days after the ap-
pointment of the second appraiser, the third appraiser shall be appointed,
upon the application of either party, by thc Amcrican Arbitration Asso-
ciation. If any appraiser shall decline or fail to act, the party originally
having chosen such appraiser or the American Arbitration Association,
as the case may be, shall appoint another to act i his place.

§ 14.  Return of Units upon Expiration of Term. As soon as practicable
on or after the expiration of the term of this Lease with respect to any
Unit, the Lessee will (unless the Unit is re-leased to the Lessee), at its
own cost and expense, at the request of the Lessor, deliver possession of
such Unit to the Lessor upon such storage tracks of the Lessee as the
Lessor may reasonably designate, or, in the absence of such designation,
as the Lessee may select, and permit the Lessor to store such Unit on such
tracks for a period not exceeding three months and transport the same, at
any time within such three-month period, to any reasonable place on the
lines of railroad operated by the Lessee, or to any connecting carrier for
shipment, all as directed by the Lessor; the movement and storage of such
Unit to be at the expense and risk of the lessee. During any such storage
period the Lessee will permit the Lessor or any person designated by it,
including the authorized representative or representatives of any prospec-
tive purchaser of such Unit, to inspect the same; provided, however, that
the Lessce shall not be liable, except in the case of negligence of the
Lessee or of its employees or agents, for any injury to, or the death of,
any person exercising, either on behalf of the Lessor or any prospective
purchaser, the rights of inspection granted under this sentence. The move-
ment, delivery, storage and transporting of the Units as herecinbefore
provided arc of the essence of this Lease, and upon application to any
court of equity having jurisdiction in the premises, the Lessor shall be
entitled to a decree against the Lessce requiring specific performance of
the covenants of the Lessee so to move, deliver, store and transport the
Units.

The Lessee shall return the Equipment upon the termination of the
initial term or any cxtended term of this lease in the same operating
order, repair and condition as when originally delivered hereunder,
ordinary wear and tear excepted.

§ 15. Lessee's Warranties and Representdations. The Lessee war-
rants and represents as follows:
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A. The Lessee is a corporation duly organized, validly existing and in
good standing under the laws of the State of Wisconsin and has the full
corporate power and legal right and power to cater into this Lease, the
acknowledgement to the Lease Assignment and the Purchase Agreement
Assignment and to perform its dutics and obligations hereunder and
thereunder and is duly qualified and authorized to do business in cach
jurisdiction in which its failurc to so qualify would have a material
adverse impact upon its financial condition or its ability to perform and
discharge its obligation under this Lecase, the acknowledgement to the
Lease Assignment and the Purchase Agreement Assignment.

B. Neither the execution and delivery of this Lease, the acknowledge-
ment to the Lease Assignment or the Purchasc Agreement Assignment
nor the consummation of the transaction herein and therein contemplated
or the fulfillment of, or compliance with, the terms and provisions hereof
and thereof by the Lessce will conflict with, or result in a breach of, any
of the terms, conditions or provisions of the Articles of Incorporation or
By-laws of the Lessec or of any bond, debenture, note, mortgage, in-
denture, contract or other agreement or instrument to which the Lessee
is a party or by which it or its property is bound or will constitute, with
the giving of notice or the passage of time or both, a default hereunder
or thereunder or will conflict with, .or result in a breach of any of the
terms, conditions or provisions of, any law, regulation, order, judgment
or decree of any court or governmental instrumentality.

C. Insofar as the Lessee knows, no approval, order or license of the
Interstate Commerce Commission or any other governmental authority,
federal, state or local, is necessary in order for the Lessor to enter into
the Conditional Sale Agreement, this Lease or the Lease Assignment or
to perform its dutics or obligations hercunder or thercunder, and the
exccution and delivery by the Lessor of such agrecments and the per-
formance by it of its obligations thereunder and its ownership of the
Units do not subject the Lessor to the jurisdiction of, or regulation by,
the Interstate Commerce Commission or any other regulatory authority,
federal, state or local and in the event that the Lessor shall be advised by
the Lessor’s counsel that any such approval, order or license is so neces-
sary or that such exccution and delivery or performance does so subject
the Lessor to any such jurisdiction or regulation solely as a result of the
Lessor’s ownership of the Units, the Lessce shall not operate or otherwise
utilize the Equipment in any and all jurisdictions for which any such
approval, order or licensc is necessary or in which the Lessor shall become
subject to such jurisdiction or regulation, until the Lessee shall have
either (i) obtained such approvals, orders or licenses or waivers thercof
or waivers of all such jurisdiction or regulation from the applicable fed-
eral, state and local regulatory authority, as the case may be, or (ii) in
form and substance satisfactory to the Lessor, indemnificd the Lessor from
and against any and all claims, liabilitics, penalties or damages of any
naturc which might arisc and/or result from the continued operations of
the Equipment in any and all such jurisdictions.

D. The Lessee has the full corporate power and authority and legal
right and possesses all licenses and permits necessary to carry on its
principal business as now conducted.
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~ E. There arc no actions, suits or proceedings pending or threatened

which, if adversely dctermined against the Lessee, will materially pre-
vent or interfere with its ability or right to perform its dutics and obliga-
tions under this Lease, the acknowledgement to the Lease Assignment
and the Purchase Agreement Assignment.

F. The Lessee has not directly or indirectly taken any action and will
not take any action the effect of which will bring the sale of the condition-
al sale indebtedness under the Conditional Sale Agreement or the invest-
ment by the Vendee in the Units within the provisions of Section 5 of
the Securities Act of 1933, as amended. The Lessee has not offered any
rights, claims or indebtedness under the Conditional Sale Agreement or
ownership interests in the Units (or any sccuritics similar to any of the
foregoing) to, or has solicited any offer to buy any thereof from, any
person other than the Vendee and the Investors. The Lessce makes no
representations as to activities by Radnor Associates, Ltd. or Interet
Corporation. ‘

G. The Lessee has furnished to the Investors and the Lessor a con-
solidated balance sheet, prepared utilizing gencrally accepted accounting
principles, of the Lessee as of December 31, 1974, a related consolidated
income statement (income and retained earnings), and an ICC CBS state-
ment (condensed balance sheet) as of September 30, 1975, together with
an income statement for the 9 months then ended, both prepared in
accordancé with the rules of the Interstate Commerce Commission. Such
financial statements are in accordance with the books and records of the
Lessee and have been prepared in accordance with the respectively
applicable accounting principles on a consistent basis throughout the
periods covered.thereby, and such financial statements fairly present the
financial condition of the Lessee at such dates and the results of its
operations for such periods. Since September 30, 1975, there have been
no changes which, individually or in the aggregate, have been materially
adverse to the condition, financial or otherwise, of the Lessee as shown
on the balance sheet as of such date, except changes in the ordinary
course of business.

H. Each of the Units, as of the Closing Date, will have an estimated use-
ful life of at least 18 years and an estimated fair market value at the end
of the initial term of this Lease of at least 20% of the Purchase Price
of such Unit.

I. As of the Closing Date, the Lessee has not directly or indirectly
taken any action which would adversely affect the good and marketable
title of the Lessor to cach of the Units including, without limitation, any
action which would create or result in the creation of any liens, encum-
brances and claims of any nature whatsocver against the Equipment, ex-
cept only for the rights of the Lessee under this Lease.

§ 16. Recording; Expenses. The Lessee will cause this Lease, the
Conditional Sale Agrecement and any assignment hcreof or thereof to be
filed and recorded with the Interstatec Commerce Commission in accordance
with Section 20c of the Interstate Commerce Act. The Lessee will undertake
the filing, registering, deposit, and recording required of the Lessor under
the Conditional Sale Agreement and will from time to time do and perform
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. any other act and will exccute, acknowledge, deliver, file, register, record
(and will refile, reregister, deposit and redeposit or re-record whenever
required) any and all furtha instruments required by law or reasonably
requested by the Lessor or the Agent for the purpose of proper protection,
to their satisfaction, of the Agent's and the Lessor's respective interests in
the Units, or for the purposc of carrying out the intention of this Lease, the
Conditional Sale Agrecement or the assignment thercof to the Agent; and the
Lessee will promptly furnish to the Agent and the Lessor evidences of all
such filing, registering, depositing or recording, and an opinion or opinions
of counscl for the Lessee with respect thereto satisfactory to the Agent and
the Lessor. This Lease and the Conditional Sale Agreement shall be filed
and recorded with the Interstate Commerce Commission prior to the delivery
and acceptance hereunder of any Unit.

The Lessee will pay all reasonable costs and expenses (other than fees
‘and expenses of counsel for the Builder) incident to this Lease and the
Conditional Sale Agreement, the first assignments of the Lease and the
Conditional Sale Agreement (including the fees and cxpenses of an agent,
if the first assignee is an agent), any instrument supplemental or related
hereto or thereto, including all fees and expenses of counsel for the first
assignee of the Lease and the Conditional Sale Agreement and all printing
costs.

§17. Federal Income Taxes. It is the intent of the parties to this
Lease that it will be recognized as a lease for all Federal, State, city and
local income taxes or franchisc taxes imposed on or measured by net
income, and that this Lease does not convey to the Lessce any right, title
or interest in the Units except as lessec and that for United States in-
come tax purposes (and to the extent applicable for state and local tax
purposes), the Lessor as the beneficial owner of the Units shall be en-
titled to such deductions, credits and other benefits as are provided by
the Internal Revenue Code of 1954, as amended to the date hereof
(hereinafter called the Code), to an owner of property including (with-
out limitation) the maximum depreciation deduction with respect to
the Units authorized under section 167 of the Code based on the
aggregate Purchase Price of the Units utilizing the 12-year deprecia-
ble life prescribed for the Units in the Asset Guideline Class No. 00.25
in accordance with section 167(m) of the Code employing the double
declining balance method of depreciation, switching to the sum of the
years-digits method when most beneficial to the Lessor [utilizing the half-
year convention as provided in Reg. Sec. 1.167(a)-11(c)(2)(iii) to
obtain 6 months’ depreciation for culendar year 1975 and without taking
into account the salvage value of the Units until the Units have been
depreciated to a salvage value that is not greater than 10% of their basis
to the Lessor (said 10% being based upon an estimated gross salvage
value of 20% of the basis of the Units which will be reduced by 10%
of such basis as provided in section 167(f) of the Code)] (such deduc-
tions being herein called the ADR Deductions), deductions with respect
to interest payable under the Conditional Sale Agreement pursuant to
section 163 of the Code (such deductions being herein called the In-
terest Deduction), and the 10% investment credit (herein called the
Investment Credit) with respect to the aggregate Purchase Price of the
Units pursuant to section 38 and related sections of the Code.

17



LEASE OrF RArLroap EQUIPMENT - .\

!

The lLessee agrees that ncither it nor any corporation controlied by
it, in control of it, or under common control with it, dircctly or indi-
rectly, will at any time take any action or file any returns or other docu-
ments inconsistent with the foregoing or which would increase the amount
of rentals required to be taken into income by the Lessor over the amount
specified to be payable under this Lcase on the dates due hereunder,
except as specifically provided in this Lease, and that each of such cor-
porations will file such returns, take such actions and cxecute such
documents as may be recasonable and neccessary to facilitate accomplish-
ment of the intent hereof. The Lessec agrees to keep and make available
for inspection and copying by the Lessor such records as will enable the
Lessor to determine the extent to ‘which it is entitled to the bencfit of
the Investment Credit and the ADR Deduction with respect to the Units.

The Lessee represents and warrants that (i) all the Units constitute
property the full Purchase Price of which qualifies for the Investment
Credit under scctions 38, 46, 48 and 50 of the Code; (ii) at the time the
Lessor becomes the owner of the Units, the Units will constitute “new
section 38 property” within the meaning of sections 46 and 48 of the
Code and at the time the Lessor becomes the ownér of the Units, the
Units will not have been used by any person so as to preclude “the
original use of such property” within the meaning of sections 43(b)
and 167(c)(2) of the Code from commencing with the Lessor; (iii)
at all times during the term of this Lease, each Unit will constitute “sec-
tion 38 property” within the meaning of section 48(a) of the Code, and
the Lessee will not at any time during the term of this Lease use'or fail
to use any Unit in such a way as to disqualify it as “section 38 property”
within the meaning of section 48(a) of the Code; (iv) the Lessee will
maintain sufficient records to verify such use, which records will be
furnished to the Lessor within 30 days after receipt of a written demand
therefor.

If by reason of the inaccuracy in law or in fact of the representations
and warranties set forth i the preceding paragraph or any act or omis-
sion of the Lessee (including, but not limited 1o, the failure of the
Lessee to furnish the notice to the Lessor contemplated by the penulti-
mate paragraph of this § 17 or any inaccuracy in such notice), or for
any other reason (other than a change in the Code occurring after the
date of delivery of the Equipment hereunder), the Lessor shall lose,
or shall not have, or shall lose the right to claim, or shall suffer a
disallowance of or shall be required to recapture all or any portion
of the Investment Credit, the ADR Deduction, or the Interest Deduc-
tion with respect to all or part of any Unit (any such loss, disallow-
ance, recapture or treatment being hercinafter called @ Loss), then, unless
the Lessce shall exercisc its option pursuant to the proviso contained in
this paragraph, the rentals for the Units set forth in § 3 hercof shall,
beginning with the next succeeding rental payment date after written
notice is given to the Lessce by the Lessor of such fact, be increased to
such amount or amounts as shall, in the rcasonable opinion of Lessor
and agreed 1o by the Lessee, cause the Lessor's net return to equal the
net return that would have been realized by the Lessor if such Loss had
not occurred, and the Lessce shall forthwith pay to the Lessor as addi-

18



i
Lease o RAILROAD EQUIPLIENT * !
i
tional rental the amount of any interest and/or pcn}nllics which may be
assessed by the United States of America against the Lessor attributable
to such Loss; provided, however, that in the event of any Loss of the
Investment Credit, the Lessee may, in licu of having the rentals increased
as hercinabove provided, at its option, pay to the Lessor on the next suc-
cecding rental payment date after written notice is given to the Lessee by
the Lessor of the fact of such Loss, a single payment in an amount as
shall, in the rcasonable opinion of Lessor and agreed to by the Lessec,
cause the Lessor’s net return to equal the net return that would have been
rcalized by the Lessor if such Loss had not occurred, together with pay-
ment of additional rental in an amount cqual to any interest and/or
penalties which may be assessed by the United States of America against
the Lessor attributable to such Loss.

Notwithstanding the provisions of the immecdiately preceding para-
graph, there shall be no increase made in rentals nor shall any single pay-
ment be required to be made by the Lessee if the Lessor shall have
suffered such Loss with respect to all or part of such Unit as a direct
result of the occurrence of any of the following events:

. (i) a Casualty Occurrence with respect to such Unit or the termina-.
tion of this Lease pursuant to § 7 hereof, if the Lessee shall have paid
to the Lessor the amounts stipulated under § 7 hereof;

(ii) a voluntary transfer or other voluntary disposition by the Lessor

of any interest in such Unit or this Lease or the voluntary reduction

by the Lessor of its interest in the rentals from such Unit under the

Lease (other than pursuant to the assignment of this Lease to the

"Vendor), unless, in each case, an Event of Default shall have occurred
and be continuing;

(iii) the failure of the Lessor to claim in a timely or proper man-
ner the Investment Credit, the ADR Deduction or the Interest De-
duction;

(iv) the failure of the Lessor to have sufficient liability for Federal
income tax against which to credit all such Investment Credit or suf-
ficient taxable income (before taking into account the ADR Deduction
or the Interest Deduction) to benefit in full from the ADR Deduction
or the Interest Deduction, as applicable;

(v) the failure of the Lessor to timely contest a claim with respect
to its income tax liability which, if successful, would under this § 17
lead to increased rental payments or a lump sum payment by the
Lessee, after having received a timely written request from the Lessee,
as hercinafter provided for in this § 17, to contest such claim; or

(vi) any other voluntary act or omission by the Lessor not con-
templated or permitted by this Lcase, the Conditional Sale Agreement,
thc Lcase Assignment, the Purchase Agreement Assignment or the
Guaranty Agreement.

If the deductions, credits or other bencfits to which the Lessor is en-
titled are increased or decreased by a change in Jaw (other than a change
in income tax rates) that is cffective prior to the delivery of the Units of
Equipment which arc affected by the change, the rental and Casualty

19



13

LEASE OF RAILROAD EQUIPMENT i

i

Value under the Lease shall be adjusted appropriately by agreement of the
Lessor and the Lessce so that the Lessor’s net rcturn shall not be de-
creased by reason of such change. ‘ !

In the cvent the rental rates shall be increased or decrcased as pro-
vided in this § 17 the Casualty Values set forth in Schedule I hereto shall
be increased or decrcased accordingly; provided that in no event shall
such Casualty Values be reduced below the amount required to be paid
to the Agent under Article 7 of the Conditional Sale Agreement in the
event of a Casualty Occurence thercunder.

If a claim shall be made by the Internal Revenue Service or any state
or local taxing authoriti¢s with respect to the income tax liability of the
Lessor which, if successful, would under this § 17 lead to increased rental
payments or a lump sum payment by the Lessee, the Lessor shall give
prompt notice of such claim to the Lessee and shall take such action to
contest such claim as the Lessee shall reasonably request in writing from
time to time, provided that within 30 days after noticc by the Lessor of
such proposed adjustment, the Lessee shall request that such adjustment be
contested. The Lessor may in its discretion forego any administrative appeal
with the Internal Revenue Service in respect of such claim and may at its op-
tion, either pay the tax claimed and sue for refund in the appropriate United.
States District Court or in the United States Court of Claims, as the Lessor
may elect, or contest such claim in the United States Tax Court, consider-
ing, however, in good faith such request as the Lessee may make concern-
ing the most appropriate forum in which to proceed; provided, however,
that the final decision as to selection of the forum shall be solely the
Lessor’s. If the Lessor pays the tax claimed and sues for refund, subse-
quent rental payments by the Lessee shall be increased so as to maintain
the Lessor’s net return in the manner and to the extent p - sided in this
§ 17, and the Lessee shall forthwith pay to the Lessor as additional rental
the amount of any interest and/or penalty assessed against the Lessor
with respect to such additional income tax. If the Lessor receives a re-
fund, it shall forthwith pay to the Lessee any interest thereon paid by the
taxing jurisdiction together with the appropriate amount of any interest
and or penalty which should not have been assessed against the Lessee as
additional rental pursuant to the preceding sentence and the appropriate
amount of such increased rental payments which should not have been paid
by the Lessee to the Lessor pursuant to the preceding sentence, and the
rentals for the Units shall, beginning with the next rental payment due after
receipt by the Lessor of such refund, be decreased to such amount or
amounts as shall, in the reasonable opinion of the Lessor and agreed to
by the Lessce, cause the icssor’s net return over the term of this Lease
to equal the net return that would have been realized by the Lessor if
additional income taxes of the Lessor in the amount refunded had not
been paid but not below the amounts required to satisfy the obligations
of the Lessor under the Conditional Sale Agreement. Any such contest
shall be at the sole expense of the Lessor, and the Lessee agrees to pay
to the Lessor on demand any expense incurred by the Lessor in con-

nection with such contest.

The Lessce’s and the Lessor’s agreements to pay any sums which may
become payablc pursuant to this § 17 shall survive the expiration or other
termination of this Lease.
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In the event and to the extent that the cost of any improvement and/
or addition (hercinafter called Capital Expenditures) to a Unit made by
the Lessee, under and pursuant to the terms of this Lease or otherwise,
is required to be included in the gross income of the Lessor for Federal
income tax purposes at any time prior to the time such Unit is disposcd
of in a taxable transaction, then the renta’ for the Units set forth in § 3
hereof shall, beginning with the next succeeding rental payment date after
the date on which the Lessee is required to furnish written notice thereof
to the Lessor pursuant to the penultimate paragraph of this § 17 after
said inclusion in the Lessor's gross income is required, be increased to
such amount or amounts as shall, in the reasonable opinion of the Lessor
and agreed to by the Lessee, after taking into account any present or future
tax bencefits that the Lessor reasonably anticipates it will derive from its
additional investment in the Units (including without limitation any avail-
able current deduction, current and future depreciation deductions and
investment tax credit), cause the Lessor’s net return (calculated on the
same basis as used by the Lessor in originally evaluating this transaction)
to equal the net return that would have been realized by the Lessor if the
cost of such Capital Expenditures had not been includible in the Lessor’s
gross income. ’

In determining the present or future tax benefits to be taken into ac-
count by the Lessor in establishing the rental increase required hereby,
the Lessor shall attempt to maximize such benefits and hence minimize
the increase in rents by making such elections (including where advan-
tageous the applicable asset guideline repair allowance and accelerated
depreciation, if then permitted) and utilizing such conventions and ac-
counting methods as will further such objectives; provided, however, that
the Lessor shall not be required to make any election or utilize a particu-
lar convention or accounting method if the Lessor determines, in its sole’
discretion but in good faith, that in so doing it will adversely affect its
Federal income tax liability determined without regard to this transaction.

For purposes of this § 17 the cost of Capital Expenditures made
by the Lessee shall be deemed to be “required to be included in the gross
income of the Lessor for Federal income tax purposes” if such inclusion
is required by (i) any provision of the Code or the applicable regulations
enacted or adopted after the date of this Lease; or (ii) any published
revenue ruling of the Internal Revenue Service issued after the date of
this Lecase which has not been held invalid by a court having appellate
jurisdiction over the Federal income tax liability of the Lessor in a de-
cision which has become final; or (iii) an Examination Report from the
Internal Revenue Service accompanied by a thirty-day letter described

in Reg. Sec. 601.105(d) (1).

~ The Lessor agrees that it will, upon the written request and at the sole
expense of the Lessee, contest the inclusion of the cost of Capital Expend-
itures in its gross income in such forum as it, in its sole judgment but
with due regard to the Lessce’s advice, shall select; provided, however,
that the Lessor shall not be required to contest such inclusion unless it
has received an opinion from counsel selected by the Lessee and accepta-
ble to the Lessor that there is a reasonable basis for contesting such in-
clusion: The Lessee agrees to pay the Lessor, on demand, the amount of
any expense incurred by the Lessor in connection with such contest.
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The Lessce agrees to make a payment to the Lessor for any interest
and/or penaltics resulting from the failure to include the cost of Capital
Expenditures in its income tax returns, such payment to be made upon
demand and in amount suflicicnt to restore the Lessor to the same posi-
tion it would have been in had such interest and/or penaltics not been
imposed.

LEASE OF RAILROAD EQUIPMENT

The Lessor and Lessec agree that wherever in this Section 17 payments
or increased rental are to be paid by Lessee to Lessor based upon the o),
reasonable opinion of Lessor {such opinion of Lessor is subject to agree-”

m_, In the cvent of disagreement between the parties a§/t6
any such payment or increased rental amounts the parties agree to sub-
mit the calculation of such amounts to onc of the eight largest public ac-
counting firms in the United States, chosen by mutual agreement or, in
the absence of agreement to Peat Marwick Mitchell & Co. and such firm
shall perform the calculation based on the assumptions originally utilized
to determine the Lessor’s net return and such calculation shall be binding
upon both parties.

Notwithstanding anything herein to the contrary, in the event that an
additional rental payment or payments are required to be made to the
Lessor pursuant to this Section 17, if the total rental or other additional
payments paid and payable by the Lessee hereunder, after giving effect
to any increases under this § 17, shall be increased by more than 10%
from the amount which would have been payable had this § 17 not been .
applicable and if Lessee is not in default under this Lease, the Lessee will
have the option to purchase all of such Units then subject to this Lease
from the Lessor at their then Fair Market Value (such Fair Market Value
to be determined on the basis of and to be equal to the value which would
be obtained in an arm’s-length transaction between an informed and
willing buyer-user, other than either a lessee currently in possession or a’
used cquipment dealer, and an informed and willing seller under no com-
pulsion to sell and otherwise utilizing the procedures in Section 13 hereof
for this determination) or at the applicable Schedule I amount on the
date of such purchase, whichever is greater. '

The Lessee agrees that, within 30 days after the close of any calendar
year (or in the event that Lessor gives the Lessee written notice that the
Lessor’s taxable year closes on a date specified therein other than De-
cember 31, within 30 days after said datc) in which the Lessee has made
Capital Expenditures which the Lessee belicves are, or are of a type
which it has been advised by the Lessor may be, required to be included
in the gross income of the Lessor for Federal income tax purposes prior
to the time such Unit is disposed of in a taxable transaction, the Lessee
will give written notice thercof to the Lessor describing such Capital Ex-
penditures in rcasonable detail and specifying the cost thereof with respect
to each Unit.

For purposes of this § 17, the term Lessor shall include any affiliated
group, within the meaning of Section 1504 of the Code, of which the
Lessor is a member, if consolidated returns are filed for such affiliated
group for Federal income tax purposes.

§18.. Interest on Overdue Rentals. Anything to the contrary herein
contained notwithstanding, any nonpayment of rentals and other obligations
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due hercunder shall result in the obligation on the part of the Lessce promptly
to pay as additional rental, to the extent legally enforceable, an amount
cqual to 13% per annum of the overdue rentals for the period of time
during which they arc overdue or such lesser amount as may be legally
enforccable.

§ 19. Norices. Any notice required or permitted to be given by either
party hereto to the other shall be decmed to have been given when deposited
in the United States certified mails, first-class postage prepaid, addressed as
follows:

(a) if to the Lessor, at 45 Cardinal Drive, Westfield, N. J. 07902,
Attn: President;

(b) if to the Lessce, Room 746, Union Station Building, 516 W.
Jackson Bivd., Chicago, M., 60606 Attn: Vice President,
Finance and Accounting; and

(c) if to the Agent at Broad and Chestnut Sts., Philadelphia,
PA 19101,

or addressed to such other address as thc Lessor, the Lessee or the
Agent shall hercafter furnish to the others in writing. '

§ 20. Severability; Effect and Modification of Lease. Any provision of
this Lease which is prohibited or unenforceable in any jurisdiction, shall be,
as to such jurisdiction, inefiective to the extent of such prohibition or unen-
forceability without invalidating the remaining provisions hereof, and any
such prohibition or unenforceability in any jurisdiction shall not invalidate
or render unenforceable such provision in any other jurisdiction,

This lease exclusively and completely states the rights of the Lessor and
the Lessee with respect to the Units and supersedes all other agreements, .
oral or written, with respect to the Units. No variation or modification of
this Lease and no waiver of any of its provisions or conditions shall be valid
unless in writing and signed by duly authorized officers of the Lessor and
of the Lessee or its duly authorized represcntative and consented to in
writing by the Agent.

§ 21. Insurance. The Lessee will maintain, at its sole cost and ex-
pense, at all times during the term of this Lcase and any renewals thereof
(and therecafter during the first three (3) month period in which the
Units are being assembled and delivered to the locations specified in
§ 14 hereof), with reputable insurers acceptable to the Lessor and, so'long
as any portion of the Conditional Sale Indebtedness under the Conditional
Sale Agreemient shall remain outstanding. acceptable to the Agent, insur-
ance in an amount not less than the Casualty Value of each Unit leased
hercunder, insuring against foss and destruction of, and damage to, such
Unit arising out of fire, windstorm, explosion, and all other hazards and
risks ordinarily subject to extended coverage insurance, and against such
other hazards and risks as are customarily insurcd against by companics
owning or leasing property of a similar character and engaged in a busi-
ness similar to that engaged in by Lessee with a deductible amount not in
excess of $50,000. All such insurance policies shall (i) name the Lessor
and Agent as additional insurcds, with losses to be payable to the Lessor,
the Agent and the Lessee as their respective interests may appear, (ii) pro-
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vide that the policies will not be invalidated as against the Lessor or the
Agent because of any violation of a condition or warranty of the policy or
application thercfor by Lessee, and (iii) provide that the policies may be
materially altered or cancelled by the insurer only after thirty (30)
days prior written notice to the Lessor and the Agent. The Lessee shall
deliver to the Lessor and the Agent, prior to the commencement of the
“lease term for any Unit (or at such other time or times as the Lessor may
request) a certificate or other evidence of the maintenance of all such
insurance satisfactory to the Lessor and the Agent provided, however,
that the Lessor and the Agent shall be under no duty to examine such
ceriificate or other evidence of insurance, or to advise the Lessec in ‘the
cvent that its insurance is not in compliance with this Lease. In the event
of failure on thc part of the Lessee to provide and furnish any of the
aforesaid insurance, the Lessor or the Agent may procure such insurance
and the Lessee shall, upon demand, reimburse the l.essors and the Agent
for all expenditures made by the Lessor for such insurance, together with
interest thereon computed at the maximum rate of interest pcrmitted by
law, but not more than 13%, from the date of the Lessor’s or the
Agent’s payment until reimbursed by the Lessee. The insurance policies
shall also provide that upon receipt by the insurer from the Lessor or
the Agent of any written notice of the occurrence of an Event of Default
hereunder, any proceeds payable by said insurer with respect-to any loss
or destruction of, or damage to, any Unit, shall be payable solely to the
Agent (or the Lessor after payment of all outstanding Conditional Sale
Indebtedness) from the date of said insurer’s reccipt of such written
notice, up to the date said insurer receives written notice from the Agent
or the Lessor that said Event of Default is no longer continuing hereunder.

The Lessee will procure and maintain at its expanse during the term of,
this Lease (and any renewals thereof) with insurers satisfactory to the
Lessor and the Agent bodily injury and third party property damage in-
surance for each Unit with liability limits not less than $14 million per
occurrence and with a deductible amount not in excess of $50,000. The .
policies for such insurance shall (i) name the Lessor and the Agent as
additional insureds, as their respective interests may appear, (ii) provide
that if the insurers cancel such insurance for any reason whatsoever, or
the same is allowed to lapse for non-payment of premium, such cancella-
tion or lapse shall not be cffective as to the Lessor or the Agent for thirty
(30) days after receipt by the Lessor and the Agent of written notice by
the insurers of such cancellation or lapse, (iii) provide for at least thirty
(30) days prior written notice to the Lessor and thc Agent of any
alteration in the terms of such policy adverse to the respective interests
of the Lessor or the Agent and (iv) provide that in respect of the interests
of the Lessor or the Agent in such policies, the insurance shall not be
invalidated by any action or inaction of the Lessee or any other person
(other than of the Lessor or the Agent), and shall insure the Lessor’s
and the Agent’s interests as they appear regardless of any breach or viola-
tion by the Lessee of any warranties, declarations or conditions contained
in such policies.

From time to time upon the expiration date of cach policy of such in-
surance, the Lessce shall furnish to the Lessor and the Agent a certificate
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signed by the chief financial oflicer of the Lessee or by a firm of inde-
pendent insurance brokers, appointed by the Lessee and not objected to
by the Lessor or the Agent, showing the insurance then maintained by the
Lessece pursuant to this § 21 with respect to the Units (and the ex-
piration date of cach policy of such insurance) and stating the opinion of
said firm that the insurance then carricd and maintained on or with re-
spect to the Units complies with the terms hercof. In the event that the
Lessee shall fail to maintain insurance as hercin provided, the Lessor may
at its option provide such insurance and, in such event, the Lessee shall,
upon demand, reimburse the Lessor for the cost thereof, together with
interest thereon at the rate of 13% per annum.

All insurance policies required to be procured and maintained by the;
Lessee under this Section shallfbe prepaid at all times for a period of no
fewer than 90 days.

§ 22.  Execution. This Lease may be cxecuted in several counterparts,
but the counterpart delivered to the Interstate Commerce Commission for
recordation and subsequently redelivered to the Agent shall be deemed
the original counterpart. Although this Lease is dated as of the date first

€1,0 0,08,

hereof by the parties hereto is or are, respectively, the date or dates
stated in the acknowledgments hereto annexed.

§ 23. Law Governing. The terms of this Lease and all rights and obli~
gations hereunder shall be governed by the laws of the Commonwealth of
Pennsylvania, provided, however, that the parties shall be entitled to all
rights conferred by Section 20c of the Interstate Commerce Act.

IN WITNESS WHEREOF, the parties hereto have executed or caused this
instrument to be executed as of the date first above written.

CONNELL ASING, INC

g

by .

[CORPORATE SEAL] / President /

Attest:

LpteDp s,

Secretary

CHICAGO, MILLWAUKEE, ST. PauL &
Paciric RAILROAD COMPANY

[CORPORATE SEAL] Vice President

An%aﬁw%%

Assistant S‘(’( retary
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CounTy orF UNION

STATE OF NEW JERSEY }ss . t

On this ;D day of December, 1975, before me personally appeared
Grover Connell, to me personally known, who, being by me duly sworn,
says that he is President of Connell Leasing, Inc. that the scal affixed to
the foregoing instrument is the corporate scal of said corporation, that
said instrument was signed and scaled on behalf of said corporation by
authority of its Board of Dircctors and he acknowledged that the exccution
of the foregoing instrument was the free act and deed of said corporation.

Notary Public \r @,&\, a‘% LOO(Q

NOTARY. PUBLIC 0f NIW JERSEY
. My Commission Expires Nov, 29, 1977

Notary Public, Co.
My Commission Expires

[NOTARIAL SEAL]

STRIZ. o e Lt s Potg
(,yoom-y oe Qo 8s.:

On this 22 day of December, 1975, before me personally appeared
ﬂfk/,q;-oc,//w/u, to me personally known, who, being by me duly sworn,
says that he is a Vice President of Chicago, Milwaukee, St. Paul & Pacific
Railroad Company, that the seal affixed to the foregoing instrument is
the corporate seal of said corporation, that said instrument was signed
and sealed on behalf of said corporation by authority of its Board of
Dircctors and he acknowledged that the execution of the foregoing instru-

ment was the free act and deed of said corporation. Z

Notary Public

' / Notary Public, Co.
My Commission Expiregebruary 19, 1978

[NOTARIAL SEAL]

- AN
~, 7

SR

N
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SCHEDULE I '

Last Leasc Payment

PCI‘CCI“ of

Due Date

Month/Year Purchase Price
01/76 104.576
04/76 105.395
07/76 106.134
10/76 106.789
01/77 107.356
04/77 107.684
07/77 107.931
10/77 108.092
01/78 108.164
04/78 108.020
07/78 107.788
10/78 107.461
01/79 100.625
04/79 99.592
07/79 - 99.262
10/79 98.429
01/80 97.546
04/80 96.637
07/80 95.701
10/80 94.736
01/81 87.332

. 04/81 86.309
07/81 85.255
10/81 84.169
01/82 83.051
04/82 81.899
07/82 80.713
10/82 79.491
01/83 71.822
04/83 70.526
07/83 69.191
10/83 67.816
01/84 66.399
04/84 64.940
07/84 63.437
10/84 61.890
01/85 60.295
04/85 58.653
07/85 56.962
10/85 55.220
01/86 53.425
04/86 51.577
07/86 49.673
10/86 47.713
01/87 45.693
04/87 43.775
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SCHEDULE T (Continued)

Last Lease Payment

Due Date Percent of
Month/Year Purchase Price
07/87 41.898
10/87 ~ 40.067
01/88 38.288
" 04/88 36.659
07/88 35.090
10/88 33.507
01/89 31.909
04/89 30.400
07/89 28.888
10/89 . 27.372
01/90 25.850
04/90 24.435
07/90 23,031
10/90 21.637

Thereafter 20.000
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