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_ RECORDATION NO. ................. Filed & Recorded
Interstate Commerce Commission

Washington, D. C. APR 15 1977-11 35 AM

G =
entlemen SMTERSTATE COMMERCE COMMISSION
Enclosed for recordation under the provisions of
Section 20c¢ of the Interstate Commerce Act, as amended, are

the original and 9 counterparts of a Security Agreement-Trust
Deed dated as of March 1, 1977.

A -general description of the railroad equipment covered
by the enclosed document is set forth in Schedule A attached to
this letter and made a part hereof.

The names and addresses of the parties are:

Debtor: Pacific Systems, Inc.

Bank of America Center
San Francisco, California 94137

Secured Party: Mercantile-Safe Deposit and

Trust Company, as Security Trustee

Two Hopkins Plaza
Baltimore, Maryland 21203

The undersigned is the Debtor mentioned in the enclosed
document and has knowledge of the matters set forth therein.

Please return the original and 7 copies of the Security
Agreement-Trust Deed to Ronald E. Roden, Chapman and Cutler,
111 West Monroe Street, Chicago, Illinois 60603.

Also enclosed is a check in the amount of $50.00
covering the required recording fee.

A Vefy truly yours,
PACIFIC SYSTEMS, INC.
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DESCRIPTION OF ITEMS OF EQUIPMENT

Description and Mark and Number 150 70~ton Rebuilt Open-top

of Reconstructed Items of Hopper Cars, Marked and Numbered

Equipment : BN 548850 to BN 548999, both
inclusive.

Base Purchase Price to Lessor © $4,230 per Item ($634,000 for

of Original Equipment: 150 Items)

Estimated Reconstruction Cost $22,420 per Item ($3,363,000 for

to Lessor of Equipment: 150 Items)

Estimated Total Cost to Lessor $26,650 per Item ($3,997,500 for

of Egquipment: 150 Items)

Term Lease Commencement Date: January 5, 1978

Place of Delivery: Rebuilding Plant of the Lessee at

St. Cloud, Minnesota

Fixed Rental Payments: Thirty (30) semiannual Fixed
Rental installments in arrears
as follows:

1. The first nine (9) such
installments shall be equal to
3.98027% of the Total Cost of each
Item of Equipment; and

2. The final twenty-cne (21)
such installments shall each be
equal to U4.76364% of the Total
Cost of each Item of Equipment.

(Burlington Northern No. 77-6)



Fnterstate Commerte Commission
Washington, B.E. 20423

OFFICE OF THE SECRETARY

April 15, 1977

Ronald Roden
111 West Monroe Street
Chicago, IL 60603

Dear Sir:

The enclosed document(s) was recorded pursuant to the

provisions of Section 20(c) of the Interstate Commerce Act,

49 U.S5.C. 20(c), on 4=15-77 | at 11:35 AM

?

and assigned recordation number(s) 8785.

Sincerely yours,
! b

Rééert\&. swald

Secretary

Enclosure(s)

SE-30
(5/76)
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SECURITY AGREEMENT-TRUST DEED

Dated as of March 1, 1977

FROM

PACIFIC SYSTEMS, INC.

DEBTOR

TO

MERCANTILE-SAFE DEPOSIT AND TRUST COMPANY,
as Security Trustee

SECURED PARTY

(Burlington Northern No. 77-6)

(150 Rebuilt Open-top Hopper Cars)
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SECURITY AGREEMENT—TRUST DEED
BURLINGTON NORTHERN INC.

THIS SECURITY AGREEMENT-TRUST DEED dated as of March 1,
1977 (the "Security Agreement") from Pacific Systems, Inc., a
California corporation (the "Debtor"), whose post office address
is Post Office Box 37070, San Francisco, California 94137,
Attention: Accounting Director, to Mercantile-Safe Deposit
and Trust Company, as security trustee (the "Secured Party"),
whose post office address 1s Post Office Box 2258, Two Hopkins
Plaza, Baltimore, Maryland 21203, Attention: Corporate Trust
Department.

RECITALS:

A. The Debtor and the Secured Party have entered into
a Participation Agreement dated as of March 1, 1977 (the
"Participatlion Agreement") with Burlington Northern Inc., a
Delaware corporation (the "Lessee"), and the Note Purchasers named
in Schedule 1 thereto (the "Note Purchasers") providing for the
commltment of the Note Purchasers to purchase on or before
December 31, 1977, in the case of 01d Stone Bank the 8% Secured
Notes, Series A (the "Series A Notes") of the Debtor not exceeding
an aggregate principal amount of $1,122,295, and in the case of
Gulf Life Insurance Company and American-Amicable Life Insurance
Company the 8.25% Secured Notes, Series B (the "Series B Notes") of
the Debtor not exceeding an aggregate principal amount of $1,710,363.
The Series A Notes are to be dated the date of issue, to bear interest
at the rate of 8% per annum prior to maturity, to be expressed
to mature in one installment of interest only for the period
from and including the Closing Date under the Participation
Agreement to but not including January 5, 1978, payable on
January 5, 1978, followed by 14 1nstallments, payable semiannually
thereafter in accordance with the amortization schedule set
forth in Schedule 1 hereto, and to be otherwise substantially in
the form attached as Exhibit A-1 hereto. The Series B Notes
are to be dated the date of issue, to bear interest at the rate
of 8.25% per annum prior to maturity, to be expressed to mature
in one installment of interest only for the period from and
including the Closing Date under the Participation Agreement to
but not including January 5, 1978, payable on January 5, 1978,
followed by 30 installments, payable semiannually thereafter in
accordance wlth the amortization schedule set forth in Schedule 2
hereto, and to be otherwise substantially in the form attached
as Exhiblt A-2 hereto. The Series A Notes and the Series B Notes
are hereinafter collectively referred to as the "Notes".

B. The Notes and all principal thereof and interest
(and premium, if any) thereon and all additional amounts and
other sums at the time due and owing from or required to be paid



by the Debtor under the terms of the Notes, this Security
Agreement or the Partlcipation Agreement are hereinafter some-
times referred to as "indebtedness hereby secured".

C. All of the requirements of law have been fully
complied with and all other acts and things necessary to make
this Security Agreement a valid, binding and legal instrument
for the security of the Notes have been done and performed.

SECTION 1. GRANT OF SECURITY.

The Debtor in consideration of the premises and other
good and valuable consideration, receipt whereof is hereby
acknowledged, and in order to secure the payment of the principal
of and interest on the Notes according to their tenor and effect,
and to secure the payment of all other indebtedness hereby
secured and the performance and observance of all covenants and
condlitions in the Notes and in this Security Agreement and in the
Participation Agreement contained, does hereby convey, warrant,
mortgage, asslgn, pledge and grant the Secured Party, its
successors in trust and assigns, a security interest in all and
singular of the Debtor's right, title and interest in and to the
properties, rights, interests and privileges described in
Sections 1.1 and 1.2 hereof subject always to Excepted Rights
in Collateral (as defined in Section 1.5 hereof) (all of which
propertles hereby mortgaged, assigned and pledged or intended so
to be are hereinfter collectively referred to as the "Collateral').

1l.1. Equipment Ccllateral. Collateral includes the
rallroad equipment descrihed in Schedule 3 attached hereto and
made a part hereof (collectively the "Equipment" and individually
an "Item" or "Item of Equipment") constituting the Equipment
leased and dellvered under that certain Equipment Lease dated as
of March 1, 1977 (the "Lease") between the Debtor, as Lessor, and
the Lessee, as Lessee; together with all accessories, equipment,
parts and appurtenances appertaining or attached to any of the
Equipment hereinabove described, whether now owned or hereafter.
acquired, and all substitutions, renewals or replacements of and
additions, improvements, accessions and accumulations to any and
all of said Equipment, together with all the rents, issues, income,
profits and avails therefron.

1.2. Rental Collateral. Collateral also includes all
right, title, interest, claims and demands of the Debtor as
lessor in, to and under the Lease, including all extensions of
the term of the Lease, together with all rights, powers, privi-
leges, options and other benefits of the Debtor as lessor under
the Lease, including, without limitation, but subject always to
Excepted Rights in Collateral:

(1) the immediate and continulng right to receive
and collect all Fixed Rental and Casualty Value (as
each such term is defined in the Lease), insurance



proceeds, condemnation awards and other payments, tenders
and security now or hereafter payable or receivable by
the lessor under the Lease pursuant thereto,

(2) the right to make all waivers and agreements
and to give and receive duplicate copies of all notices
and other instruments or communications,

(3) the right to take such action upon the occurrence
of an Event of Default under the Lease or an event which
with the lapse of time or giving of notice, or both, would
constitute an Event of Default under the Lease, including
the commencement, conduct and consummation of legal,
administrative or other proceedings, as shall be permitted
by the Lease or by law, and to do any and all other things
whatsoever which the Debtor or any lessor is or may be
entltled to do under the Lease,

it being the intent and purpose hereof that subject always to
Excepted Rights in Collateral, the assignment and transfer to the
Secured Party of said rights, powers, privileges, options and
other benefits shall be effective and operative immediately and
shall continue in full force and effect, and the Secured Party
shall have the right to collect and receive all Fixed Rental and
Casualty Value and other sums for application in accordance with
the provisions of Section 4 hereof at all times during the period
from and after the date of this Security Agreement until the
indebtedness hereby secured has been fully paid and discharged.

1.3. Limitations to Security Interest. The securlty
interest granted by this Section 1 1s subject to (g) the right,
title and interest of the Lessee under the Lease, and (b) the
lien of current taxes and assessments not in default (but only if
such taxes are entitled to priority as a matter of law), or, if
delinquent, the validity of which 1s being contested in good
faith (collectively "Permitted Encumbrances").

1.4. Duration of Security Interest. The Secured
Party, its successors in trust and assigns shall have and hold the
Collateral forever; provided, always, however, that such security
interest is granted upon the express condition that if the Debtor
shall pay or cause to be paid all the indebtedness hereby secured
and shall observe, keep and perform all the terms and conditions,
covenants and agreements herein and in the Particlpation Agreement
and the Notes contained, then these presents and the estate hereby
granted and conveyed shall cease and this Security Agreement shall
become null and void; otherwise to remain in full force and effect.

1.5. Excepted Rights in Collateral. Subject to the
proviso hereto, there are expressly excepted and reserved from the
security interest and operation of this Security Agreement the
following described properties, rights, interests and privileges




(hereinafter sometimes referred to as the "Excepted Rights in
Collateral") and nothing herein or in any other agreement con-
tained shall constitute an assignment of said Excepted Rights
in Collateral to the Secured Party:

(a) all payments of any indemnity under Sections
6, 10.2 and 20.3 of the Lease which by the terms of
the Lease are payable to the Debtor for its own account;

(b) all rights of the Debtor under the Lease to
demand, collect, sue for or otherwise obtain all amounts
from the Lessee due the Debtor on account of any such
indemnities or payments, provided that the rights ex-
cepted and reserved by this paragraph (b) shall not be
deemed to 1nclude the exerclse of any remedies provided
for in Section 14 of the Lease except those contained
in Section 14.2(a) thereof; and

(¢) any insurance proceeds payable under general
public liability policies maintained by the Lessee
pursuant to Section 11.1 of the Lease which by the terms
of such policies or the terms of the Lease are payable
directly to the Debtor for its own account.

SECTION 2. COVENANTS AND WARRANTIES OF THE TRUST.
The Debtor covenants, warrants and agrees as follows:

2.1. Debtor's Duties. The Debtor covenants and agrees
well and truly to perform, abide by and to be governed and re-
stricted by each and all of the terms, provisions, restrictions,
covenants and agreements set forth in the Participation Agreement,
and in each and every supplement thereto or amendment thereof
which may at any time or from time to time be executed and de-
livered by the parties thereto or their successors and assigns,
to the same extent as though each and all of said terms, provis-
ions, restrictions, covenants and agreements were fully set out
herein and as though any amendment or supplement to the Partici-
pation Agreement were fully set out in an amendment or supplement
to this Security Agreement.

2.2. Warranty of Title. The Debtor has the right,
power and authority to grant a security interest in the
Collateral to the Secured Party for the uses and purposes
herein set forth; and the Debtor will warrant and defend the
title to the Collateral against all claims and demands of
persons claiming by, through or under the Debtor (excepting only
the right, title and interest of the Lessee under the Lease and
of persons claiming by, through or under the Lessee). The
Debtor also agrees that it will, at its own cost and expense
without regard to the provision of Section 7 hereof, promptly
take such action as may be necessary to duly discharge any liens,
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charges or encumbrances on the Collateral which result from claims
agalnst the Debtor 1n its individual capacity and are unrelated

to the transactions contemplated by the Operative Agreements

(as defined in the Participation Agreement); and the Debtor
further agrees to indemnify and hold harmless the Secured Party
and the holders of the Notes from and against any cost or

expenses (including legal fees and expenses) incurred, 1n each
case, as a result of the imposition or enforcement of any such
liens, charges or encumbrances.

2.3. Further Assurances. The Debtor will, at no
expense to the Secured Party, do, execute, acknowledge and de-
liver all and every further acts, deeds, conveyances, transfers
and assurances necessary or proper for the perfection of the
security interest being herein provided for in the Collateral,
whether now owned or hereafter acquired. Without limiting the
foregoing but in furtherance of the security interest herein
granted in the rents and other sums due and to become due under
the Lease, the Debtor covenants and agrees that it will notify
the Lessee of such assignment pursuant to Section 16 of the
Lease and direct the Lessee to make all payments of such rents
and other sums due and to become due under the Lease other than
Excepted Rights in Collateral directly to the Secured Party or
as the Secured Party may direct.

2.4, After-acquired Property. Any and all property
described or referred to in the granting clauses hereof which
is hereafter acquired shall ipso facto, and without any further
conveyance, assignment or act on the part of the Debtor or the
Secured Party, become and be subject to the security interest
herein granted as fully and completely as though specifically
described herein, but nothing in this Section 2.4 contained
shall be deemed to modify or change the obligation of the Debtor
under Section 2.3 hereof.

2.5. Recordation and Filing. The Debtor will cause
this Security Agreement and all supplements hereto, the Lease
and all supplements thereto, and all financing and continuation
statements and similar notices required by applicable law, at
all times to be kept, recorded and filed at no expense to the
Secured Party in such manner and in such places as may be re-
quired by law in order fully to preserve and protect the rights
of the Secured Party hereunder, and will at no expense to the
Secured Party furnish to the Secured Party promptly after the
execution and delivery of this Security Agreement and of each
supplement to this Security Agreement an opinion of counsel
stating that in the opinion of such counsel this Security Agree-
ment or such supplement, as the case may be, has been properly
recorded or filed for record so as to make effective of record
the security interest intended to be created hereby.




2.6. Modifications of the Lease. The Debtor will not,
without the prior written consent of the Secured Party and the
holders of the Notes, which consent shall not be unreasonably
withheld:

(a) declare a default or exerclse the remedies of
the Lessor under, or terminate, modify or accept a sur-
render of, or offer or agree to any termination, modifi-
cation or surrender of, the Lease (except as otherwise
expressly provided herein) or by affirmative act consent
to the creation or existence of any security interest or
other lien to secure the payment of indebtedness upon
the leasehold estate created by the Lease or any part
thereof; or

(b) receive or collect any rental payment under the
Lease prior to the date for payment thereof provided for
by the Lease or assign, transfer or hypothecate (other
than to the Secured Party hereunder) any rent payment then
due or to accrue in the future under the Lease in respect
of the Equipment; or

(¢) sell, mortgage, transfer, assign or hypothecate
(other than to the Secured Party hereunder) its interest
in the Equlipment or any part thereof or in any amount to
be receilved by it from the use or disposition of the
Equipment.

. 2.7. Power of Attorney In Respect of the Lease.
The Debtor does hereby irrevocably constitute and appoint the
Secured Party, 1its true and lawful attorney with full power of
substitution, for it and in its name, place and stead, to ask,
demand, collect, receive, receipt for, sue for, compound and
give acquittance for any and all rents, income and other sums
which are assigned under Sections 1.1 and 1.2 hereof with full
power to settle, adjust or compromise any claim thereunder as
fully as the Debtor could itself do, and to endorse the name of
the Debtor on all commercial paper given in payment or in part
payment thereof, and in its discretion to file any claim or take
any other action or proceedings, either in 1its own name or in
the name of the Debtor or otherwise, which the Secured Party may
deem necessary or appropriate to protect and preserve the right,
title and interest of the Secured Party in and to such rents
and other sums and the security intended to be afforded hereby.

2.8. Maintenance of Corporate Existence. The Debtor
will preserve and keep in full force and effect its corporate
exlstence, rights and franchises and all licenses and permits
necessary to the performance of its obligations hereunder, except
as otherwise provided in Section 2.9 hereof.




2.9. Restrictions on Mergers, Consolidations and Sales
of Assets. The Debtor wlll not sell, lease, transfer or other-
wilise dispose of all or a substantial portion of its corporate
property or assets to any person, firm or corporation or consol-
idate with or merge into any other corporation or permit another
corporation to merge into it unless (1) the successor formed by
or resulting from such consolidation or merger or to which such
sale, lease or other disposition shall have been made shall be a
solvent corporatlion organized under the laws of the United States
of America or a State thereof or the District of Columbia;

(i1) such successor corporation (if other than the Debtor) shall
assume all of the Debtor's obligations under this Security Agree-
ment, the Notes, the Participation Agreement, the Lease and the
Hulk Purchase Agreement and the Reconstruction Agreement referred
to in the Participation Agreement; and (iii) immediately after
such merger, sale, lease or other disposition, such successor
corporation shall not be in default in the performance or
observance of any of the covenants, agreements or conditions
contained 1n the Participation Agreement, this Security
Agreement, the Lease, said Hulk Purchase Agreement or said
Reconstruction Agreement.

2.10. Notice of Default. The Debtor further covenants
and agrees that it will give the Secured Party prompt written
notice of any event or condition constituting an Event of Default
under the Lease 1f any officer of the Debtor has actual knowledge
of such event or condition and is also aware, or should reasonably
have been aware, that such event or condition constitutes such an
Event of Default.

SECTION 3. POSSESSION, USE AND RELEASE OF PROPERTY.

3.1. Possession of Collateral. While the Debtor is
not in default hereunder it shall be suffered and permitted to
remailn in full possession, enjoyment and control of the Equipment
and to manage, operate and use the same and each part thereof
wlth the rights and franchises appertaining thereto, provided,
always, that the possession, enjoyment, control and use of the
Equipment shall at all times be subject to the observance and per-
formance of the terms of this Security Agreement. It is expressly
understood that the use and possession of the Equipment by the
Lessee under and subject to the Lease shall not constitute a
violation of this Section 3.1.

3.2. Release of Equipment. So long as no default re-
ferred to 1n Section 14 of the Lease has occurred and is con-
tinuing to the knowledge of the Secured Party, the Secured Party
shall execute a release in respect of any Item of Equipment
designated by the Lessee for settlement pursuant to Section 11 of
the Lease upon receipt from the Lessee of written notice desig-
nating the Item of Equipment in respect of which the Lease will
terminate and the receipt from the Lessee of the Casualty Value
payment for such Item of Equipment in compliance with Section 11
of the Lease.




3.3. Release of Equipment - Consent of Noteholders.
In addition to the sale, exchange or release pursuant to the
foregolng Section 3.2, the Debtor may sell or otherwise dispose
of any Equipment then subject to the llen of this Security
Agreement, and the Secured Party shall release its interest
in the same from the lien hereof to the extent and on the terms
and upon compllance with the conditions provided for in any
written consent given thereto at any time or from time to time
by the holder or holders of the indebtedness hereby secured.

3.4. Protection of Purchaser. No purchaser in good
faith of property purporting to be released hereunder shall
be bound to ascertain the authority of the Secured Party to
execute the release, or to inquire as to any facts required by
the provisions hereof for the exercise of such authority; nor
shall any purchaser, in good faith, of any item or unit or the
mortgaged property be under obligation to ascertain or inquire
into the conditions upon which any such sale is hereby authorized.

SECTION 4. APPLICATION OF ASSIGNED RENTALS AND CERTAIN OTHER
MONEYS RECEIVED BY THE SECURED PARTY.

4.1. Application of Rents and Other Payments. As
more fully set forth in Section 1.2 hereof the Debtor has hereby
granted to the Secured Party a security interest in rents,
issues, profits, income and other sums due and to become due
under the Lease 1n respect of the Equipment as security for the
Notes. So long as no Event of Default as defined in Section 5
hereof has occurred and is continuing:

(a) The amounts from time to time received by the
Secured Party which constitute payment by the Lessee under
the Lease of the installments of Fixed Rental under the
Lease shall be applied first, to the payment of the in-
stallments of principal and interest (and in each case
first to interest and then to principal) on the Notes
which have matured or will mature on or before the due
date of the installments of Fixed Rental which are re-
ceived by the Secured Party, and then the bvalance, if any,
of such amounts shall be paid to or upon the order of the
Debtor;

(b) The amounts from time to time received by the
Secured Party which constitute settlement by the Lessee
of the "Casualty Value" for any Item of Equipment pursuant
to Section 11 of the Lease shall be applied by the
Secured Party as follows:

(i) PFirst, an amount equal to the accrued
and unpaid interest on that portion of the Notes
to be prepaid pursuant to the following subparagraph
(1i) shall be applied on the Notes;

-8-



(11) Second, an amount equal to the Loan
Value of such Item of Equipment for which settle-
ment 1s then being made shall be applied to the
prepayment of the Notes so that each of the
remaining installments of each Note shall be
reduced in the proportion that the principal
amount of the prepayment bears to the unpaid
principal amount of the Notes immediately
prior to the prepayment; and

(111) Third, the balance, if any, of such
amounts held by the Secured Party after making
the applications provided for by the preceding
subparagraphs (i) and (ii) shall be released
to or upon the order of the Debtor on the date
of payment of the Notes.

For purposes of this Section 4.1(b), the "Loan Value", in respect
of any Item of Equipment, shall be an amount equal to the product
of (g) a fraction, the numerator of which is an amount equal to
the Total Cost of such Item of Equipment for which settlement is
then being made and the denominator of which is the aggregate
Total Cost of all Items of Equipment then subject to the Lease
(including the Total Cost of such Item of Equipment for which
settlement is then being made), times (B) the unpaid principal
amount of the Notes immediately prior to the prepayment provided
for in this Section 4.1(b) (after giving effect to all payments
of installments of principal made or to be made on the date of
"prepayment provided for in this Section 4.1(b)).

(¢) The amounts received by the Secured Party
from time to time which constitute proceeds of casualty
insurance maintained by the Lessee in respect of the
Equipment, shall be held by the Secured Party as a part
of the Collateral and shall be applied by the Secured
Party from time to time to any one or more of the
followlng purposes:

(1) So long as no Event of Default has occurred
and is continuing to the knowledge of the Secured
Party, the proceeds of such insurance shall, if the
Equipment is to be repaired, be released to the
Debtor to reimburse the Lessee for expenditures made
for such repalr upon receipt by the Secured Party
of satisfactory proof that any damage to any Item
of Equlpment with respect to which such proceeds
were paid has been fully paid as required by the
first paragraph of Section 11.1 of the Lease; and



(11) 1If the insurance proceeds shall not have
been released to the Debtor pursuant to the preceding
paragraph (i) within 180 days from the receipt
thereof by the Secured Party, or if within such
period the Lessee shall have notified the Secured
Party in writing that the Lease 1s to be terminated
in accordance with the provisions of Section 11.2
of the Lease, then, so long as no Event of Default
hereunder has occurred and is continuing to the
knowledge of the Secured Party, the insurance
proceeds shall be applied by the Secured Party
as follows:

(A) First, to the prepayment
of the Notes all in the manner
and to the extent provided for
by Section 4.1(b) hereof; and

(B) Second, the balance,
if any, of such insurance proceeds
held by the Secured Party after
making the applications provided
for by the preceding subparagraph
(A) shall be released to or upon
the order of the Debtor.

4.2. Multiple Notes. If more than one series of
Notes. 1s outstanding at the time any application is made pursuant
to Section 4.1 hereof, the application shall be made on the Notes
of each serles ratably in accordance with the aggregate principal
amount remaining unpaid thereon; and, if more than one Note of
any series 1s outstanding at the time any such application is
made, such application shall be made on all outstanding Notes of
such series ratably in accordance with the aggregate principal
amount remaining unpaid thereon.

4.3, Default. If an Event of Default referred to in
Section 5 hereof has occurred and is continuing, all amounts
recelved by the Secured Party pursuant to Section 1.2 hereof
shall be applied in the manner provided for in Section 5-in
respect of proceeds and avails of the Collateral.

SECTION 5. DEFAULTS AND OTHER PROVISIONS.

5.1. Events of Default. The term "“Event of Default"
for all purposes of this Security Agreement shall mean one or
more of the following:

(a) Default in payment of an installment of the
principal of, or interest on, any Note when and as the
same shall become due and payable, whether at the due
date thereof or at the date fixed for prepayment or by
acceleration or otherwise, and any such default shall
continue unremedied for fifteen days; or



(b) An Event of Default as set forth in Section
14 of the Lease; or

(¢c) Default on the part of the Debtor in the due
observance or performance of any covenant, condition
or agreement to be observed or performed by the Debtor
under this Security Agreement or the Participation
Agreement, and such default shall continue unremedied
for 30 days after written notice from the Secured Party
to the Debtor specifying the default and demanding the
same to be remedied; or

(d) Any representation or warranty on the part of
the Debtor made herein or in the Participation Agreement
or 1n any certificate or statement furnished in.connection
with this Security Agreement, the Lease or the Participation
Agreement, or the transactions contemplated therein shall
prove to be false or misleading in any material respect
when made; or

(e) Any claim, lien or charge (other than the Lease
and liens, charges and encumbrances which the Lessee is
obligated to discharge under Section 9 of the Lease) shall
be asserted against or levied or imposed upon the Equipment
which is prior to or on a parity with the security interest
granted hereunder, and such claim, lien or charge shall
not be discharged or removed within thirty days after
written notice from the Secured Party or the holder of any
Note to the Debtor and the Lessee demanding the discharge
or removal thereof; or

(f) 'The Debtor becomes insolvent or bankrupt or
admits in writing its inabllity to pay its debts as they
mature, or makes an assignment for the benefit of creditors
or applies for or consents to the appointment of a trustee
or receiver for the Debtor or for the major part of 1its
property; or

(g) A trustee or receiver is appointed for the
Debtor or for the major part of its property and is not
discharged within 30 days after such appointment; or

(h) Bankruptcy, reorganization, arrangement, insol-
vency, or liquidation proceedings, or other proceedings for
relief under any bankruptcy law or similar law for the
relief of debtors, are instituted by or against the
Debtor and, 1f instituted against the Debtor, are
consented to or are not dismissed within 30 days after
such institution. .

5.2. Secured Party's Rights. The Debtor agrees that
when any Event of Default as defined in Section 5.1 has occurred
and is continulng, but subject always to Section 7 hereof, the
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Secured Party shall have the rights, options, duties and remedies
of a secured party, and the Debtor shall have the rights and
duties of a debtor, under the Uniform Commercial Code of Minnesota
(regardless of whether such Code or a law similar thereto has
been enacted in a jurisdiction wherein the rights or remedies

are asserted) and without limiting the foregoing, the Secured
Party may exercise any one or more or all, and in any order, of
the remedies hereinafter set forth, it being expressly understood
that no remedy herein conferred is intended to be exclusive of
any other remedy or remedies, but each and every remedy shall be
cumulative and shall be in addition to every other remedy glven
herein or now or hereafter existing at law or in equity or by
statute.

(a) The Secured Party may, and upon the written
request of the holders of 25% of the principal amount
of the Notes then outstanding shall, by notice in
‘writing to the Debtor declare the entire unpaid balance
of the Notes to be immediately due and payable; and
thereupon all such unpaid balance, together with all
accrued interest thereon, shall be and become immediately
due and payable;

(b) Subject always to the rights of the Lessee under
the Lease, the Secured Party personally or by agents or
attorneys, shall have the right (subject to compliance
with any applicable mandatory legal requirements) to take
immediate possession of the Collateral, or any portion
thereof, and for that purpose may pursue the same wherever
it may be found, and may enter any of the premises of the
Debtor, with or without notice, demand, process of law
or legal procedure, if this can be done without breach
of the peace, and search for, take possession of, remove,
keep and store the same, or use and cperate or lease the
same until sold;

(e) Subject always to the rights of the Lessee under
the Lease, the Secured Party may, if at the time such action
may be lawful and always subject to compliance with any
-mandatory legal requirements, either with or without taking
possession and elther before or after taking possession,
and wilthout instituting any legal proceedings whatsoever,
and having riret given notice of such sale by registered
mail to the Devtor and the Lessee once at least ten davs
prior to the date of such sale, and any other notice which
may be required by law, sell and dispose of the Collateral,
or any part thereof, at public auction to the highest
bidder, in one lot as an entirety or in separate lots, and
elther for cash or on credit and on such terms as the
Secured Party may determine, and at any place (whether or
not it be the location of the Collateral or any part there-
of) designated in the notice above referred to. Any such
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sale or sales may be adjourned from time to time by
announcement at the time and place appointed for such sale
or sales, or for any such adjourned sale or sales, without
further published notice, and the Secured Party or the
holder or holders of the Notes, or of any interest therein,
may bid and become the purchaser at any such sale; '

(d) Subject always to the rights of the Lessee under
the Lease, the Secured Party may proceed to protect and
enforce this Security Agreement and the Notes by suit or
sults or proceedings in equity, at law or in bankruptcy,
and whether for the specific performance of any covenant
or agreement herein contained or in execution or aid of
any power herein granted; or for foreclosure hereunder, or
for the appointment of a receiver or receivers for the
mortgaged property or any part thereof, or subject to the
provislons of Section 7 hereof, for the recovery of judgment
for the indebtedness hereby secured or for the enforcement
of any other proper, legal or equitable remedy avallable
under applicable law; and

(e) Subject always to the rights of the Lessee under
the Lease, the Secured Party may proceed to exercise all
rights, privileges and remedies of the Debtor under the
Lease, and may exercise all such rights and remedies either
in the name of the Secured Party or in the name of the
Debtor for the use and benefit of the Secured Party.

5.3. Certain Rights of the Debtor on the Occurrence
of an Event of Default Under the Lease. Except as herelnafter
provided, if an Event of Default under the Lease of which the
Secured Party has knowledge shall have occurred and be continuing
the Secured Party shall give the Debtor not less than 20 days'
prior written notlce of the date (the "Enforcement Date") on
which the Secured Party will exercise any remedy or remedies -
pursuant to Section 5.2 hereof. If an Event of Default under
the Lease shall have occurred and be continuing, the Debtor
shall have the following rights hereunder:

‘ .~ (a) Right to Cure. In the event of the occurrence
of an Event of Default in respect of the payment of money under
Section 14.1(a) of the Lease or an Event of Default shall have
occurred under Section 14.1(c) of the Lease (unless there shall
have occurred and be continuing any other Event of Default under
the Lease), the Debtor may, at any time prior to the Enforcement
Date, cure such default [in the case of such payment defauylt by
paying to the Secured Party an amount equal to any principal
and interest (including interest, if any, on overdue payments
of principal and interest) then due and payable on the Notes].

Except as hereinafter in this Section 5.3(a) provided,
the Debtor shall not obtain any lien, charge or encumbrance of
any kind on any of the Collateral or any rent payable under the
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Lease for or on account of costs or expenses incurred in connec-
tion with the exercise of such right, nor shall any claim of the
Debtor against the Lessee or any other party for the repayment

of such costs or expenses impair the prior right and security
interest of the Secured Party in and to the Collateral. Upon

such payment by the Debtor of the amount aof principal gnd interest
then due and payable on the Notes, the Debtor shall be subrogated
to the rights of the Secured Party and the holders of the Notes

in respect of the Fixed Rental which was overdue at the time of
such payment and interest payable by the Lessee on account of its
being overdue, and therefore if no other Event of Default or
other event which with the lapse of time or the giving of notice,
or both, would constitute an Event of Default shall have occurred
and be cpntinuing and if all principal and interest payments due
on the Notes have been pald at the time of receipt by the Secured
Party of such Fixed Rental, the Debtor shall be entitled %o re-
cleve such Fixed Rental and such interest upon receipt thereof

by the Secured Party; provided that (i) in the event the principal
and interest on the Notes shall have become due and payable pur-
suant to Section 5.2(a) hereof, such subrogation shall, until
principal of and interest on all Notes shall have been paid in
full, be subordinate to the rights of the Secured Party and the
holders of the Notes in respect of such payment of Fixed Rental
and such interest on such overdue Fixed Rental prior to receipt by
the Debtor of any amount pursuant to such subrogation, ang (ii)
the Debtor shall not be entitled to seek to recover any such pay-
ment (or any payment in lieu thereof) except pursuant to the fore-
going right of subrogation.

(b) Option to Prepay Notes. Whether or not the Debtor
shall then have the right to cure an Event of Default under the
Lease pursuant to Section 5.3(a) above, the Debtor may at its
option prepay the Notes by payment of the entire unpaid principal
amount thereof, together with accrued interest thereon to the :
date of prepayment but without premium.

5.4. Acceleration Clause. In case of any sale of
the Collateral, or of any part thereof, pursuant to any judgment
or decree of any court or otherwise in connection with the en-
forcement of any of the terms of this Securlty Agreement, the
principal of the Notes, if not previously due, and the interest
accrued thereon, shall at once become and be immediately due and
payable; also in the case of any such sale, the purchaser or
purchasers, for the purpose of making settlement for or payment
of the purchase price, shall be entitled to turn in apd use the
Notes and any claims for interest matured and unpaid thereon, in
order that there may be credited as paid on the purchase price
the sum apportionable and applicable to the Notes including
principal and interest thereof out of the net proceeds of such
sale after allowlng for the proportign of the total purchase
price required to be paid in actual cash.

5. 5 Waiver by Debtor. To the extent permitted by
lawf the Debtor covenants that it will not at any time insist
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upon or plead, or 1n any manner whatever claim or take any

benefit or advantage of, any stay or extension law nor or at

any time hereafter in force, nor claim, take, nor insist upon

any benefit or advantage of or from any law now or hereafter in
force providing for the valuation or appraisement of the Collateral
or any part thereof, prior to any sale or sales thereof to be

made pursuant to any provision herein contained, or to the

decree, judgment or order of any court of competent jurisdiction;
nor, after such sale or sales, clalm or exercise any right under
any statute now or hereafter made or enacted by any state or
otherwlse to redeem the property so sold or any part thereof, and,
to the full extent legally permitted, hereby expressly waives

for 1tself and on behalf of each and every person, except decree
or judgment creditors of the Debtor acquiring any interest in or
title to the Collateral or any part thereof subsequent to the

date of this Security Agreement, all benefit and advantage of any
such law or laws, and covenants that it will not invoke or utilize
any such law or laws or otherwise hinder, delay or impede the
executlon of any power herein granted and delegated to the Secured
Party, but will suffer and permit the execution of every such
power as though no such power, law or laws had been made or
enacted.

5.6. Effect of Sale. Any sale, whether under any
power of sale hereby given or by virtue of judicial proceedings,
shall operate to divest all right, title, interest, claim and
demand whatsoever, either at law or in equity, of the Debtor
in and to the property sold, shall be a perpetual bar, both at
law and in equity, against the Debtor, its successors and assigns,
and against any and all persons claiming the property sold or any
part thereof under, by or through the Debtor, its successors or
assigns (subject, however, to the then existing rights, if any,
of the Lessee under the Lease).

5.7. Application of Sale Proceeds. The proceeds
and/or avalls of any sale of the Collateral, or any part thereof,
and the proceeds and the availils of any remedy hereunder shall be
pald to and applied as follows:

(a) Pirst, to the payment of costs and expenses of
foreclosure or suit, if any, and of such sale, and of all
proper expenses, liability and advances, including legal
expenses and attorneys' fees, incurred or made hereunder
by the Secured Party, or the holder or holders of the Notes
and of all taxes, assessments or liens superior to the
lien of these presents, except any taxes, assessments or
other superior lien subjJect to which said sale may have
been made;

(b) Second, to the payment of the holder or holders
of the Notes of the amount then owing or unpaid on the
Notes for principal, interest and premium, 1f any; and
in case such proceeds shall be insufficient to pay in full
the whole amount so due, owlng or unpaid upon the Notes,
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then ratably accordling to the aggregate of such principal
and the accrued and unpaid interest and premium, if any,
with application on each N¢te to be made, first, to the
unpaid principal thereof, second, to unpaid premium, if

any, thereon, and third, to unpaid interest thereon; such
applicatlion to be made upon presentation of the several
Notes, and the notation. thereon of the payment, if partiglly
paid, or the surrender and cancellation thereqf, if fully
paid; and ' -

(c¢) Third, to the payment of the surplus, if any,
to the Debtor, its successors and assigns, or to whomsoever
may be lawfully entitled to receive the same.

5.8. Discontinuance of Remedies. In case the Secured
Party shall have proceeded to enforce any right under thils Secu-
rity Agreement by foreclosyre, sale, entry or otherwise, and
such proceedings shall have been discontinued or abandoned for
any reason or shall have been determined adversely, then and in
every such case the Debtor, the Secured Party and the holders of
the Notes shall be restored to thein former positions and rights
hereunder with respect to the property subject to the security
ipterest created under this Security Agreement.

5.9. Cumulative Remedies. No delay or omission of
the Secured Party or of the holder of any Note to exercise any
right. or power arising from any default on the part of the
Debtor, shall exhaust or impalr any such right or power or pre~
vent 1ts exerclse during the continuance of such default. No
waiver by the Secured Party, or the holder of any Note of any
such default, whether such waiver be full or partial, shall
extend to or be taken to affect any subsequent default, or to
impair the rights resulting therefrom except as may be otherwlse
provided herein. No remedy hereunder is intended to be exclusive
of any other remedy but each and every remedy shall be cumulative
and in addition to any and every other remedy given hereunder or
otherwlse exlsting; nor shall the giving, taking or enforcement
of any other or additlonal security, collateral or guaranty for
the payment of the indebtedness secured under this Security
Agreement. operate to prejudice, waive or affect the security of
this Securlity Agreement or any rights, powers or remedies here-
under, nor shall the Secured Party or holder of any of the Notes
be required to first look to, enforce or exhaust such other or
additonal securlty, collateral or guaranties.

SECTION 6. THE SECURED PARTY.

6.1. Certain Duties and Responsibilities of Secured
Party. (a) Except during the continuance of an Event of
Default: :
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(1) the Secured Party undertakes to perform such
duties and only such duties as are specifically set forth
in this Security Agreement, and no implied covenants or
obligations shall be read into this Security Agreement
against the Secured Party; and

(2) 1n the absence of bad faith on its part, the
Secured Party may conclusively rely, as to the truth of
. the statements and the correctness of the opinions
expressed therein, upon certificates or opinions furnished
to the Secured Party and conforming to the requirements of
this Security Agreement, the Participation Agreement or
the Lease; but 1n the case of any such certificates or
opinions which by .any provision hereof are specifically
requlred to be furnished to the Secured Party, the
Secured Party shall be under a duty to examine the same
to determine whether or not they conform to the require-
ments of this Security Agreement,

(b) 1In case an Event of Default has occurred and is
continuing, the Secured Party shall exercise such of the rights
and powers vested in i1t by this Security Agreement for the
beneflt of the holders of the Notes, and use the same degree
of care and skill in their exercise, as a prudent man would
exerclse or use under the circumstances in the conduct of hlS
qQwn affairs.

(¢) ©No provision of this Security Agreement shall be
construed to relieve the Secured Party from liability for its
own negligent action, its own negligent failure to act or its
own willful misconduct, except that:

(1) this subsection shall not be: construed to limit
the effect of subsection (a) of this Section;

(2) the Secured Party shall not be liable for any
error of judgment made in good faith by an officer of the
Secured Party unless 1t shall be proved that the Secured
Party was negligent in ascertaining the pertinent facts;

. (3) the Secured Party shall not be liable to the
' holder of ariy Note with respect to any action taken or
omitted to be taken by it in good faith in accordance
with the direction of the holders of tworthirds principal
amount of the Notes outstanding relating to the time, method
and place of conducting any proceeding for any remedy
avallable to the Secured Party, or exerclsing any trust
or power conferred upon the Secured Party under this
Security Agreement; and

(d) No provision of this Security Agreement shall

require the Secured Party to expend or risk its own funds or
otherwise incur any financial 1liability in the performance of

-17-



any of its dutlies hereunder, or in the exercise of any of its
rights or powers, if it shall have reasonable grounds for
believing that repayment of such funds or adequate indemnity
agalnst such risk or liability 1s not reasonably assured to 1it.

‘ (e) Whether or not therein expressly so provided,
every provision of this Security Agreement relating to the con-
duct or affecting the liability of or affording protection to
the Secured Party shall be subject to the provisions of this
Section 6.1.

6.2. Certain Limitations on Secured Party's Rights
to Compensation and Indemnification. The Secured Party agrees
that it shall have no right against the Debtor, the Note Purchaser
or the holders of any Note for the payment of compensation for
its services hereunder or any expenses or disbursements incurred
in connection with the exercise and performance of its powers and
~quties hereunder or any indemnification against liabllity which
1t may 1ncur in the exercise and performance of such powers and
duties but on the contrary, shall look sqQlely to the Lessee under
- Section 7 of the Participation Agreement for such payment and
indemnification and that it shall have no llen on nor security
interest in the Collateral as security for such compensation,
expenses, disbursements and indemniflcation except to the extent
provided for in Section 5.7(a) hereof,.

6.3. Certain Rights of Secured Party. (a) The
Secured Party shall not be responsible for any recitals herein
or in the Participation Agreement or for insuring the Equipment,
or for paying or discharging any tax, assessment, governmental
charge or lien affecting the Collateral, or for the recording,
filing or reflling of thils Securlty Agreement, or of any sup-
plement or further mortgage or trust deed, nor shall the
Secured Party be bound to ascertain or 1nquire as to the per-
formance or observance of any covenants, conditions or agree-
ments contained herein or in the Participation Agreement,
and, except in the case of a default in the payment of the
principal of, or interest or premium, if any, on any Note or
a default of which the Secured Party has actual knowledge, the
Secured Party shall be deemed to have knowledge of any default
in the performance or -observance of any such covenents, con-
ditlons or agreements only upon receipt of written notice
thereof from one of the holders of the Notes. The Secured Party
shall promptly notify all holders of the Notes of any default of
which the Secured Party has actual knowledge. Upon receipt by
the Secured Party of such written notice from a holder of a
Note, the Secured Party shall promptly notify all other holders
of the Notes of such notice and the defaulf referred to therein
by prepald reglstered mail addressed to them at their addresses
set forth in the Reglster.

(b) The Secured Party makes no representation
warranty as to the valldity, sufficiency or enforceabili%y of
this Security Agreement, the Notes, the Participation Agreement
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or any instrument 1lncluded in the Collateral, or as to the value,
title, condltion, fitness for use of, or otherwise with respect
to, any Equipment or Item of Equipment or any substitute there-
for. The Secured Party shall not be accountable to anyone for
the use or application of any of the Notes or the proceeds there-
of or for the use or application of any property or the proceeds
thereof which shall be released from the lien and security
interest hereof in accordance with the provisions of this Secur-
ity Agreement.

(¢) The Secured Party may rely and shall be protected
in acting or refraining from acting upon any resolution, certif-
icate, statement, instrument, opinion, report, notice, request,
direction, consent, order, bond, note or other paper or docu-
ment believed by 1t to be genuine and to have been signed or
presented by the proper party or parties.

(d) Any request, direction or authorization by the
Debtor or the Lessee shall be sufficiently evidenced by a request,
direction or authorization in writing, delivered to the Secured
Party, and sligned in the name of the Debtor or the Lessee, as
the case may be, by its Chairman of the Board, President, any
Vice Presldent, Treasurer or Secretary; and any resolution of
the Board of Dlrectors of the Debtor or the Lessee shall be
sufficiently evidenced by a copy of such resolution certified by
i1ts Secretary or an Assistant Secretary to have been duly adopted
and to be 1in full force and effect on the date of such certif-
ication, and delivered to the Secured Party.

(e) Whenever in the administration of the trust herein
provlided for the Secured Party shall deem 1t necessary or desir-
able that a matter be proved or established prior to taking,
suffering or omitting any action hereunder, such matter (unless
other evlidence 1n respect thereof be herein specifically pre-
scribed) may be deemed to be conclusively proved and established
by a certificate purporting to be signed by the Chairman of the
Board, the President, any Vice President, the Treasurer or the
Secretary of the Debtor and delivered to the Secured Party, and
such certificate shall be full warrant to the Secured Party or
any other person for any actlon taken, suffered or omitted on
the faith thereof, but in i1ts discretion the Secured Party may
accept, 1in lieu thereof, other evidence of such fact or matter or
may require such further or additional evidence as it may deem
reasonable.

(f) The Secured Party may consult with counsel,
appraisers, engineers, accountants and other skilled persons
to be selected by the Secured Party, and the written advice of
any thereof shall be full and complete authorization and protec-
tlon in respect of any action taken, suffered or omitted by it
hereunder in good faith and in reliance thereon.
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(g) The Secured Party shall be under no gbligation
to take any action to protect, preserve or enforce any rights or
interests in the Collateral or to take any action towards the
executlon or enforcement of the trusts hereunder or otherwise
hereunder, whether on its own motion or on the request of any
other person, which in the opinion of the Secured Party may
involve loss, liability or expense, unless the Debtor opr one or
more holders of the Notes outstanding shall offer and furnish
reasonable securlty or indemnity against loss, liability and
expense to the Secured Party.

(h) The Secured Party shall not be liable to the
holder of any Note for any action taken or omitted by it in
good faith and believed by it to be authorized or within the
discretion or rights or powers conferred upon it by this Secur-
ity Agreement.

(1) The Secured Party shall not be bound to make any
investigation into the facts or matters stated in any resolution,
certificate, statement, instrument, opinion, report,
notice, request, direction, consent, order, bond, note or
other paper or document, unless requested in writing to do so by
the holders of not less than a majority in principal amount of
the Notes then outstanding.

(J) The Secured Party may execute any of the trusts
or powers hereunder or perform any duties hereunder either
directly or by or through agents or attorneys and the Secured
Party shall not be responsible for any misconduct or negligence
on the part of any agent or attorney appointed by it with due
care,

(k) The provisions of pafagraphs (¢) to (j), inclusive,
of this Section 6.3, shall be subject to the provisions of
Section 6.1 hereof,

6.4, Showlngs Deemed Necessary by Secured Party.
Notwithstanding anything elsewhere in this Security Agreement
contained, the Secured Party shall have the rights, but shall
not be required, to demand in reéspect of withdrawal of any cash,
the release of any property, the subjection of any after-acquired
property to the lien of this Security Agreement, or agny othery
action whatsoever within the purview hereof, any showings, certif-
icates, opinions, appraisals or other information by the Secured
Party deemed necessary or appropriate in addition fo the matters
by the terms hereof required as a condition precedent to such
action.

6.5. Status of Moneys Received. All moneys received
by the Secured Party shall, until used or applied as hereiln
provided, be held in trust for the purposes for which they were
received, but need not be segregated in any manner from any other
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moneys, except to the extent required by law, and may be depos-
ited by the Secured Party under such general conditions ag may
‘be prescribed by law in the Secured Party's general banking
department, and the Secured Party shall be under no liability
for interest on any moneys received by it hereunder. The Secured
Party and any affiliated corporation may become the owner of any
Note secured hereby and be interested in any financial trans-
action with the Debtor or any affiliated corporation or the
Lessee or any affiliated corporation, or the Secured Party may
act as depositary or otherwise in respect to other securities of
the Debtor or any affiliated corporation or the Lessee or any
affiliated corporation, all with the same rights which it would
have if not the Secured Party.

6.6. Resignation of Secured Party. The Secured Party
may resign and be discharged of the trusts hereby created by
malling notice specifying the date when such resignation shall
take effeect to the Debtor and to the holders of the Notes at
their addresses set forth in the Register. Such resignation
shall take effect on the date specified in such notice (being
not less than thirty days after the mailing of such notice) un-
less previously a successor secured party shall have been
appointed as hereinafter provided, in which event such resigna-
tion shall take effect immediately upon the appointment of such
successor. -

- 6.7. Removal of Secured Party. The Secured Party
may be removed and/or a successor secured party may be appointed
at any time by an instrument or concurrent instruments in writing
signed and acknowledged by the holders of a majority in principal
amount of the Notes and delivered to the Secured Party and to
the Debtor and, in the case of the appointment of a sucgessor
secured party, to such successor secured party.

6.8. Successor Secured Party. Fach secured party
appointed in successlon of the Secured Party named in this
Security Agreement, or its successor In the trust, shall be a
trust company or banking corporation having an office in the
State of Maryland, Illinois or Minnesota in good standing and
having a capital and surplus aggregating at least $50,000,000,
if there be such a trust company or banking corporation qualified,
able and willing to accept the trust upon reasonable or customary
terms.

6.9. Appointment of Successor Secured Party. If
the Secured Party shall have given notlce of resignation to the
Debtor pursuant to Section 6.6 hereof, if notice of removal
shall have been given to the Secured Party and the Debtor pur-
suant to Section 6.7 hereof, which notice does not appoint a
successor secured party, a successor secured party may be
appointed by the Debtor, or, if such successor secured party
shall not have been so appointed or shall not have accepted
such appointment within fifteen calendar days after the giving
of such notice of resignation or the giving of any such notice
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of removal, as the case may be, a successor secured party may
be appointed by the Debtor, the holder of any outstanding Note
or, upon appllication of the retiring secured party by any court
of competent Jjurisdiction.

6.10. Merger or Consolidation of Secured Party. Any
company into which the Secured Party, or any successor to it in
the trust created by this Security Agreement, may be merged or
converted or with which it or any successor to it may be consol-
idated or any company resulting from any merger or consolidation
to which the Secured Party or any successor to it shall be a
party (provided such company shall be a corporation organized
under the laws of the State of Maryland, Illinois or Minnesota
or of the United States of America, having a capital and surplus
of at least $50,000,000), shall be the successor to the Secured
Party under this Security Agreement without the execution or
filing of any paper or any further act on the part of any of
the parties hereto. The Debtor covenants that in case of any such
merger, consolidation or conversion it will, upon the reguest
of the merged, consolidated or converted corporation, execute,
acknowledge and cause to be recorded or filed sultable instruments
in writing to confirm the estates, rights and interests of such
corporation as secured party under this Security Agreement.

6.11. Conveyance Upon Request of Successor Secured
Party.- Should any deed, conveyance or instrument in wrilting
from the Debtor be required by any successor secured party for
more fully and certainly vesting in and confirming to such new
secured party such estates, rights, powers and dutlies, then
upon request any and all such deeds, conveyances and instruments
in writing shall be made, executed, acknowledged and delilvered,
and shall be caused to be recorded and/or filed, by the Debtor.

6.12. Acceptance of Appointment by Successor Secured
Party. Any new secured party appointed pursuant to any of the
provisions hereof shall execute, acknowledge and deliver to the
Debtor an instrument accepting such appointment; and thereupon
such new secured party, without any further act, deed or con-
veyance, shall become vested with all the estates, properties,
rights, powers and trusts of its predecessor in the rights here-
under with like effect as if originally named as secured party
herein; but nevertheless, upon the written request of the Debtor
or of the successor secured party, the secured party ceasing to
act shall execute and deliver an instrument ransferring to such
successor secured party, upon the trusts herein expressed, all
the estates, properties, rights, powers and trusts of the
secured party so ceasing to act, and shall duly assign, transfer
and deliver any of the property and moneys held by such secured
party to the successor secured party so appointed in its or his
place.
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SECTION 7. LIMITATIONS OF LIABILITY.

Anything in this Security Agreement, the Participation
Agreement, the Notes, the Lease, any certificate, opinion or
documents of any nature whatsoever to the contrary notwithstanding,
neither the Secured Party nor the holder of any Note nor their
respective successors or assigns shall have any claim, remedy or
right to proceed (at law or in equity) against the Debtor for the
payment of any deficiency or any other sum owing on account of the
indebtedness evidenced by the Notes or for the payment of any
liability resulting from the breach of any representation, agree-
ment or warranty of any nature whatsocever from any source other
than the Collateral; and the Secured Party by the execution of the
Participation Agreement and the holders of the Notes by acceptance
thereof walve and release any general corporate liability of the
Debtor for and on account of such indebtedness or such liability;
and the Secured Party and the holders of the Notes agree to look
solely to the Collateral, including the sums due and to become
due under the Lease for the payment of said indebtedness or the
satisfaction of such liability; provided, however, that notwith-
standing the foregoing:

(a) the Debtor shall be liable for any and all damages
directly resulting from (i) its fraudulent or willful mis-
conduct, or (ii) any breach of 1ts covenants and warranties
contained in Sections 2.1, 3.1(a), 3.1(c), 3.1(f) or 3.4(d)
of the Participation Agreement or in Section 2.2 of this
Security Agreement; and

(b) subject to the rights of the Lessee under the
Lease, the Secured Party shall have the right: (i) to
accelerate the maturity of the Notes upon a default under
the Security Agreement; (iil) to bring suit and obtain a
Judgment against the Debtor on the Notes, provided that the
Debtor shall have no general corporate liability on any
such judgment and the satisfaction thereof shall be limited
to the financed equipment and the rents and other sums
due and to become due under the Lease; (iii) to foreclose
the securlity interest under this Security Agreement; and
(iv) otherwise to realize upon the Collateral and the rents
and other sums due or to become due under the Lease,
including the right to proceed against the Lessee under the
Lease.

SECTION 8. SUPPLEMENTAL SECURITY AGREEMENTS; WAIVERS.

8.1. Supplemental Security Agreements Without
Noteholders' Consent. The Debtor and the Secured Party from
time to time and at any time, subject to the restrictions in
this Security Agreement contained, may enter into an agreement
or agreements supplemental hereto and which thereafter shall
form a part hereof for any one or more or all of the following
purposes:
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(a2) to add to the covenants and agreements to be
observed by, and to surrender any right or power reserved
to or conferred upon the Debtor;

(b) to subject to the security interest of this
Security Agreement additional property hereafter acquired
by the Debtor and intended to be subjected to the security
interest of this Security Agreement, and to correct and
amplify the description of any property subject to the
securlty interest of this Security Agreement;

(c) to permit the qualification of this Security
Agreement under the Trust Indenture Act of 1939, as amended,
or any slmllar Federal statute hereafter in effect, except
that nothing herein contained shall permit or authorize
the incluslon of the provisions referred to in Section
316(a)(2) of said Trust Indenture Act of 1939 or any
correspondlng provision in any similar Federal statute
hereafter in effect; or

(d) for any other purpose not inconsistent with the
terms of thls Security Agreement, or to cure any ambiguity
or cure, correct or supplement any defect or inconsistent
provisions of thils Security Agreement or any supplement;

and the Debtor covenants to perform all requirements of any such
supplemental agreement. No restriction or obligation imposed
upon the Debtor may, except as otherwise provided in this Secur-
ity Agreement, be walved or modified by such supplemental agree-
ments, or otherwlse.

8.2. Wailvers and Consents by Noteholders; Supplemental
Security Agreements with Noteholders' Consent. Upon the waiver
or consent of the holders of at least 66 2/3% in aggregate
principal amount of the Notes (g) the Debtor may take any action
prohibited, or omit the taking of any action required, by any of
the provislions of this Security Agreement or any agreement sup-
plemental hereto, or (Q) the Debtor and the Secured Party may
enter Into an agreement or agreements supplemental hereto for
the purpose of adding, changing or eliminating any provisions of
this Security Agreement or of any agreement supplemental hereto
or modifying in any manner the rights and obligations of the
holders of the Notes and the Debtor; provided, that no such
waiver or supplemental agreement shall (i) impair or affect the
right of any holder to receive payments or prepayments of the
principal of and payments of the interest and premium, if any,
on its Note, as therein and herein provided, without the consent
of such holder, (11) permit the creation of any lien or security
interest with respect to any of the Collateral, without the
consent of the holders of all the Notes at the time outstanding,
(1i1) effect the deprivation of the holder of any Note of the
benefit of the security interest of this Security Agreement upon
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all or any part of the Collateral without the consent of such
holder, (iv) reduce the aforesaid percentage of the aggregate
principal amount of Notes, the holders of which are required to
consent to any such wailver or supplemental agreement pursuant to
this Section 8.2, without the consent of the holders of all of
the Notes at the time outstanding, or (v) modify the rights,
duties or immunities of the Secured Party, without the consent of
fhe holders of all of the Notes at the time outstanding.

8.3. Notice of Supplemental Security Agreements.
Promptly after the execution by the Debtor and the Secured Party
of any supplemental agreement pursuant to the provisions of
Section 8.1 or 8.2 hereof, the Secured Party shall give written
notlce, setting forth 1n general terms the substance of such
supplemental agreement, together with a conformed copy thereof,
mailed, first-class, postage prepaid, to each holder of the
Notes. Any failure of the Secured Party to give such notice,
or any defect therein, shall not, however, in any way impair
or affect the validity of any such supplemental agreement.

8.4, Opinion of Counsel Concluslve as to Supplemental
Securlty Agreements. The Secured Party is hereby authorized to
Join with the Debtor In the execution of any such supplemental
agreement authorized or permitted by the terms of this Security
Agreement and to make the further agreements and stipulations
which may be thereln contained, and the Secured Party may recelve
an opinion of counsel as conclusive evidence that any supple-
mental agreement executed pursuant to the provisions of this

Section 8 complies with the requirements of this Section 8.

SECTION 9. MISCELLANEOUS.

9.1. Registration and Execution. The Notes shall be
reglstered as to principal and infterest and shall be signed on
behalf of the Debtor by its President or any Vice President or
any other officer of the Debtor who, at the date of the actual
executlon thereof, shall be a proper officer to execute the same.

9.2. Payment of the Notes.

(a) The principal of, premium if any, and interest
on the Notes shall be payable at the principal corporate
trust office of the Secured Party, in lawful money of the
United States of America. Payment of principal of the
Notes shall be made only upon presentation of such Notes
to the Secured Party for notation thereon of the amount of
such payment.

(b) Notwithstanding the foregoing provisions of para-
graph (a) of this Section 9.2, if any Note is registered in
the name of or held by an original holder of the Notes or a
nomlnee thereof, or registered in the name of or held by
any subsequent holder named in a written notice from the



Debtor to the Secured Party and stating that the provisions
of this paragraph shall apply, the Secured Party shall make
payment of interest on such Notes and shall make payments or
prepayments (except in the case of a payment or prepayment
which will discharge all indebtedness of the Debtor evi-
denced by such Note) of the principal thereof, and any pre-
mium, by check, duly mailed, by first-class mail, postage
prepald, or delivered to such holder at its address appear-
ing on the Register as defined in Section 9.3 and such
holder (or the person for whom such holder is nominee) will,
before selling, transferring or otherwise disposing of such
Note, present such Note to the Secured Party for transfer
and notation as provided 1n Sections 9.4 and 9.5 hereof.

All payments so made shall be valid and effectual to satisfy
and dlscharge the liability upon such Note to the extent of
the sums so pald. The Secured Party is authorized to act in
accordance with the foregoing provisions and shail not be
liable or responsible to any such holder or to the Debtor

or to any other person for any act or omission on the part
of the Debtor or such holder in connection therewilth.

(c) So long as any Note 1s registered in the name
of or held by the original holder or a nominee thereof,
the Secured Party will, upon written notice from such orig-
inal holder or its nominee given not less than 20 days prior
to the payment or prepayment of the Notes, cause all sub-
sequent payments and prepayments of the principal of, and
interest and premium, if any, on the Notes registered in
the name of or held by such original holder or its nominee
to be made to any bank in the continental United States as
shall be specified in such notice by wire transfer in
immediately available Federal Reserve funds to such bank,
on each such date such payment or prepayment is due pro-
vided that such bank has facilities for the receipt of a
wire transfer. Subject to timely receipt by the Secured
Party of available funds, the Secured Party will transmit
any such wire transfer from its offices not later than
10:00 A.M., Baltimore time, on each such date payment or
prepayment 1s due.

9.3. The Register. The Secured Party will keep at
1ts princilpal office a register for the registration and transfer
of Notes (herein called the "Register"). The names and addresses
of the holders of the Notes, the transfers of the Notes and the
names and addresses of the transferees of all Notes shall be
registered in the Register.

9.4, Transfers and Exehanges of Notes; Lost or
Mutllated Notes.

(a) The holder of any Note may transfer such Note
upon the surrender thereof at the principal corporate trust
office of the Secured Party. Thereupon, the Debtor shall



execute in the name of the transferee a new Note or Notes
in denominations not less than $50,000 in aggregate
principal amount equal to the unpaid principal amount of
the Note so surrendered and deliver such new Note or Notes
to the Secured Party for delivery to such transferee.

(b) The holder of any Note or Notes may surrender
such Note or Notes at the principal corporate trust office
of the Secured Party, accompanied by a written request for
a new Note or Notes in the same aggregate principal amount
as the then unpald principal amount of the Note or Notes
so surrendered and in denominations of $50,000 or such
amount in excess thereof as may be specified in such request.
Thereupon, the Debtor shall execute in the name of such
holder a new Note or Notes in the denomination or
denominations so requested and in aggregate principal amount
equal to the aggregate unpaid principal amount of the Note
or Notes so surrendered and deliver such new Note or Notes
to the Secured Party for certification and delivery to such
holder.

(¢) All Notes presented or surrendered for exchange
or transfer shall be accompanied (if so required by the
Debtor or by the Secured Party) by a written instrument
or Instruments of assignment or transfer, in form satis-
factory to the Secured Party, duly executed by the regis-
tered holder or by its attorney duly authorized in writing.
The Debtor and the Secured Party shall not be required to
make a transfer or an exchange of any Note for a period
of ten days preceding any installment payment date with
respect thereto.

(d) No notarial act shall be necessary for the
transfer or exchange of any Note pursuant to this Section
9.4, and the holder of any Note issued as provided in this
Section 9.4 shall be entitled to any and all rights and

privileges granted under this Security Agreement to a holder
of a Note.

(e) 1In case any Note shall become mutilated or be
destroyed, lost or stolen, the Debtor, upon the written
request of the holder thereof, shall execute and deliver
a new Note in exchange and substitution for the mutilated
Note, or in lieu of and in substitution for the Note so
destroyed, lost or stolen. The applicant for a substituted
Note shall furnish to the Debtor and to the Secured Party
such securlty or indemnity as may be required by them to
save each of them harmless from all risks, and the applicant
shall also furnish to the Debtor and to the Secured Party
evidence to their satisfaction of the mutilation, destruc-
tion, loss or theft of the applicant's Note and of the
ownership thereof. In case any Note which has matured or
is about to mature shall become mutilated or be destroyed,



lost or stolen, the Debtor may, instead of issuing a sub-
stituted Note, pay or authorize the payment of the same
(without surrender thereof except in the case of a mutilated
Note), if the applicant for such payment shall furnish to
the Debtor and to the Secured Party such security or indem-
nity as they may require to save them harmless, and shall
evidence to the satisfaction of the Debtor and the Secured
Party the mutilation, destruction, loss or theft of such
Note and the ownership thereof. If any Note Purchaser, or
its nominee, 1s the owner of any such lost, stolen or
destroyed Note, then the affidavit of the president, vice
president, treasurer or assistant treasurer of such Note
Purchaser setting forth the fact of loss, theft or
destruction and of its ownership of the Note at the time
of such loss, theft or destruction shall be accepted as
satisfactory evidence thereof and no indemnity shall be
required as a condition to execution and delivery of a new
Note other than the written agreement of such Note
Purchaser to indemnify the Debtor and the Secured Party
(including their attorneys' fees) for any claims or

action against them resulting from the issuance of such
new Note or the re-appearance of the old Note.

9.5. The New Notes.

(a) Each new Note (herein, in this Section 9.5,
called a "New Note") issued pursuant to Section 9.4(a),
(b) or (e) in exchange for or in substitution or in lieu
of an outstanding Note (herein, in this Section 9.5, called
an "0ld Note") shall be dated the date of such 01d Note.
The Secured Party shall mark on each New Note (1) the dates
to which principal and interest have been paid on such 014
Note, (ii) all payments and prepayments of principal pre-
viously made on such 01ld Note which are allocable to such
New Note, and (iii) the amount of each installment payment
payable on such New Note. Each installment payment payable
on such New Note on any date shall bear the same proportion
to the installment payment payable on such 01d Note on
such date as the original principal amount of such New
Note bears to the original aggregate principal amount of
such New Notes. 1Interest shall be deemed to have been
paid on such New Note to the date on which interest shall
have been paid on such 0ld Note, and all payments and pre-
payments of principal marked on such New Note, as provided
in clause (ii) above, shall be deemed to have been made
thereon.

(b) Upon the issuance of a New Note pursuant to
Section 9.4(a), (b) or (e), the Debtor may require the pay-
ment of a sum to reimburse it for, or to provide it with
funds for, the payment of any tax or other governmental
charge or any other charges and expenses connected there-
with which are paid or payable by the Debtor.



(¢) All New Notes issued pursuant to Section 9.4(a),
(b) or (e) in exchange for or in substitution or in lieu
of 01d Notes shall be valid obligations of the Debtor
evidencing the same debt as the 01ld Notes and shall be
entitled to the benefilits and security of this Security
Agreement to the same extent as the 0l1ld Notes.

(d) Upon the issuance of any Note pursuant to this
Security Agreement, the Debtor shall deliver to the Secured
Party an amortization schedule with respect to such Note
setting forth the amount of the installment payments to
be made on such Note after the date of issuance thereof
and the unpaild principal balance of such Note after each
such installment payment. The Secured Party shall deliver,
or send by first-class mail, postage prepald, one copy of
the applicable schedule to the holder of such Note at 1ts
address set forth in the Register.

9.6. Cancellation of Notes. All Notes surrendered
for the purpose of payment, redemption, transfer or exchange
shall be delivered to the Secured Party for cancellation or,
if surrendered to the Secured Party, shall be cancelled by it,
any no Notes shall be issued in lieu thereof except as expressly
required or permitted by any of the provisions of this Security
Agreement. The Secured Party shall deliver a certificate to
the Debtor specifying any cancellation of Notes which has been
made, and all such cancelled Notes shall be delivered to or
disposed of as directed by the Debtor.

9.7. Secured Party as Agent. The Secured Party is
hereby appointed the agent of the Debtor for the limited purpose
of payment, registration, transfer and exchange of Notes.
Subject to the provisions of Section 9.2 hereof, Notes may be
presented for payment at, and notices or demands with respect
to the Notes or this Security Agreement may be served or made
at, the principal corporate trust office of the Secured Party.
Any such notices or demands shall promptly be delivered by the
Secured Party to the Debtor.

9.8. Registered Owner. The person 1n whose name
any Registered Note shall be registered shall be deemed and
treated as the owner thereof for all purposes of thilis Security
Agreement and neither the Debtor nor the Secured Party shall
be affected by any notice to the contrary. Payment of or on
account of the principal of, premium, if any, and interest on
such Note shall be made only to or upon the order in writing
of such registered owner. For the purpose of any request,
direction or consent hereunder, the Debtor and the Secured
Party may deem and treat the registered owner of any Note as
the owner thereof wilithout production of such Note.

9.9. Successors and Assigns. Whenever any of the
parties hereto 1s referred to such reference shall be deemed
to 1lnclude the successors and assigns of such party; and all




the covenants, promises and agreements in this Security Agreement
contained by or on behalf of the Debtor or by or on behalf

of the Secured Party, shall bind and inure to the benefit of the
respectlve successors and assigns of such parties whether so
expressed or not.

9.10. Partial Invalidity. The unenforceability or
invalldity of any provision or provisions of this Security
Agreement shall not render any other provision or provisions
herein contained unenforceable or invalid, provided that nothing
contalned in this Section 9.10 shall be construed to be in
derogation of any rights or immunities of the Debtor under
Section 7 hereof, or to amend or modify any limitations or
restrictions of the Secured Party or the holder of any Note or
thelr respectlive successors or assigns under sald Section 7.

9.11. Communications. All communications provided
for hereiln shall be in writing and shall be deemed to have been
given (unless otherwise required by the specific provisions
hereof in respect of any matter) when delivered personally or
when deposited in the United States mail, registered, postage
prepald, addressed as follows:

If to the Debtor: Pacific Systems, Inc.
Post Office Box 37070
San Francisco, California 94137

Attention: Accounting Director

If to the Secured
Party: Mercantile-Safe Deposit and Trust
Company
Post Office Box 2258
Two Hopkins Plaza
Baltimore, Maryland 21203

Attention: Corporate Trust Department

or to any such party at such other address as such party may
designate by notice duly given in accordance with this Section
to the other party.

9.12. Release. The Secured Party shall release this
Security Agreement and the security interest granted hereby by
proper instrument or instruments upon presentation of satisfactory
evidence that all indebtedness secured hereby has been fully
pald or discharged.

9.13. Governing Law. This Security Agreement and the
Notes shall be construed in accordance with and governed by the
laws of the State of Maryland; provided, however, that the Secured
Party shall be entitled to all the rights conferred by any
applicable Federal statute, rule or regulation.




9.14. Counterparts. This Security Agreement may be
executed, acknowledged and delivered in any number of counter-
parts, each of such counterparts constituting an original but
all together only one Security Agreement.

9.15. Headings. Any headings or captions preceding
the text of the several sections hereof are intended solely
for convenience of reference and shall not constitute a part
of this Securilty Agreement nor shall they affect its meaning,
construction or effect.

IN WITNESS WHEREOF, the Debtor has caused this Security
Agreement to be executed and Mercantile-Safe Deposit and Trust
Company, in evidence of its acceptance of the trusts hereby
created, has caused this Security Agreement to be executed on
its behalf by one of its Assistant Vice Presidents and its
corporate seal to be hereunto affixed, and said seal and this
Security Agreement to be attested by one of its Corporate Trust
Officers,/all as of the day and year first above written.

I'4

-

(SEAL) PACIFIC SYSTEMS INC.
ATTEST: .

By e &7/

y bzl 4/ Its /')?@fxs R .
7% éaf/%f?/?/( e r/ VeYi ﬁ%f

Asssdand Secretary By -
Its (" Assistant Vice President
DEBTOR
7
(CORPORATE SEAL) MERCANTILE-SAFE DEPOSIT AND TRUST

COMPANY,

ATTEST: as Security Trustee

By

ASSISTANT Corporate Wt Officer Assistant

SECURED PARTY
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STATE OF CALIFORNIA

et

SS
CITY AND COUNTY OF SAN FRANCISCO )

On this £2% day of @ESZ 1977, befor'; me

personally appeared \,and
respectively, to me personally known, who being by me duly )

sworn, say that they are an_Qpomnt E&ﬂg FAesidens and
! z,agg;’&gé , respectively, of PACIFIC SYSTEMS, INC., that one

of the seals affixed to the foregoing instrument 1s the corporate
seal of said corporation, that said instrument was signed and
sealed on behalf of said corporation by authority of its Board

of Directors; and they acknowledged that the execution of the
foregoing instrument was the free act and deed of said

corporation.

Nétéry'?ub%;l

OFFICIAL SEAL

L. C. SEGALE
NOTARY PUBLIC - CALIFORNIA

SAN FRANCISCO COUNTY
. My comm. expires MAR 15, 1980
R o 2

\

My Commission Expires: .

- STATE OF MARYLAND )
) SS
CITY OF BALTIMORE )

On this /4% day of (%éﬁsgé , 1977, before me
personally appeared g, J, Johnstgn to me personally known,
who being by me duly sworn, says that he is an Assistant
Vice President of MERCANTILE-SAFE DEPOSIT AND TRUST COMPANY,
that one of the seals 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 1ts Board of Directors; and he acknowledged that the execution
of the foregoing instrument was the free act and deed of said

corporation.
Dowt, & by
No%ﬁry Public
(SEAL) OOROTHY E. SCHARF

NOTARY PUBLIC
My Commission Expires July 1, 187 L%

My Commission Expires:7’/’7?/
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Payment
No,

Total

Payment

85,994,
85,994.
85,994,
85,994,
85,994.
85,994.
85,994,
85,994,
85,994,
115,292.
115,292.
115,292,
115,292.
115,286.

AMORTIZATION SCHEDULE

00
00
00
00
00
00
00
00
00
00
00
00
00
Ly

Portion
Allocated

@o Interest

$40,000.
38,160.
36,246.
34,257.
32,187.
30,035.
27,796.
25,469.
23,048.
20,530.
16,739.
12,797.
8,697.
TET

SCHEDULE

00
24
89
01
53
27
92
03
04
20
73
63
86
09

1

Portion

(Payments Required Per $1,000,000 Principal Amount
of 8% Secured Notes, Series A, Issued by Debtor)

Allocated

to Principal

$ 45,994,
47,883,
bo,747.
51,736.
53,806.
55,958.
58,197.

.97

62,945,

ol ,761.

27

102,494,

106,594,

110,852,

60,524

98,552

(to Security Agreement-Trust Deed)

00
76
11
99
L7
73
08

96
80

37
14

35

Principal
Balance

$954,006.
906,172.
856,425,

804,688

636,725

576,200.
513,254,
418,493,
319,940.
217,446,
110,852.

0.

00
24
13

.14
750,881.
694,922,
.86

67
94

89
93
13
86
b9
35
00



AMORTIZATION SCHEDULE

(Payments Required Per $1,000,000 Principal Amount’
of 8.25% Secured Notes, Series B, Issued by Debtor)

SCHEDULE 2

(to Security Agreement-Trust Deed)

Portion Portion

Payment Total Allocated Allocated Principal
No. Payment to Interest to Principal Balance
1 41,250.00 $41,250.00 $ 0.00 $1,000,000.
2 41,250.00 41,250.00 0.00 1,000,000.
3 41,250.00 41,250.00 0.00 1,000,000.
b 41,250.00 41,250.00 0.00 1,000,000.
5 41,250.00 41,250.00 0.00 1,000,000,
6 41,250.00 41,250.00 0.00 1,000,000.
7 41,250.00 41,250.00 0.00 1,000,000.
8 41,250.00 41,250.00 0.00 1,000,000,
9 41,250.00 41,250.00 0.00 1,000,000.
10 41,250.00 41,250.00 0.00 1,000,000.
11 41,250.00 41,250.00 0.00 1,000,000,
12 41,250.00 41,250.00 0.00 1,000,000.
13 41,250.00 41,250.00 0.00 1,000,000.
14 41,250.00 41,250.00 0.00 1,000,000.
15 116,014.00 41,250.00 74,764 .00 925,236.
16 106,380.00 38,165.98 68,214.02 857,021.
17 106,380.00 35,352.16 71,027.84 985,991k,
18 96,877.00 32,422.26 64,454, 74 721,539.
19 96,877.00 29,763.50 67,113.50 654,425,
20 87,577.00 26,995.07 60,581.93 593,843,
21 87,577.00 24,496.06 63,080.94 530,763.
22 75,108.00 21,893.97 53,214.03 577,549.
23 75,108.00 19,698.90 55,407.10 422,139.
24 66,242.00 17,413.27 48,828.73 373,311.
25 66,242.00 15,399.09 50,842.91 322,U468.
26 64,056.00 13,301.82 50,754.18 271,714,
27 64,056.00 11,208.21 52,847.79 218,866.
28 61,215.00 9,028.23 52,186.77 166,679.
29 61,215.00 6,875.53 54,339.47 112,340.
30 116,974 .08 4,634,03 11,234.05 0.



Number
of

Items

150

DESCRIPTION OF EQUIPMENT

Description

T70-ton Rebullt Open-top
Hopper Cars

Schedule 3
(to Security Agreement)

Identifying Numbers
" (Both Inclusive)

BN 548850
through
BN 558999



PACIFIC SYSTEMS, INC.

8% SECURED NOTE, SERTIES A

No. 3 197

FOR VALUE RECEIVED, the undersigned, Pacific Systems,
Inc., a California corporatlon (the "Company") promises to pay
to

or registered assigns
the principal sum of

DOLLARS ($ )

together with 1lnterest from the date hereof until maturity at
the rate of 8% per annum (computed on the basis of a 360-day

year of 12 consecutive 30-day months) on the unpaid principal
hereof, in installments as follows:

(1) one (1) installment of all accrued and unpaid
interest at the rate of 8% per annum in the amount of
$ ,» payable on January 5, 1978; followed by

(i1) nine (9) installments of principal and
interest at the rate of 8% per annum, each in the
amount of $ , payable on July 5, 1978 and
on the fifth day of each January and July thereafter,
to and including July 5, 1982; fpllowed by

(11i) four (&) installments of princlpal and interest
.at the rate of 8% per annum, each in the amount of
% , payable on January 5, 1983 and on the
'fifth day of each January and July thereafter, to and
including July 5, 1984; followed by

(iv) a final installment on January 5, 1985, in
the amount equal to the entire principal and interest
at the rate of 8% per annum remaining unpaid as of
said date;

and to pay interest on overdue principal and (to the extent
legally enforceable) on overdue interest at the rate of 9.25%
per annum after maturity, whether by acceleration or otherwise,

EXHIBIT A-1
(to Security Agreement)



until paid. Both the principal hereof and interest hereon are
payable to the registered holder hereof at the principal office
of the Secured Party referred to below in Baltimore, Maryland,
in coin or currency of the United States of America which at
the time of payment shall be legal tender for the payment of
public and private debts.

This Note is one of the 8% Secured Notes, Series A
of the Company not exceeding $1,122,295 in aggregate principal
amount which together with the §.25% Secured Notes, Series B
of the Company not exceeding $1,710,363 in aggregate principal
amount (said Series A and Seriles B Secured Notes being herein
collectively called the "Notes") are issued under and pursuant
to the Participation Agreement dated as of March 1, 1977 among
the Company, Burlington Northern Inc. (the "Lessee'"), Mercantile-
Safe Deposit and Trust Company, as trustee (the "Secured Party"),
and the Note Purchasers named in Schedule 1 thereto and also
issued under and equally and ratably with sald other Notes
secured by that certain Security Agreement-Trust Deed dated as
of March 1, 1977 (the "Security Agreement") from the Company
to the Secured Party. Reference 1s made to the Security Agreement
and all supplements and amendments thereto executed pursuant to
the Security Agreement for a description of the collateral, the
nature and extent of the security and rights of the Secured
- Party, the holder or holders of the Notes and of the Company
in respect thereof.

Certain prepayments are required to be made on this
Note and any other Notes outstanding under the Security Agrecement.
The Company agrees to make the required prepayments on the Notes
in accordance with the provisions of the Security Agreement.

The terms and provisions ¢of the Security Agreement and
the rights and obligations of the Company and the rights of the
holders of the Notes may be changed and modified to the extent
permitted by and as provided in the Security Agreement.

This Note is registered on the books of the Secured
Party and 1s transferable only by surrender thereof at the
principal office of the Secured Party, duly endorsed or accompanied
by a written instrument of transfer, duly executed by the registered
holder of thils Note or his attorney duly authorized in writing.

This Note and the Security Agreement are governed by
and construed 1in accordance with the laws of the State of
Maryland. :

Anything in this Note, the Securlty Agreement, the
Participation Agreement, the Equipment Lease dated as of March 1,
1977 (the "Lease") between the Company, as lessor, and the Lessee,
as lessee, any certificate, opinion or documents of any nature
whatsoever to the contrary notwithstanding, neither the Secured
Party nor the holder hereof nor thelr regpective successors or
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assigns shall have any claim, remedy or right to proceed (at

law or in equity) against the Company for the payment of any
deficilency or any other sum owing on account of the indebtedness
evidenced by this Note or for the payment of any liability
resulting from the breach of any representation, agreement or
warranty of any nature whatsoever from any source other than the
collateral under the Security Agreement (the "Collateral'); and
the Secured Party by the execution of the Security Agreement

and the holder hereof by acceptance hereof waive and release

any general corporate liability of the Company for and on account
of such 1indebtedness or such liability; and the Secured Party
and the holder hereof agree to look solely to the Collateral,
including the sums due and to become due under the Lease for

the payment of said indebtedness or the satisfaction of such
liability; provided, however, that notwithstanding the
foregoing:

(a) the Company shall be liable for any and all
damages directly resulting from (i) its fraudulent or
willful misconduct, or (ii) any breach of the covenants
and warranties contained in Sections 2.1, 3.1(a), 3.1(c),
3.1(f) or 3.4(d) of the Participation Agreement or in
Section 2.2 of the Security Agreement; and

(b) subject to the rights of the Lessee under
the Lease, the Secured Party shall have the right:
(1) to accelerate the maturity of this Note upon a
default under the Security Agreement; (i1) to bring
sult and obtain a judgment against the Company on this
Note, provided that the Company shall have no general
corporate liability on any such judgment and the
satisfaction thereof s$hall be limited to the financed
equipment and the rents and other sums due and to
become due under the Lease; (i1i) to foreclose the
security interest under the Security Agreement; and
(iv) otherwlise to realize upan the collateral and the
rents and other sums due or to become due under the
Lease, including the right to proceed against the
Lessee under the Lease.

IN WITNESS WHEREOF the Company has caused this Note
to be duly executed.

PACIFIC SYSTEMS, INC.

By

Its

NOTICE:

THIS NOTE HAS NOT BEEN REGISTERED PURSUANT TO THE
SECURITIES ACT OF 1933 OR UNDER THE SECURITIES LAWS OF ANY STATE.

THE NOTE MAY NOT BE OFFERED OR SOLD UNLESS IT IS REGISTERED
UNDER THE APPLICABLE SECURITIES LAWS OR UNLESS AN EXEMPTION FROM

SUCH REGISTRATION IS AVAILABLE.



No.

PACIFIC SYSTEMS, INC.

8.25% SECURED NOTE, SERIES B

» 197

FOR VALUE RECEIVED, the undersigned, Pacific Systems,

Inc., a California corporation (the "Company"), promises to pay

to

or registered assigns,
the principal sum of

DOLLARS ($ )

together with interest from the 'dgte hereof until maturity at the
rate of 8.25% per annum (computed on the basis of a 360-day year

of 12 consecutive 30-day months) on the unpaid principal hereof,

in installments as follows:

: (1) one (1) installmenﬁ of all accrued and
unpaid interest at the rate of 8.25% per annum in the

- -amount of $ , payable on January 5, 1978;
- followed by

(ii) fourteen (14) installments of all accrued
and unpaid interest at the rate of 8.25% per annum,
each in the amount of $ , payable on July 5,
1978 and on the fifth day of each January and July
thereafter, to and including January 5, 1985; followed

by

(iii) one (1) installment of principal and
interest at the rate of 8.25% per annum, in the
amount of $ , payable on July 5, 1985;
followed by

EXHIBIT A-2
(to Security Agreement)



(iv) two (2) installments of principal and
interest at the rate of 8-1/2% per annum, each in
the amount of $ , payable on January 5,
1986 and July 5, 1986, respectively; followed by

(v) two (2) installments of principal and
interest at the rate of 8-1/2% per annum, each in
the amount of §$ , payable on January 5,
1987 and July 5, 1987, respectively; followed by

(vi) two (2) installments of principal and
interest at the rate of 8-1/2% per annum, each in
the amount of $ , payable on January 5,
1988 and July 5, 1988, respectively; followed by

(vii) two (2) installments of principal and
interest at the rate of 8-1/2% per annum, each in
the amount of §$ , payable on January 5,
1989 and July 5, 1989, respectively; followed by

(viii) two (2) installments of principal and
interest at the rate of 8-1/2% per annum, each in
the amount of §$ , payable on January 5,
1990 and July 5, 1990, respectively; followed by

(ix) two (2) installments of principal and
interest at the rate of 8-1/2% per annum, each in
the amount of $ , payable on January 5,
1991 and July 5, 1991, respectively; followed by

(x) two (2) installments of principal and
interest at the rate of 8-1/2% per annum, each in
the amount of §$ , payable on January 5,
1992 and July 5, 1992, respectively; followed by

(xi) a final installment on January 5, 1993,
in the amount equal to the entire principal and
interest at the rate of 8.25% per annum remaining
unpald as of said date;

and to pay interest on overdue principal and (to the extent legally
enforceable) on overdue interest at the rate of 9.25% per annum
after maturity, whether by acceleration or otherwise, until paid.
Both the principal hereof and interest hereon are payable to the
registered holder hereof at the principal office of the Secured Party
referred to below in Baltimore, Maryland, in coin or currency of

the United States of America which at the time of payment shall be
legal tender for the payment of public and private debts.

This Note is one of the 8.25% Secured Notes, Series B,
of the Company not exceeding $1,710,363 in aggregate principal amount
which together with the 8% Secured Notes, Series A, of the Company
not exceeding $1,122,295 in aggregate principal amount (said Series A



and Series B Secured Notes being herein collectively called the
"Notes") are issued under and pursuant to the Participation Agree-
ment dated as of March 1, 1977 among the Company, Burlington
Northern Inc. (the "Lessee"), Mercantile-Safe Deposit and Trust
Company, as trustee (the "Secured Party"), and the Note Purchasers
named in Schedule 1 thereto and also issued under and equally and
ratably with said other Notes secured by that certain Security
Agreement-Trust Deed dated as of March 1, 1977 (the "Security
Agreement") from the Company to the Secured Party. Reference is
made to the Security Agreement and all supplements and amendments
thereto executed pursuant to the Security Agreement for a description
of the collateral, the nature and extent of the security and rights
of the Secured Party, the holder or holders of the Notes and of the
Company in respect thereof.

Certain prepayments are required to be made on this
Note and any other Notes ocutstanding under the Security Agreement.
The Company agrees to make the required prepayments on the Notes
in accordance with the provisions of the Security Agreement.

The terms and provisions of the Security Agreement and
the rights and obligations of the Company and the rights of the
holders of the Notes may be changed and modified to the extent
permitted by and as provided in the Security Agreement.

This Note is registered on the bcocoks of the Secured
Party and is transferable only by surrender thereof at the principal
office of the Secured Party, duly endorsed or accompanied by a
written instrument of transfer, duly executed by the registered
holder of this Note or his attorney duly authorized in writing.

, This Note and the Security Agreement are governed by
and construed in accordance with the laws of the State of Maryland.

Anything in this Note, the Security Agreement, the
Participation Agreement, the Equipment Lease dated as of March 1,
1977 (the "Lease'") between the Company, as lessor, and the Lessee,
as lessee, any certificate, opinion or documents of any nature
whatsoever to the contrary notwithstanding, neither the Secured
Party nor the holder hereof nor theilr respective successors or
assigns shall have any claim, remedy or right to proceed (at law
or in equity) as against the Company for the payment of any
deficiency or any other sum owing on account of the indebtedness
evidenced by this Note or for the payment of any liability resulting
from the breach of any representation, agreement or warranty of
any nature whatsoever from any source other than the collateral
under the Security Agreement (the "Collateral"): and the Secured
Party by the execution of the Security Agreement and the holder
hereof by acceptance hereof waive and release any general corporate
liability of the Company for and on account of such indebtedness
or such llability; and the Secured Party and the holder hereof agree
to look solely to the Collateral, including the sums due and to
become due under the Lease for the payment of said indebtedness or
the satisfaction of such 1iability; provided, however, that notwith-
standing the foregoing:
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(a) the Company shall be liable for any
and all damages directly resulting from (i) its
fraudulent or willful misconduct, or (ii) any
breach of the covenants and warranties contained
in Sections 2.1, 3.1(a), 3.1(c), 3.1(f) or 3.4(Qd)
of the Participation Agreement or in Section 2.2
of the Security Agreement; and

(b) subject to the rights of the Lessee
under the Lease, the Secured Party shall have the
right: (i) to accelerate the maturity of this
Note upon a default under the Security Agreement;
(ii) to bring suit and obtain a judgment against
the Company on this Note, provided that the Company
shall have no general corporate lilability on any
such judgment and the satisfaction thereof shall
be 1limited to the financed equipment and the rents
and other sums due and to become due under the
Lease; (iii) to foreclose the security interest under
the Security Agreement; and (iv) otherwise to realize
upon the Collateral and the rents and other sums due
or to become due under the Lease, including the right
to proceed against the Lessee under the Lease.

IN WITNESS WHEREOF, the Company has caused this Note to
be duly executed.

PACIFIC SYSTEMS, INC.

By

Its

NOTICE:

THIS NOTE HAS NOT BEEN REGISTERED PURSUANT TO THE
SECURITIES ACT OF 1933 OR UNDER THE SECURITIES LAWS OF ANY STATE.
THE NOTE MAY NOT BE OFFERED OR SOLD UNLESS IT IS REGISTERED UNDER
THE APPLICABLE SECURITIES LAWS OR UNLESS AN EXEMPTION FROM SUCH
REGISTRATION IS AVAILABLE.



