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LEASE OF RAILROAD EQUIPMENT dated as of
- October 15, 1974, between POTOMAC ELECTRIC
POWER COMPANY (hereinafter called the Lessee)
and CHASE MANHATTAN SERVICE CORPORATION (here-
inafter called the Lessor).

WHEREAS the Lessor and the Lessee are entering into
a conditional sale agreement dated as of the date hereof with
Thrall Car Manufacturing Company and Bethlehem Steel Corpora-
tion (such agreement being hereinafter called the Security
Document and such parties being hereinafter called the Build-
ers) wherein the Builders have agreed to manufacture. sell
and deliver to the Lessor the units of railroad equipment
described opposite the respective names in Schedule A hereto
(hereinafter called the Eguipment);

WHEREAS the Builders are zscianing their regvective
interests in the Security Document to Aamerican Securilty
& Trust Company, as Agent (hereinafter. together with its
successors and assigns, called the Vendor); and

_ WHEREAS the Lessee desires to lease such number of
the units of the Equipment as are delivered and accepted and
settled for under the Security Document (hereinafter called
the Units) at the rentals and for the terms and upon the con-

ditions hereinafter provided;

NOW, THEREFORE, in consideration of the premises

" and of the rentals to be paid and the covenants hereinafter
mentioned to be kept and performed by the Lessee, the Lessor .-

hereby leases the Units to the Lessee upon the following
terms and conditions:

§ 1. Net Lease. This Lease is a net lease and
the Lessee shall not be entitled to any abatement of rent,
reduction thereof or setocff against rent. including. but
not limited to, abatements, reductions or setoffs due or
alleged to be due by reason of any past, present or future

.claims of the Lessee against the Lessor under this Lease or

under the Security Document, including the Lessee's riaghts

by subrogation thereunder, or the Builders or the Vendor or

otherwise; nor, except as otherwise expressly provided
herein, shall this Lease terminate., or the respective obliga-
tions of the Lessor or the Lessee be otherwise affected. by
reason of any defect in or damage to or loss of possession or
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loss of use or destruction of all or any of the Units from
whatsoever cause, any liens, encumbrances or rights of others
with respect to any of the Units, the prohibition of or other
restriction of the Lessee's use of all or any of the Units,
the interference with such use by any person or entity,

the invalidity or unenforceability or lack of due authoriza-
tion of this Lease, any insolvency of or the bankruptcy,
insolvency or similar proceeding against the Lessee, or

for any other cause whether similar or dissimilar to the
foregoing, any present or future law to the contrary notwith-
standing, it being the intention of the parties hereto that
the rents and other amounts payable by the Lessee.-hereunder
shall continue to be payable in all events in the manner

and at the time herein provided unless the obligation to

pay the same shall be terminated pursuant to the express
provisions of this Lease. To the extent permitted by appli-
cable law, the Lessee hereby waives any and all rights which
it may now nave or which at any time hereafter may be confer-
red upon it, by statute or otherwise, to terminate, cancel,
quit or surrender the lease of any of the Units except in
accordance with the express terms hereof. Each rental or
other payment made by the Lessee hereunder shall be final

and the Lessee shall not seek to recover all or any part

of such pavment from the Lessor for anv reason whatsoever.

§ 2. Delivery and Acceptance of Units. The Lessor
hereby appoints the Lessee 1ts agent for inspection and
acceptance of the Units pursuant to the Security Document.
The Lesssor will cause each Unit to be delivered to the
Lessee at the point or points within the United States of
America  at which such Unit is delivered to the Lessor under
the Security Document. Upon such delivery, the Lessee will
cause an employee of or other person retained by the Lessee
to inspect the same, and if such Unit is found to be accept-
able, to accept delivery of such Unit and execute and deliver
to the Lessor a certificate of acceptance (hereinafter called
the Certificate of Acceptance) in accordance with the provi-
sions of Article 3 of the Security Document, stating that
such Unit has been inspected and accepted on behalf of the
Lessee and the Lessor on the date of such Certificate of
Acceptance and is marked in accordance with § 5 hereof,
whereupon such Unit shall be deemed to have been delivered

. to and accepted by the Lessee and shall be subject thereafter

to all the terms and conditions of this Lease.

§ 3. Rentals. The Lessee agrees to pay to the
Lessor during the Original Term of this Lease, as rental



for each Unit subject to this Lease, 31 consecutive semiannual
payments payable on June 1 and December 1 in each year,
commencing June 1, 1975. The rental payment payable on

June 1, 1975, shall be in an amount equal to 0.0324833%

of the Purchase Price (as defined in the Security Document)

of each Unit then subject to this Lease for each day (computed
on the basis of a 360~day year of twelve 30~day months)
elapsed from the Closing Date (as defined in the Security
Document) for such Unit to and including the date of such
payment. The next 30 rental payments shall each be in an
amount equal to 5.847% of the Purchase Price of each Unit

then subject to this Lease.

The rental payments hereinbefore set forth are -
subject to adjustment pursuant to § 17 hereof. If any of
the semiannual rental payment dates referred to above is
not a business day the semiannual rental payment otherwise
payable on such date will be payable on the next preceding
business day. The term "business day" as used herein means
a calendar day, excluding Saturdays, Sundays and any other
day on which banking institutions in New York, New York,
or Washington, District of Columbia, are authorized or obli-
gated to remain closed.

_ The Lessor irrevocably instructs the Lessee to
make all the payments provided for in this Lease at the
principal office of the Vendor, for the account of the Lessor,
in care of the Vendor, with instructions to the vendor first,
to apply such payments to satisfy the obligations of the
Lessor then due under the Security Document, subject to the
limitations contained in Article 23 and in the penultimate
paragraph of Article 4 of the Security Document and second,
so long as no event of default or event which with the lapse
of time and/or demand provided for in the Security Document
could constitute an event of default under the Security
Document (any such default, event of default or event being
hereinafter called a Default) shall have occurred and be
continuing, to pay any balance promptly to The Chase Manhattan
Bank (N.A.) at One Chase Manhattan Plaza for the account
of the Lessor, or to the Lessor at such other place as the
Lessor shall specify in writing. The Lessee agrees to make
each payment provided for herein as contemplated by this
paragraph in immediately available funds in the city where
such payment is to be made.

§ 4. Term of Lease. The term of this Lease as
to each Unit shall begin on the date of delivery and accep-
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tance of such Unit hereunder and, subject to the provisions

of §§ 7, 10 and 13 hereof, shall terminate on the date on which
the flnal payment of rent in respect thereof is due pursuant
to § 3 hereof. The "Original Term" of this Lease as to

such Unit shall mean such term, without giving effect to

the provisions of §§ 7, 10 and 13.

Notwithstanding anything to the contrary contained
herein, all rights and obligations of the Lessee under this
Lease and in and to the Units, or under the Security Document
are subject to the rights of the Vendor under the Security
Document. 1If an event of default should occur under the
Security Document, the Vendor may terminate this Lease (or
rescind its termination), all as provided therein,.

§ 5. Identification Marks. The Lessee will cause
each Unit to be kept numbered with the identifying number
set forth in Schedule A hereto, or in the case of any Unit
not there listed such identifying number as shall be set
forth in any amendment or supplement hereto extending this
Lease to cover such Unit, and will keep and maintain, plainly,
distinctly, permanently and conspicuously marked on each

. 8ide of each Unit, in letters not less than one inch in

height, the words "Ownership Subject to a Security Agreement
Filed under the Interstate Commerce Act, Section 20" and
other appropriate words if designated by the Lessor, with
appropriate changes thereof and additions thereto, as from

time to time may be required by law in order to protect

the Lessor's and Vendor's title to and property in such

Unit and the rights of the Lessor under this Lease and of

the vVendor under the Security Document. The Lessor may

mark each Unit to identify the Lessor's interest in such

Unit. The Lessee will not place any such Unit in operation

or exercise any control or dominion over the same until

such words shall have been so marked on both sides thereof

and will replace promptly any such words which may be removed,
defaced or destroyed. The Lessee will not change the identi-
fying number of any Unit unless and until (i) a statement

.0f new number or numbers to be substituted therefor shall

have been filed with the Vendor and the Lessor and filed,
recorded and deposited by the Lessee in ald public offices
where this Lease and the Security Document shall have been

- filed, recorded and deposited, and (ii) the Lessee shall

have furnished the Vendor and the Lessor an opinion of counsel
to the effect set forth in subparagraph A(3) of § 15 hereof
in respect of such statement.
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Except as provided in the immediately preceding
paragraph, the Lessee will not allow the name of any person,
association or corporation to be placed on any Unit as a
designation that might be interpreted as a claim of owner-
ship; provided, however, that the Units may be lettered with
the names or initials or other insignia customarily used by
the Lessee or its affiliates.

§ 6. Taxes. All payments to be made by the
Lessee hereunder will pe rree of expense to the Lessor for
collection or other charges and will be tree of expense to
the Lessor and its affiliates with respect to the amount of
any local, state, federal or foreign taxes (other than (1)
taxes on, based on, or measured by, the net income of the
Lessor imposed by the United States; (2) taxes on, based
on, or measured by the net income of the Lessor imposed by
any jurisdiction other than the United States and other than
the jurisdiction in which the principal office of the Lessor
is located, in which none of the Units have been operated
or stored by the Lessee or otherwise been present at any
time during the term of this Lease; (3) taxes on, based on,
or measured by, the net income of the Lessor imposed by any
other jurisdiction to the extent imposed by (a) the jurisdic-
tion in which the principal office of the Lessor 1s located
or (b) any other jurisdictions in which the Lessor shall
be subject to any tax based on, or measured by, net income
but only to the extent that (i) any income of the Lessor
attributable to this Lease or the transactions contemplated
hereby is not subject to tax imposed by the jurisdiction
in which its principal office 1s located and (ii) the amount -
of the tax payable by the Lessor to such other jurisdictions
does not exceed the amount of the tax that would be payable
to the jurisdiction in which its principal office 1s located
if that income were subject to tax in that jurisdiction)
or license fees, interest, assessments, charges, fines or
penalties (all such expenses, taxes, license tees, interest,
assessments, charges, fines and penalties being hereinafter
called impositions) hereafter levied or imposed upon or in
connection with or measured by or resulting from, or affected
by this Lease or any sale, rental, use, payment, shipment,
delivery or transfer of title under the terms hereof or of
the Security Document, all of which impositions the Lessee

. assumes and agrees to pay on demand in addition to the pay-
“ments to be made by it provided for nerein; provided, however,

the term imposition shall not include taxes arising out of,
or based on, (i) any sale to the Lessee pursuant to § 13
hereof or any sale or other disposition of a Unit other
than a sale pursuant to §§ 7 and 10 hereof or Article 17 of
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the Security Document while any Event of Default hereunder
has occurred and is continuing, or (ii) any reduction by

the Lessor of its interest in the rentals trom such Unit
under this Lease. The Lessee will also pay promptly aill
impositions which may be imposed upon any Unit or for the
use of operation thereof or upon the earnings arising there-
from (except as provided above) or upon the Lessor and its
affiliates by reason of its ownership or leasing thereof

and will keep at all times all and every part of such Unit
free and clear of all impositions which might in any way
affect the title of the Lessor or result in a lien upon

any such Unit; provided, however, that the. Lessee shall

be under no obligation to pay any impositions of any kind

so long as it 1s contesting in good faith and by appropriate
legal proceedings (in 1ts own or in the Lessor's name) such
impositions and the nonpayment thereof does not, in the
opinion of the Lessor, adversely affect the title, property
or rights of the Lessor hereunder or the Vendor under the
Security Document. If any impositions shall have been charged
or levied against the Lessor directly and paid by the Lessor,
the Lessee shall reimburse the Lessor on presentation of

an invoice therefor; provided, however, that the Lessee

shall not be obligated to reimburse the Lessor for any imposi-
tions so paid unless the Lessor shall have been legally
liable with respect thereto {as evidenced by an opinicn

of counsel for the Lessor) or unless the Lessee shall have
approved the payment thereof, which approval shall not be
unreasonably withheld.

_ In the event that the Lessor shall become obligated -
to make any payment pursuant to any tax indemnity provision
of the Security Document not covered by the foregoing para--
graph of this § 6, the Lessee shall pay such additional
amounts (which shall also be deemed impositions hereunder) to
the Lessor as will enable the Lessor to fulfill completely
its obligations pursuant to said provision.

In the event any reports with respect to impositions
are required to be made, the Lessee will, at the Lessor's
option, either make such reports in such manner as to show
the interests of the Lessor and the Vendor in such Units
or notify the Lessor and the Vendor of such requirement
and make reports in such manner as shall be satisfactory
to the Lessor and the Vendor. o

The indemnity provided for in this § 6 shall be in
an amount which, after deducting all impositions imposed with
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respect to the receipt thereof, shall be egual to the amount
of the impositions reguired to be paid by the Lessor.

In the event that, during the continuance of this
Lease, the Lessee becomes liable for the payment or reim-
bursement or any imposition, pursuant to this § 6, such lia-
bility shall continue, notwithstanding the expiration or the
termination of the term of this Lease, until all such imposi-
tions are paid or reimbursed by the Lessee.

§ 7. Payment for Casualty Occurrences; Insurance.
In the event that any Unit shall be or become lost, stolen,
destroyed, or irreparably damaged, from any causé whatsoever,
or taken or requisitioned by condemnation or otherwise,
or in the reasonable opinion of the Lessee shall be worn
out (such occurrences being hereinafter called Casualty
Occurrences) during the term of this Lease, the Lessee shall
promptly and fully notify the Lessor and the Vendor with
respect thereto. On the rental payment date next succeeding
such notice the Lessee shall pay to the Lessor an amount
equal to the rental payment or payments in respect of such
Unit due and payable on such date plus a sum equal to the
Casualty Value {(as herein defined) of such Unit as of the

" date of such payment in accerdance with the schedulie set

out below. Upon the making of such payment by the Lessee

in respect of any Unit, the rental for such Unit shall cease
to accrue, the term of this Lease as to such Unit shall
terminate and (except in the case of the l1o0ss, theft or
complete destruction-of such Unit) the Lessor shall be enti-
tled to recover possession of such Unit and the provisions
of § 14 hereof shall apply to such Unit. The Lessor hereby
appoints the Lessee its agent to dispose of any Unit suffering
a Casualty Occurrence or any component thereof, at the best
price obtainable on an "as is, where 1s" basis without repre-
sentation or warranty by the Lessor. Provided that the
Lessee has previously paid the Casualty Value to the Lessor,
the Lessee shall be entitled to the proceeds of such sale

to the extent they do not exceed the Casualty Value of such
Unit, and shall pay any excess to the Lessor.

Subject to any adjustment as provided in the third

. and tenth paragraphs of § 17 hereof, the Casualty Value

of each Unit as of the payment date on which payment is
to be made as aforesaid shall be that percentage of the

-Purchase Price of such Unit as 1s set torth 1n the tollowing

schedule opposite such date:



Date . Percentage
June 1, 1975 106.810
December 1, 1975 110.345
June 1, 1976 ' : 106.647
December 1, 1976 106.913
June 1, 1977 106.856
December 1, 1977 106.382
June 1, 1978 102.665
December 1, 1978 : 101.514
June 1, 1979 100.075
December 1, 1979 98.298
June 1, 1980 93.311
December 1, 1980 : 90.973
June 1, 1981 88.392
December 1, 1981 85.582
June 1, 1982 ‘ 79.655
December 1, 1982 76.501
June 1, 1983 73.176
December 1, 1983 . 69.700
June 1, 1984 66.065
December 1, 1984 62.307
June 1, 1985 528.430
December 1, 1985 . 54.504
June 1, 1586 20,445
December 1, 1986 46.353
June 1, 1987 . 42.112
December 1, 1987 _ 37.847
June 1, 1988 . 33.439
December 1, 1988 29.004
June 1, 1989 , 24.414
December 1, 1989 ‘ 19.797
June 1, 1990 15.000

December 1, 1990
and thereafter

Except as hereinabove in this § 7 provided, the
Lessee shall not be released from its obligations hereunder
in the event of, and shall bear the risk of, any Casualty
Occurrence to any Unit from and after delivery and acceptance
thereof by the Lessee hereunder.

The Lessee will, at all times while this Lease is
in effect, at its own expense,. cause to be carried and main-
tained property insurance in respect of the Units at the time
subject hereto, and public liability insurance, in amounts,
with deductibles not to exceed $100,000 (which amount may
be increased by the Lessee with the consent of the Lessor,
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which consent will not be unreasonably withheld) and acainszt
risks customarily insured against by the Lessee in respect

of similar equipment owned by it and the benefits thereof
shall be payable to the Vendor, the Lessor and the Lessee,

as their interests may appear (provided, however, that all
proceeds of public liability insurance shall be payable to
the Vendor only to the extent necessary to reimburse it for
losses suffered by it covered by such public liability insur-
ance policies), so long as the indebtedness, if any, evidenced
by the Security Document shall not nave been paid in full,
and thereafter to the Lessor and the Lessee as their interests
may appear. All policies of insurance shall contain a breach
of warranty clause (which shall provide that the interests .
of the Vendor or the Lessor thereunder shall not be rescinded,
impaired or invalidated by any act or neglect of the Lessee) -
and shall provide for a thirty-day minimum written cancelation
notice to the Vendor and the Lessor. The Lessee agrees

to furnish to the Vendor and the Lessor concurrently with

the commencement of the term of this Lease and at least
annually thereafter certificates or other evidence of com-
pliance by the Lessee with the provisions of this paragraph.
In the event that the Lessee shall fail to maintain insurance
as herein provided, the Lessor may at its cption effect

-such insurance and, in such event, the Lessee shall upon
demanc reimburse the Lessor for the cost therecf. Any insur-
ance proceeds received by the Lessor as the result of insur-
ance carried by the Lessee or condemnation payments received
by the Lessor in respect of Units suffering a Casualty Occur-
rence shall be deducted from the amounts payable by the '
Lessee to the Lessor in respect of Casualty Occurrences
pursuant to this § 7. If the Lessor shall receive any such
insurance proceeds or condemnation payments after the Lessee
shall have made payments pursuant to this § 7 without deduc-
‘tion for such insurance proceeds or such condemnation pay-
ments, the Lessor shall pay such proceeds or condemnation
payments to the Lessee up to an amount equal to the Casualty
.Value with respect to a Unit paid by the Lessee and any
balance of such proceeds or condemnation payments shall
remain the property of the Lessor. All insurance proceeds
received by the Lessor in respect of any Unit.not suffering

a Casualty Occurrence shall be paid to the Lessee upon proof
satisfactory to the Lessor that any damage to such Unit

- in respect of which such proceeds were paid has been fully

" repaired. : : :

§ B;I'Re orts. On or before March 31 in each
year, commencing with the calendar year 1976, the Lessee
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§ 8. Reports. On or before March 31 in each
year, commencing with the calendar year 1976, the Lessee
will furnish to the Lessor and the Vendor an accurate state-
ment (a) setting forth as of the preceding December 31 the
amount, description-and numbers of all Units then leased
hereunder and covered by the Security Document, the amount,
description and numbers of all Units that have suffered
a Casualty Occurrence during the preceding calendar year
(or since the aate of this Lease in the case of the tirst
such statement) or are then undergoing repairs (other than
running repairs) or are withdrawn from use pending repairs
(other than running repairs) and such other information
regarding the condition and state of repair of the Units
as the Lessor or the Vendor may reasonably request, (b)
stating whether, in the case of all Units repainted or
repaired during the period covered by such statement, the
numbers and the markings required by § 5 hereof and the
Security Document have been preserved or replaced and (c)
stating whether all reports recuired to be made to the Lessor
hereunder during the preceding year have been made. The
Lessor shall have the right by its agents, to inspect the
Units and the Lessee's records with respect thereto at such
reasonable times as the Lessor may request during the contin-

-uance of this Lease.

Within 15 days after the tiling thereof with the
Securities and Exchange Commission under the Securities
Exchange Act of 1934, the Lessee will promptly furnish to
the Lessor, the vendor and any party for whom the Vendor
is acting as agent who shall so request a copy of each of
Lessee's Annual Reports on Form 10~K and Quarterly Reports
on Form 10-Q. ‘

As soon as avallable and in any event within 120
days after the end of each fiscal year, the Lessee will
deliver to the Lessor and the Vendor a certificate signed
by the President, any Vice President, the Treasurer or any
Assistant Treasurer of the Lessee stating that a review
of the activities of the Lessee during such year has been
made under his supervision with a view to determining whether
the Lessee has kept, observed, performed and fulfilled all
of its covenants and obligations under this Lease and the
Security Document and that to the best of his knowledge
the Lessee during such year has kept, observed, performed
and fulfilled each and every covenant and obligation con-
tained herein and in the Security Document, or if an Event
of Default under this Lease or an event of default under
the Security Document shall exist or if an event has occurred
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and is continuing which, with the giving of notice or the
passage of time or both, would constitute such an Event
of Default or an event of default, specifying such Event
of Default, event of default or such event and the nature
and status thereof.

The Lessee shall aiso furnish such other financial
information as the Lessor, Vendor or any party for whom
the Vendor is acting as agent may reasonably reguest trom
time to time.

§ 9. Disclaimer of Warranties; Compliance with
Laws and Rules; Malntenance; -Indemnification. THE LESSCR

MAKES NO WARRANTY OR REPRESENTATION, EITHER EXPRESS OR
IMPLIED, AS TC THE DESIGN OR CONDITION OF, OR AS TO THE
QUALITY OF THE MATERIAL, EQUIPMENT OR WORKMANSHIP IN, THE
UNITS DELIVERED TO THE LESSEE HEREUNDER, AND THE LESSOR
MAKES NO WARRANTY OF MERCHANTABILITY OR FITNESS OF THE UNITS
FOR ANY PARTICULAR PURPOSE OR AS TO TITLE TO THE UNITS OR

ANY COMPCNENT THEREOF, 1t peing agreed that all such risks,
as between the Lessor and the Lessee, are to pe borne by

the Lessee; but the Lessor hereby irrevocably appoints and
constitutes the Lessee its agent and attorney-in-fact during
the term of this Lease to assert and enforce from time to _
time, in the name of and for the account cf the Legscr 2nd/or
the Lessee, as their interests may appear, at the Lessee's
sole cost and expense, whatever claims and rights the Lessor
may have against the Builders under the provisions of Items

3 and 4 of Annex A to the Security Document. The Lessee's
delivery of a Certificate of Acceptance shall be conclusive
evidence as between the Lessee and the Lessor that the Units
described therein are in all the foregoing respects satisfac-
tory to the Lessee, and the Lessee will not assert any claim
of any nature whatsoever against the Lessor pased .on any

of the toregoing matters. Notwithstanding the tirst sentence
of this § 9, the Lessor represents and warrants that it

has rull right, power and authority to enter into and perform
this Lease and agrees that the Units will at all times remain
free of liens and encumbrances which may result from claims
against the Lessor not related to the right, title and inter-
est of the Lessor in the Units, the 1easing of the Units
hereunder or any transaction pursuant to or permitted by

the Security Document or this Lease and excluding all claims

" which the Lessee is obligated to pay, or indemnify the Les-

sor against, hereunder.

The Lessee agrees, for the benefit of the Lessor
and the Vendor, to comply in ail material respects (including,
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without limitation, with respect to the use, maintenance

and operation of each Unit) with all itaws of the jurisdic-.
tions in which its operations involving the Units may extend,
with the interchange rules of the Association of American
Railroads and with all lawful rules of the Department of
Transportation, the Interstate Commerce Commission and any
other legislative, executive, administrative or judicial

body exercising any power or jurisdiction over the Units,

to the extent that such laws and rules are reasonably inter-
preted as being applicable to, or affecting, the title, oper-
ation or use of the Units, and in the event that such laws

or rules require any alteration, replacement or addition

cf or to any part on any Unit, the Lessee will conform there-
with at i1ts own expense; provided, however, that the Lessee
may, in good faith, contest the validity or application

of any such law or rule 1n any reasonable manner which does
not, in the opinion of the Lessor or the Vendor, adversely
affect the preperty or rights of the Lessor or the Vendor
under this Lease or under the Security Document.

The Lessee agrees that, at 1ts own cost and expense,
it will maintain and keep each Unit in good order and repair,
ordinary wear and tear excepted.

Any and all additions to any Unit (except commun-
ications,; signal and automatic control equipment or devices
having a similar use which have been added to such Unit
by the Lessee, the cost of which is not included in the
Purchase Price of such Unit and which are not required for .
the operation or use of such Unit by the Interstate Commerce
Commission, the Department of Transportation or any other’
applicable regulatory body), and any and all parts installed
on and additions and replacements made to any Unit shall
constitute accessions to such Unit and, at the cost and
expense of the Lessee, full ownership thereof free from
any lien, charge, security interest or encumbrance (except
for those created by the Security Document) shall immediately
be vested in the Lessor and the Vendor as their respective
interests appear in the Unit itself.

The Lessee agrees to indemnify, protect and hold

. harmless the Lessor and the Vendor from and against all
losses, damages, injuries, liabilities, claims and demands
whatsoever, regardless of the cause thereof, and expenses

in connection therewith, including, but not limited to,
counsel fees and expenses, patent liabilities, penalties

and interest, arising out of or as the result of the enter-
ing into or the performance of, or the occurrence of a default
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or an Event of Default under, the Security Document, the
Assignment, this Lease or the Lease Assignment, the ownership
of any Unit, the ordering, acguisition, use, operation,
condition, purchase, delivery, rejection, storage or return
of any Unit or any accident in connection with the operation,
use, condition, possesssion, storage or return of any Unit
resulting in damage to property or injury or death to any
person, except as otherwise provided in §§ 6, 14 and 17

of this Lease. The indemnities arising under this paragraph
shall continue 1n tull force and effect notwithstanding

the full payment of all obligations under this Lease or

the expiration or the termination of the term of this Lease.

The indemnities provided by this Section 9 shall be
in an amount which, after deducting all taxes, fees or other
charges imposed with respect to the receipt thereof, shall
be equal to the amount of the 1oss, expense or liability
with respect to which the indemnification payment is made.

The Lessee agrees to prepare and deliver to the
Lessor within a reasonable time prior to the reguired date
of filing (or, to the extent permissible, file on behalf
~of the Lessor) any and all reports (other than income tax
returns) to be riled by the Lessor with any federal, state
or other regulatory authority by reason oi the owneiship
by the Lessor or the Vendor of the Units or the leasing
thereof to the Lessee.

§ 10. Default. 1If, during the continuance of
this Lease, one or more of the rollowing events (each event
being hereinafter sometimes called an Event of Default)
shall occur:

A, default shall be made 1n payment of any part of
the rental provided in § 3 hereof, and such default
shall continue for ten aays;

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

C. default shall be made in the observance or per-
formance of any other of the covenants, conditions and
agreements on the part ot the Lessee contained herein
or in the Security Document, and such default shall con-
tinue for 30 days after the Lessor or Vendor shall
have demanded in writing the performance thereof or
to make provision satisfactory to the Vendor or Lessor,
as the case may be, for such compliance;
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D. any proceedings shall pe commenced by or against
the Lessee for any relief which includes, or might result
in, any modification of the obligations of the Lessee
hereunder or under the Security Document under any bank-"
ruptcy or insolvency laws, or laws relating to the relief
of debtors, readjustments of indebtedness, reorganiza-
tions, arrangements, compositions or extension (other
than a lLaw which does not permit any readjustments of
the obligations of the Lessee hereunder or under the
Security Docurent), and, unless such proceedings shall
have been dismissed, nullified, stayed or otherwise
rendered ineffective (but then only so long as such
stay shall continue in torce or such i1neffectiveness
shall continue), all the obligations of the Lessee

. under this Lease and under the Security Document shall

not have been and shall not continue to have been duly
assumed in writing, pursuant to a court order or decree,
by a trustee or trustees or receiver or receivers
appointed (whether or not subject to ratification)

for the Lessee or for the property of the Lessee in
connection with any such proceedings in such manner

that such obligations shall have the same status as

.obligations incurred py such a trustee or trustees

or receiver or receivers, within 30 days after such
appointment or 60 days after such proceedings shall
have been commenced, whichever shall be earlier;

E. an event of default shall occur under any lease,
agreement, equipment trust agreement or indenture under
which the Lessee is an obligor and under which the aggre-
gate unpaid lease rentals or indebtedness 1s not less
than $2,000,000, the obligee or obligees thereunder
or trustees on 1ts or their behalf shall have declared
the principal amount of the obligations issued or secured
thereby to become immediately due or payable in accor-
dance with the terms tnereof and such declaration shall
not have been annulled within ten days after receipt
by the Lessee of notice thereof;

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

ES

(a) proceed by appropriate court action or actions
either at law or 1in equity, to enforce performance by
the Lessee of the applicable covenants of this Lease or
to recover damages tor the breach thereof including with-

" out limitation § 17 hereof, the indemnity provisions of

§ 9 hereof and the second paragraph of this § 10; or
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(b) by notice in writing to the Lessee terminate
the term of this Lease, whereupon all rights of the
Lessee to the use of the Units shall absolutely cease
and terminate as though this Lease had never been made,
but the Lessee shall remain liable as hereinafter pro-
vided; and thereupon the Lessor may by its agents enter
upon the premises of the Lessee or other premises where
any of the Units may be and take possession of all or
any of such Units and thenceforth hold, possess and
enjoy the same free from any right of the Lessee, or
its successors or assigns, to use the Units for any
purposes whatever; but the Lessor shall, nevertheless,
have a right to recover from the Lessee any and all
amounts which under the terms of this Lease may be
then due or which may have accrued to the date of such
termination (computing the rental for any number of
days less than a full rental period by multiplying
the rental for such full rental period by a fraction
of which the numerator is such number of days and the
denominator is the total number of days in such full
rental period) and also to recover forthwith trom the
Lessee whichever of the rollowing the Lessor shall
elect

(&) as liguidated damages for lcss of the
bargain and not as a penalty, an amount, with
respect to each Unit, equal to the sum of (1)
the excess of (x) the present value, at the time
of such termination, of the entire unpaid balance
of all rental for such Unit which would otherwise
have accrued hereunder from the date of such ter-
mination to the end of the term of this Lease as
to such Unit over (y) the then present value of
the rentals which the Lessor reasonably estimates
to be obtainable for such Unit during such period
(or, if the Lessor so elects, over the aggregate
net proceeds of any sale of the Units sold by
the Lessor or the Vendor under the Security Document
at one or more public or private sales plus, if
any of the Units are not so sold, the then fair
market value of such Units as reasonably estimated
by the Lessor) such present value to be computed
1n each case on the pasis of a 5% per annum dis-
count, compounded semiannually from the respective
dates upon which rentals would have been payable
hereunder had this Lease not been terminated,
and (ii) any damages and expenses, including
reasonable attorneys' fees, in addition thereto
which the Lessor shall have sustained by reason



of the pbreach of any covenant, representation or
warranty of this Lease; or :

(B) if the Lessor (or the Vendor under the
Security Document) elects to sell any or all of
the Units ot Equipment at one or more public or
private sales (the Lessor to give the Lessee at
least 30 days notice of such election), as liqui-
dated damages for loss of the pargain and not as
a penalty, an amount equal to the following,
reduced by the aggregate net proceeds of such
sale or sazles: (1) the aggregate Casualty
Value of ail Units of Equipment on the rental
payment date next preceding the date of the
sale next preceding the date of the Lessor's
demand for payment to the Lessee under this para-.
graph (B); plus (ii) the amount provided for by

~clause (ii) of paragraph (A) above. Upon pay-
ment in full ot the amounts provided for by this
paragraph (B), all right, title and interest of
the Lessor in the Units or Eguipment not sold
pursuant to this paragraph (B) shall pass to the
Lessee (on an "as is, where 1s" basis, without
representation or warranty by the Lessor).

In the event of any sale or other disposition
of any Unit, pursuant to the exercise of remedies provided
for by this § 10, the Lessee shall indemnify the Lessor
in such amount as will, after taking account of all taxes
imposed with respect to the receipt thereof, be equal to
any additional inccme taxes incurred, or income tax benefits
lost, by reason of such sale, exchange or other disposition
of any Unit or portion therecf resulting in a loss to the
Lessor which is not deductible in full as an ordinary loss
for federal income tax purposes. In addition, in the event
of any such sale or other disposition of a Unit, unless
the Lessor has elected to proceed under subparagraph (B)
of paragraph (b) above, the Lessee shall indemnify the Lessor
in such amount as will, after deducting all taxes imposed
with respect to the receipt thereof, be equal to all or
such portion of the Investment Credit and/or the ADR Deduc-
tions (both as defined in § 17 hereof) lost, not claimed,
~not available for claim, disallowed or recaptured by or
from the Lessor as the result of such sale or disposition;
provided that the amount payable by the Lessee under this
sentence, when added to the amount determined in accordance
with subclause (y) of clause (i) of paragraph (A) above,
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shall not exceed the aggregate Casualty Value of such Unit
on the rental pavment'date next preceding the date of the
Lessor's demand for payment under said paragraph (A).

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

its favor or existing at law or in equity. The Lessee hereby

waives any mandatcry reguirements of law, now or hereafter
in effect, which might 1limit or modify the remedies herein
provided, to the extent that such waiver is not, at the
time in guestion, prohibited by law. The Lessee hereby
waives any and a2ll existing or future claims to any offset
against the rental payments due hereunder, and agrees to
make such payments regardless of any offset or claim which
may be asserted by the Lessee or on its pehalf.

The railure of the Lessor to exercise the rights
granted it hereunder upon the occurrence of any of the con-
tingencies set forth herein shall not constitute a waiver
of any such right upon the continuation or recurrence of
any such contingencies or similar contingencies.

§ 11. Return of Units Upon Default. If this
Lease shall terminate pursuant to § iU hereof, the Lessee
shall forthwith deliver possession of the Units to the
Lessor. For the purpose of delivering possession of any
Unit or Units to the Lessor as above required, the Lessee

shall at its own cost, expense and risk:

(a) forthwith and in the usual manner place such
Units upon such storage tracks located within 100 miles
of washington, D.C., as the Lessor reasonably may desig-
nate; and :

(b) permit the Lessor or cause the Lessor to be
permitted to.store such Units on such tracks at the.
risk of the Lessee without charge for rent or storage
until such Units have been sold, leased or otherwise
disposed of by the Lessor, but in no event for a period
to exceed 270 days.

- The assembling, delivery, storage and transporting of the

" Units as nereinbefore provided shall pe at the expense and
risk of the Lessee and are of the essence of this Lease,and
upon application to any court of equity having jurisdiction
in the premises the Lessor shall be entitled to a decree
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against the Lessee requiring specific performance of the
covenants of the Lessee so to assemble, deliver, store

and transpcrt the Units. During any storage period, the
Lessee will, at its own cost and expense, maintain and keep
the Equipment in good order and repair and will permit the
Lessor or any person designated by it, including the author-
ized representative or representatives of any prospective
purchaser of any such Unit, to inspect the same.

~Without 1n any way limiting the obligation of

the Lessee under the foregoing provisions of this § 11, the
Lessee hereby irrevocably appoints the Lessor as the agent
and attorney of the Lessee, with rull power and authority,

at any time while the Lessee is obligated to deliver posses-
sion of any Unit to the Lessor, to demand and take possession
of such Unit in the name and on behalf of the Lessee from
whomsoever shall be 1n possession of such Unit at the time.

§ 12. Assignment; Possession and Use. This Lease
shall be assignable in whole or in part by the Lessor without
the consent of the Lessee, but the Lessee shall be under no
obligation to any assignee of the Lessor except upon written
notice of such assignment from the Lessor. all the rights
of the Lesscr hereunder (including, but not limited to,
the rights under §§ 6, 7 and 10 and the rights to receive
the rentals payable under this Lease) shall inure to the
benefit of the Lessor's assigns (including the partners
or any beneficiary of any such assignee if such assignee
is a partnership or a trust, respectively).

So long as the Lessee shall not be in default
under this Lease or under the Security Document the Lessee
shall be entitled to the possession and use of the Units
in accordance with the terms of this Lease and the Secu-
rity Document, but, without the prior written consent of
the Lessor, the Lessee shall not assign or transfer its
leasehold interest under this Lease, in the Units or any
of them. The Lessee, at its own expense, will promptly
pay or discharge any and all sums claimed by any party
which, if unpaid, might become a lien, charge, security
interest or other encumbrance (other than an encumbrance
created by the Security Document, the Assignment or the
" Lease Assignment or an encumbrance securing a claim created
by the Lessor not related to the right, title and interest
of the Lessor in the Units, the ieasing of the Units here-
under or any transaction pursuant to or permitted by the
Secur ity Document or this Lease and excluding all encum-
brances securing claims which the Lessee 1s obligated to
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pay, or indemnify the Lessor against, hereunder) upon or
with respect to any Unit, including any accession thereto,
or the interest of the Lessor, the Vendor or the Lessee
therein, ana will promptly discharge any such lien, claim,
security interest or other encumbrance which arises, but
shall not be required to pay or discharge any such claim

sc long as the validity thereof shall be contested in good
faith and by apprecpriate legal proceedings in any reasonable
manner and the nonpayment thereof does not, in the opinion
of the Vendor and the Lessor, adversely affect the interests
of either of them in or to the Equipment or otherwise under
this Agreement or the Security Document. The Lessee shall
not, without the prior written consent of the Lessor, part
with the possession or control of, or suffer or allow to
pass out of its possession or control, any of the Units,
except to the extent permitted by the provisions of the
immediately succeeding paragraph.

Nothing in this Section shall: (a) prevent the
Lessee from merging or consolidating with, or transferring
all or substantially all of its assets to, another solvent
corporation, provided that the corporation surviving such
merger or consolidation (if other than the Lessee), or the
corporation to which such assets are transferred, shall
assume, by operation of iaw or otherwise, ali of the Lessee'’s
obligations hereunder; (b) prevent the Lessee from assigning
its leasehold interest hereunder or 1in the Units to a cor-
poration controlling, controlled by, or under common control
with, the Lessee (any such corporation being herein referred
to as an "affiliate" of the Lessee), provided that no such
assignment shall relieve the Lessee from its obligations
hereunder; or (c¢) prevent, or require the Lessee to take
any action in respect of, the attachment of the lien of
the Mortgage and Deed of Trust gated July 1, 1936, of the
Lessee to The Riggs National Bank of wWashington, D. C., as
Trustee, as amended and supplemented (the "Mortgage"), to
the Lessee's leasehold interest hereunder in and to the
Units. The Lessee shall not assign or permit the assignment
of any Unit to service involving the regular operation and
maintenance thereof outside the United States -of America.

§ 13. Renewal Options and Right of First Refusal.

. Provided that this Lease has not been earlier terminated

and the Lessee is not 1n default hereunder, the Lessee may
by written notice delivered to the Lessor not less than
three months prior to the end of the Original Term or any
- extended term of this Lease, as the case may be, elect to
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extend the term of this Lease in respect of, all but not
fewer than all, of the Units then covered by this Lease,

for a consecutive extended term or terms of 1 year or any
integral multiple thereof, the tirst of which shall commence
on the scheduled expiration of the Criginal Term of this
Lease; provided, however, that the aggregate of all such
extended terms shall not exceed ten years. Rental in each
case shall be at a "Fair Market Rental" payable in semiannual
payments on June 1 and December 1 in each year of such
extended term.

Fair Market Rental shall be determined on the
basis of, and shall be equal in amount to, the rental which
would obtain in an arm's-length transaction between an
informed and willing lessee (other than a lessee currently
in possession) and an informed and willing lessor under -
no compulsion to 1ease and, in such determination, costs
of removal from the location of current use shall not be
a deduction from such rental. If on or before 60 days prior
to the expiration of the term of this Lease immediately
preceding the extended term for which the rental is to be
determined, the Lessor and the Lessee are unable to agree
upon a determination of the Fair Market Rental of the Units,
such rental shall pe determined in accordance with the fore-
going definition by an Appraiser. The term Appraiser shall
mean such qualified independent appraiser as the Lessor
may select with the approval of the Lessee, or failing such
approved selection, a panel of three qualified independent
appraisers, one of whom shall be selected by the Lessor,
the second by the Lessee and the third designated by the
first two so selected. The Appraiser shall be instructed
to make such determination within a period of 30 days follow-
ing appointment, and shall promptly communicate such deter-
mination in writing to the Lessor and the Lessee. The deter-
mination so made shall be conclusively binding upon both
the Lessor and the Lessee. The expenses and fees of the
Appraiser shall be borne by the Lessee. :

In the event the Lessor elects to sell such Units
to third parties at the expiration of the Original Term or
extended term of this Lease, the Lessor shall in a commer-
cially reasonable manner solicit otfers to buy such Units,
and upon receipt thereof shall exhibit to the Lessee a true
copy of the offer which the Lessor i1ntends to accept, and
the Lessee shall have the right, exercisable by written
notice, delivered within 15 days of the receipt of said
copy, to purchase such Units at the sale price set forth
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in such ¢effer, wrovided that the Lecszee shall tender ravment
of the purchzase price prior to the later of the intended

date of sale to the third party making such offer or the

date five cays tollewing the expiration of such 15-day period’
(such payment to be made 1in the same manner contemplated

by such offer).

§ o

Upon payment of the purchase price, the Lessor
shall upon request of the Lessee execute and deliver to the
Lessee, or to the Lessee's assignee or nominee, a bill of
sale (without representations or warranties except that
such Units are free and clear of ail claims, liens, security
interests and other encumbrances by or in favor of any person
claiming by, through or under the Lessor other than claims,
liens, security interests and other encumbrances arising
from the Security Document) for such Units and such other
documents as may be required to release such Units, from
the terms and scope of this Lease and to transfer title
thereto to the Lessee or such assignee or nominee, in such
form as may reasonably be requested by the Lessee, all at
the Lessee's expense,

§ 14. Return of Units upon Expiration of Term.
As soon as practicable on or atter the expiraticn cf the
Original Term or any extended term of this Lease with respect
to any Unit not purchased by the Lessee, the Lessee will,
at its own cost and expense, at the request of the Lessor,
deliver possession of such Unit to the Lessor upon such
tracks located within 100 miles of Washington, D.C., as
the Lessor may reasonably designate, or, in the absence
of such designation, as the Lessee may select, and permit
the Lessor to store such Unit on such tracks for a period
not exceeding three months all as directed by the Lessor,
the movement and storage of such Unit to be at the expense
and risk of the Lessee. During any such storage period
the Lessee will permit the Lessor or any person designated
by it, including the authorized representative or represen-
tatives of any prospective purchaser of such Unit, to inspect
the same; provided, however, that the Lessee shall not be
liable, except 1n the case of negligence of the Lessee or
of its employees or agents, for any injury to, or the death
of, any person exercising, either on behalf of the Lessor
~or any prospective purchaser, the rights of inspection granted
under this sentence. The assembling, delivery, storage
and transporting of the Units as nereinbefore provided are
of the essence ot this Lease, and upon application to any
court of egquity having jursidiction in the premises, the
Lessor shall be entitled to a decree against the Lessee
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requiring srecific performance of the covenants of the Lessee
SO0 to assemole, deliver and store the Units. wsach Unit
returned to the Lesscr pursuant to this § 14 (other than

@ Unit which has suffered a Casualty Occurrence) shall (i)

be in the same operating order, repair and condition as

when originally delivered to the Lessee, reasonable wear

~and tear excerted, and (ii) meet the applicable standards

then in effect under the Interchange Rules of the Asscciation
of American Railroads and/or the applicable rules of any
governmental agency or other organization with jurisdiction.
If the Lessor shall elect to abandon any Unit as to which
this Lease has terminated, it may within 90 days after such
termination deliver written notice to such effect to the
Lessee and the Lessee shall within 15 days of the aelivery

of such notice assume and hold the Lessor harmless rrom

all liability arising in respect of any responsibility of
ownership thereof, other than liability arising in respect

of any occurrence between such termination and such assump-
tion (other than any such occurrence while such Unit is

being assembled, moved or stored at the risk of the Lessee

as above provided). The Lessor shall execute and deliver

to the Lessee a bill of sale or bills of sale transferring

to the Lessee, or upon its order, the Lessor's title to

and property in any Unit abandoned by it pursuant to the
immediately preceding sentence. Except as provided in this
§14, the Lessee shall have no liability to the Lessor 1in
respect of any Unit abandoned by the Lessor after termination
of the Lease; prcvided, however, that the foregoing clause
shall not in any way etfect the survival of the indemnities
of the Lessee under this Lease which continue after the
termination of this Lease or relieve the Lessee of its obli-
gations pursuant to § 7 hereof to make payments egqual to

the Casualty Value of any Unit experiencing a Casualty Occur-
rence while this Lease is 1n effect.

§ 15. Opinions of Counsel. On each Closing Date
the Lessee will deliver to the Lessor two counterparts of
written opinions of counsel for the Lessee, addressed to
the Lessor and the Vendor, in scope and substance satisfac-
tory to the Lessor, the Vendor and their respective counsel,
as follows:

A. an opinion of Messrs. Sullivan & Cromwell to
the effect that: :

1. the Lessee is a corporation legally incorpo-
rated, validly existing and in good standing under
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the laws of its jurisdictions of incorporation
(specifying the same) with adeguate corporate
power to own its properties and to carry on its
business as now conducted, and to enter into the
Finance Agreement, the Security Document and this
Lease; . :

: 2. the Finance Agreement, the Security Docu-
ment and this Lease have been duly authorized,
executed and delivered by the Lessee and con-
stitute legal, valid and binding agreements ot
the Lessee, enforceable in accordance with their
respective terms except as limited by applicable
bankruptcy, insolvency, reorganization, mora-
torium or similar laws affecting the rights of
creditors generally and by applicable laws which
may affect the remedies provided in the Security
Document or this Lease, which laws, however, do
not in the opinion of such counsel make the rem-
edies provided in such dccuments inadequate for
the realization of the penefits provided thereby,
and by principles of equity applicable to the
enforceability of the remedy of specific perfor-
mance. '

3. the Security Document (and any assignment
thereof) and this Lease (and any assignment hereof)
have been duly filed and recorded with the Inter-
state Commerce Commission pursuant to Section
20c of the Interstate Commerce Act and no filing,
recording or deposit (or giving of notice) with
any other federal, state or local government or
agency thereof is necessary in order to protect
the interests of the Vendor or the Lessor 1in and
to the Units 1n the United States of America;

4. approvals have been obtained from the
Virginia State Corporation Commission and the
District of Columbia Public Service Commission,
and no other approval is required from any public
regulatory body with respect to the entering into
or performance of the Security Document or this
Lease; ~

5. the entering into and performance of the
Security Document or this Lease will not result
in any breach of, or constitute a default under,
the Mortgage or the Indenture ot the Lessee to



24

The Chase Manhattan Bank, as successor trustee,
dated as of February 15, 1957, as supplemented
- {the "Indenture"); and

6. the Lessee is not a "holding company"” or a
"subsidiary" ot a "holding company" registered under
the Public Utility Holding Company Act of 1935;

_ B. an opinion of an Associate General Counsel’
of the Lessee to the effect that:

1. the entering into and performance of the
Security Document or this Lease will not result
1n any breach of, or constitute a default under,
any indenture, mortgage, deed of trust, bank loan
or credit agreement or other agreement or instrument
known to such counsel to which the Lessee is a party
or by which it may be bound, except that such opin-
ion need not cover the Mortgage or the Indenture;

2. under the agreements referred to in the
preceding paragraph, no lien of any nature whatso-
ever attaches to the Units except the iLien of the
Mortgage which attaches to the leasehold interest
of the Lessee hersunder in and toc the Unite.

§ 16. Recording. The Lessee, at its own expense,
will cause this Lease, the Security Document and any assign-
ment hereof or thereof to be filed and recorded with the
Interstate Commerce Commission in accordance with Section
20c of the Interstate Commerce Act. The Lessee will under-
take the tiling, registering, deposit, and recording required
of the Lessor under the Security Document and will from
time to time do and perform any other act and will execute,
acknowledge, deliver, file, register, record (and will refile,
re~register, deposit and redeposit or re-record whenever
required) any and all further instruments required by law
or reasonably reguested by the Lessor or the Vendor for
the purpose of proper protection, to their satisfaction,
of the vendor's and the Lessor's respective interests in
the Units, or for the purpose of carrying out the intention
of this Lease, the Security Document or the assignment thereof
to the Vendor; and the Lessee will promptly furnish to the
Vendor and the Lessor evidences of all such tiling, register-
ing, depositing or recording, and an opinion or opinions
of counsel for the Lessee with respect thereto satisfactory
to the Vendor and the Lessor. This Lease and the Security
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Document shall be filed and recorded with the Interstate
Commerce Commission prior to the delivery and acceptance
hereunder of any Unit.

§ 17. Income Taxes. The Lessor and the lLessee
agree that the rentals and Casualty Values set forth 1in .
§§ 3 and 7 of this Lease have been computed on the assumptlon-
that, as each Unit is accepted as provided in § 2 hereof,
the Lessor shall thereupon be treated as the owner and the
lessor of such Unit under a true lease for purposes of the
Internal Revenue Code of 1954, as amended to the date hereof
(the "Code") and that Lessor shall be entitled, for Federal
income tax purposes, to deductions with respect to interest
paid or accrued under the Security Document (the "Interest
Deductions"), the investment tax credit provided by Section
38 and related sections of the Code computed at a rate of
at least 4% of the tull Purchase Price of the Units (the
"Investment Credit") and deductions tor depreciation for
each Unit, which depreciation deductions may be taken under’
the asset depreciation range system of Treasury Regulation
1.167(a)-11 on a cost basis under Section 167(g) of the
Code at least equal to the full Purchase Price of such Unit
using one or more accelerated methods described in Section’
167(b) of the Ccde, under asset guideline class 00.25, over
an asset depreciation period of 1z years, tc a salvage value
(after application of Section 167(f) of the Code), of 5%
of the Purchase Price of such Unit (the "ADR Deductions").

The Lessee agrees that neither it nor any corpo-
ration controlled by it, in control of it, or under common
control with it, directly or indirectly, will take any action
or file any returns or other documents inconsistent with the
foregoing except as may be required by law or this Lease or
the Security Document and that each of such corporations
will file such returns, take such actions and execute such
documents as may be reasonable and necessary to facilitate
accomplishment of the intent hereof.

If for any reason the Lessor 1s or becomes entitled
prior to the Cut-Off Date (as defined in Article 4 of the
Security Document) to the investment tax credit provided
by Section 38 and related sections of the Code, or any similar
or substitute credit in l1ieu thereof, computed at a rate
in excess of 4% of the rull Purchase Price of any or all
of the Units, all references herein to the Investment Credit
when used with respect to such Units shall mean such credit
computed at such rate and (i) the rentals and Casualty Values
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set forth in §§ 3 and 7 of this Lease and {ii) the amount
payable by the Lessor under subparagraph (a) of the third
paragraph of Article 4 of the Security Document and the
Conditional Sale Indebtedness (as defined therein) with
respect to Units thereafter delivered under the Security
Document, shall be appropriately adjusted; provided, however,
that in no event shall (a) the aggregate Conditional Sale
Indebtedness be increased; (b) any semiannual rental payment
pursuant to § 3 of this Lease be less than the principal

and interest due on the date of such payment under the Secu-
rity Document; (c) any Casualty Value hereunder so adjusted
of any Unit be less than the Casualty Value (as defined

in the Security Document) of such Unit; or (d) the aggregate
amount payable by the Lessor under subparagraph (a) of the
third paragraph of Article 4 of the Security Document in
respect of all Units exceed $1,200,000 (unless the Lessor
otherwise agrees). Notwithstanding the foregoing if the
Lessor shall claim on its Federal income tax return the
investment tax credit computed at a rate in excess of 4%

of the full Purchase Price of any or all of such Units, the
Lessor shall give notice to the Lessee of such action within
30 days of the filing of the tax return in which such item
is claimed, all references herein to the Investment Credit
when used with respect to such Units shall thereupon mean
such credit computed at such rate and the rentals and Casualty
values set forth in §§ 3 and 7 of this Lease shall be appro-
priately adjusted in respect of such Units as of the rental
payment date next succeeding such notice; provided, however,
in no event shall (a) any semiannual rental payment pursuant
to § 3 of this Lease be less than the principal and interest
due on the date of such payment under the Security Document;
or (b) any Casualty Value hereunder so adjusted of any Unit
be less than the Casualty Value (as defined in the Security
Document) of such Unit. 1If, in respect of the adjustments
provided for in either of the first and second sentences

of this paragraph, the Lessor and the Lessee cannot agree

on the amount of such adjustments required thereunder, the
Lessor and the Lessee shall mutually designate a firm of
independent certified public accountants of national reputa-
tion and stature which is experienced in the financial leasing
business to determine, at the sole expense of Lessee, the
appropriate amount of such adjustments in accordance with
the applicable assumptions referred to in clause (x) of

the fifth paragraph of this § 17, which determination shall
be final and binding upon the Lessor and the Lessee.

Unless the provisions of the eleventh paragraph
of this § 17 shall have become applicable, the Lessor agrees



that it shall claim on its Federal income tax return :the
Investment Credit, the ADR Deductions and the Interest Ceduc-
tions, respectively, and that the Lessee shall be relieved
of the obligation to indemnify the Lessor with respect to
any such item pursuant to the next succeeding paragreaph’

to the extent such item is not so claimed by the Lessor,
unless the Lessor shall have received a written opinion

of Messrs. iMilbank, Tweed, Hadley & McCloy or other indepen-
dent tax counsel selected by the Lessor and apprcved by

the Lessee that there 1is no reasonable basis for the Lessor
to claim such 1tem or items. If the Lessor receives such
opinion to the efect that there is no reasonable basis for
claiming such an item and if the Lessor determines in its
sole discretion not to claim such an item on its tax return,
the Lessor shall be treated as not entitled to claim such
item for the purpose of the next succeeding paragraph.

If for any reason (other than the occurrence of
any of the events set torth in the next succeeding paragraph)
the Lessor, in respect of the Original Term of this Lease,
shall lose, or shall not nave, or shall suffer a disallowance
of or shall not be entitled to claim (in accordance with
.the immediately preceding paragraph) or shall be required
to recapture all or any portion of the Investment Credit,
the ADR Deductions, or the Interest Deductiocons {(any such
event being hereinafter called a Loss), then at the option
of the Lessee on the rental payment date next succeeding
written notice to the Lessee by the Lessor of such Loss
(such option to be elected by written notice to the Lessor
on or before such rental payment date), (x) the rentals
for the Units provided for by § 3 hereof in respect of
the remainder of the Original Term of this Lease shall be
increased or decreased to such amount or amounts as will
cause the Lessor's net after-tax cash tlows over the Original
Term of this Lease (computed on the same assumptions (but
for the assumption or assumptions that failed, resulting
in the Loss or Losses), including tax rates, as were utilized
by the Lessor in computing the rentals and the Casualty
Values set torth i1n §§ 3 and 7 of this Lease, which assump-
tions will be made available to the Lessee upon the Lessee's
request, and taking account of any interest or penalties
payable by the Lessor as a result of any such Loss, of any
increase or decrease in the Lessor's liability for tax under
the New York State Franchise Tax on Financial Companies
and the New York City Financial Corporation Tax resulting
from any such Loss and any taxes payable by the Lessor 1in
respect of any payments received by the Lessor pursuant
to this paragraph) to equal the net after-tax cash tlows
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that woula have been realized by the Lessor 1f such Loss

had not cccurred, wrovided, however, that 1f the Lessor

and the Lessee cannot '‘adree on such amount or amounts, the
Lessor and the Lessee shall mutually designate a firm of
independent certified public accountants of national reputa-
tion and stature which is experienced in the financial leasing
business to determine, at the sole expense of the Lessee,
such amount or amounts 1n accordacne with the toregoing
assumptions and standards, which determination shall be

final and binding upon the Lessor and the Lessee, or (y)

the Lessee shall payv to the Lessor an amount egual to the
present value of the aifference between the rentals provided
for by § 3 hereof in respect of the remainder of the Original
Term of this Lease and the rentals as increased by the pre-
ceding clause (x), such present value to be computed on

the basis of a 5% per annum discount, compounded semiannually
as of each rental payment date.

Notwithstanding the provisions of the immediately
preceding paragraph, the payments under clause (x) or clause
(y) thereof need not be made 1n respect of any Loss to the
extent such Loss is a direct result of the occurrence of any
of the rollow1ng events:

(i) any change in tax law {as defined belcw) which
occurs or becomes effective on or after the date of the
receipt of the Rulings (or if some but not all of the
Rulings have been received, the date of the receipt of

. the Rulings in respect of the matters affected by the
change);

(ii) any act or failure to act of the Lessor (other
than as required pursuant to this Lease or the Security
Document or as may be the result of an act or failure
to act of Lessee) or any misrepresentation of or failure
to represent a material fact within 1ts actual exclusive
knowledge on the part of Lessor in connection w1th the
Rulings (as defined below);

(iii) a Casualty Occurrence with respect to a Unit,
if the Lessee shall have paid to the Lessor the amounts
stipulated under § 7 hereof;

(iv) a voluntary transfer or other voluntary dispo-
sition by the Lessor, or any transfer or disposition
by the Lesssor resulting from the bankruptcy or other
proceedings for the relief of debtors in which the
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Lessor 1s debtor, whether voluntary or involuntary,

of any interest in a Unit or the voluntary reduction

by the Lessor of its interest in the rentals from a

Unit under this Lease (except pursuant to the Assignment
of Lease and Agreement dated as of the date hereof);

(v) the failure of the Lessor to claim in a timely
or proper manner the Investment Credit, the ADR Deduc-
tions (including making all appropriate elections under
the applicable Income Tax Regulations) or the Interest
Deductions; or :

(vi) the tailure ot the Lessor to have sufficient
liability for Federal income tax against which to credit
such Investment Credit or sufficient income to pbenefit
from the ADR Deductlons or the Interest Deductions,
as appllcable.

For the purposes of the preceding paragraph, a
change in tax law shall mean any amendment to the Code or
the Regulations promulgated thereunder, any published rulings
or procedures (such as Revenue Rulings, Revenue Procedures,
and similar decisions of the Internal Revenue Service that
may be used as precedent by the Internal Revenue Service)
issued by the Internal Revenue Service, the enactment or
amendment of any statute or the issuance of any executive
order or. other decree.

In the event a claim shall be made by the Internal
Revenue Service in respect of a proposed adjustment to invest-
ment credits or depreciation or interest deductions claimed
on a United States Federal income tax return of the Lessor
which claim, if successful, could result in a Loss for. which
the Lessee would be required to indemnifv the Lessor pursuant
to the fifth paragraph of this § 17, the Lessor hereby agrees
to contest such claim if the Lessee so requests, and the
Lessee's obligation to indemnify the Lessor with respect to

such claim shall be conditioned upon the making of such contest ',

by the Lessor, provided that: (i) within 30 days after notice
by the Lessor to the Lessee of such claim, the Lessee shall
request that such claim be contested; (ii) the Lessee shall
furnish the Lessor with an opinion of Messrs. Sullivan &
Cromwell or other independent tax counsel selected by the
Lessee and approved by the Lessor to the effect that meritor-
ious grounds exist to contest such claim; (iii) the Lessor,

at its sole option, may torego any and all administrative
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appeals, proceedings, hearings and conferences with the
Internal Revenue Service in respect of such claim and may,

at its sole option, either pay the tax claimed and sue for

"a refund in the appropriate United States District Ccurt:
and/or the United States Court of Claims, as the Lessor

shall elect, or contest such claim in the Tax Court of the
United States, considering, however, in good faith such
request as the Lessee shall make concerning the most appro-
priate forum in which to proceed; (iv) the Lessor shall have
sole control of the conduct of the contest, considering how-
ever such suggestions as to the conduct of the contest as the
Lessee may make; and (v) the Lessee shall have indemnified
the Lessor in a manner satisfactory to it tor any liability
or loss which the Lessor may incur as the result of contest-
ing such claim and shall have agreed to pay the Lessor on
demand all costs and expenses which the Lessor may incur in
connection with contesting such claim, including, without
limitation (A) reasonable attorneys' and accountants' fees
and disbursements, (B) the amount of any interest or penalty
which may ultimately be payable to the United States Covern-
ment as the result of contesting such claim; and (C) in the
event the Lessor shall pay the tax claimed and then seek a
refund, interest on the amount of the tax paid attributable
te such claim, computed from the date of payment of such tax
to the date such refund is received, or, if the final determi-
nation of such claim shall be adverse to the Lessor, to the
date the Lessee shall make payment to the Lessor in respect
of such tax in accordance with the terms of this § 17 at a
rate per annum equal at all times to 1% over the rate (herein
called the "Prime Rate") which The Chase Manhattan Bank (N.A.)
charges trom time to time at its principal office in New York
City on short-term loans to large businesses with the highest
credit standing, each change in such interest rate resulting
from a change in the Prime Rate to become effective upon

such change in the Prime Rate, provided that the amount of
such interest payable by the Lessee shall be reduced by the
amount of interest received by the Lessor from the Internal
Revenue Service attributable to a refund with respect to such
claim successfully challenged. If any such claim referred

to above shall be made by the Internal Revenue Service and
the Lessee shall have reguested the Lessor to contest such
claim as above provided and shall have duly complied with

all of the terms of this § 17, the Lessee's liability under
this § 17, with respect to such claim shall become fixed

upon final determination (including the expiration of the
time for all appeals) of the Lessor's liability for the tax
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claimed and after giving effect to any refund or abatement
obtainec with respect .to the claim or claims contested pur-
suant to this raregreph, together with interest thereon;
but 1n all other cases the liability of the Lessee under
this § 17 shall become fixed at the time the Lessor makes
payment of the tax attributable to the Loss. In the case
of any such claim bv the Internal Revenue Service referred
to above, the Lessor agrees promptly to notify the Lessee
in writing of such claim and agrees not to make payment of
the tax claimed for at least 30 days after the giving of
such notice and agrees to give to the Lessee any relevant
information relating to such claim which may be particularly
within the knowledge of the Lessor, and shall otherwise
cooperate with the Lessee in good faith in order to contest
effectively any such claim.

In the event the rentals for the Units shall be
adjusted as provided in the rifth paragraph of this § 17,
the Casualty Values set forth 1n § 7 hereof shall be adjusted
accordingly; provided, however, that no Casualty Value here-
under so adjusted of any Unit shall be less than the Casualty
Value (as defined in the Security Document) of such Unit.

The Lessor and the Lessee will jointly apply for
and diligently seek the Rulings (as defined below); provided,
however, that nothing herein shall preclude the Lessor or the
Lessee, as either may deem advisable, from applying for and
seeking any other rulings ot the Internal Revenue Service
not i1nconsistent with the Rulings. The Lessee will furnish .
such documents, records and representations, including, but
not limited to, evidence of the original use, the estimated
useful life and the estimated residual value of the Units,
sufficient to support the matters claimed in any request for-
such Rulings as shall be deemed necessary and appropriate
for such request by the Lessor. The Lessee agrees that dur-
ing the Original Term of this Lease none of the Units will
be used predominantly outside the United States within the
meaning of Section 48(a) of the Code, that it will maintain
sufficient records to verify such use and that it will fur-
nish such records to the Lessor within 30 days after receipt
of a written request therefor.

: Anything in this § 17 to the contrary notwithstand-
ing, if on or before September 1, 1975, the Internal Revenue
Service tor any reason whatsoever shall not have issued to
the Lessor in respect of the Rulings reguested a ruling or
rulings satisfactory to the Lessor and the Lessee to the
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effect that: (i) thic Leace 15 a true lease and the Lessor
will be treatrerd s the cwner of the Units; (1i) the Lessor

is entitled to deductions tor aepreciation 1n respect of the
Units delivered hereunder (but net necessarily the ADR Deduc~-
tions); and (1ii) the Lessor is entitled to the Interest
Deductions, then the Lessce shall, In respect of all Units
delivered hereunder and settled for under the Security Docu=~
ment (excluding any units for which payment in respect of

a Casualty Occurrence shall have been made), on the next
succeeding rental payment date following September L, 1975,
but only if, at least 30 days prior to such rental payment
date, written notice shall have been given by either the
Lessor or the Lecsee to the other party that the provisjions
of this paragraph shall become applicable) purchase the
interest of the Lessor in such Units and in payment therefor
assume and agree to discharge the Lessor's obligations relat-
ing to such Units under the Security Document (without regard
to the limitations zet torth 1n the last paragraph ot Article
4 and Article 23 of the Efecurity Document) and shall pay

to the Lessor an amount equal to the rental payable on guch
tental payment date plus the aggregate Casualty Value of

such Units, less the unpaid Conditional Sale Indebtedness

(as defined in the Security Document) in respect thereof,
determined as of such date plus ail fees or expenses paid

or incurred by the Lessor in respect of this transaction.

The Lessor and the Lessee agree that if either
the Lessor or the Lessee, on or after September !, 1975,
and prior to September 8, 1975, gives the other party the
written notice required by the immediately preceding para-
graph that the provisions of such paragraph shall become
applicable, the Lessor will, on or prior to September 15,
1975, in accordance with Section 48(d) of the Code and the
regulations thereunder, execute without warranty of efficacy
and file with the Lessee an election to treat the Lessee
as having acquired the Units for purposes of the investment
tax credit provided by Section 38 and related sections of
the Code so that the Lessee may receive the benefit of such
credit to the extent it 1s available; provided, however,
that the Lessor shall not be in any way responsible for
the Lessee's failure to obtain the benefits of such 1invest-
ment tax credit and the Lessee shall be solely responsible
for the preparation and filing of all documents necessary
to effect such election and shall furnish the Lessor with
all documents required to be signed and filed by the Lessor
in respect of the proper making of such election on or before
September 8, 1975, and shall specify in 1ts letter transmit-
ting the election documents to the Lessor the date on which
such electijon is required to be made,
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" For purroses of this § 17; the term Rulings shall
mean rulings by the Internal Revenue Service to the effect
that, for Federal income tax purposes:

(i) The Lessor will be treated as the purchaser,
owner, lessor and original user of the Units.

(ii) the Lease 1is a true lease under which the
Lessor will be treated as the lessor and the Lessee
will be treated as the lessee.

(iii) For purposes of determining the investment
credits and depreciation allowable with respect to
the Units, the basis of each Unit in the hands of the
Lessor is not less than the "Purchase Price" for such
Unit as defined in the Conditional Sale Agreement
(including the portion attributable to the investment
made by the Original Investor as such term is defined
in the Finance Agreement dated the date hereof), plus:
all other items includible in basis under section 1012
of the Code. o

(iv) Each Unit constitutes "new section 38 prop-
erty™ within the meaning of section 48(b) of the Ccde.

(v) The Lessor will be entitled to the invest-
ment credit under section 38 of the Code attributable
to the Units, and its qualified investment in such
Units will be determined pursuant to section 46(c)
of the Code.

(vi) The Lessor will be entitled to deductions
for depreciation of the Units, and the Lessor will pe
entitled to elect to use any method of accelerated
depreciation permittted by Section 167(b)(2) or (3) of
the Code and to determine the "reasonable allowance"
for depreciation of the Units pursuant to Section 167(m)
of the Code and Section 1.167(a)-11 of the Income Tax
"Requlations, and such entitlement will not be affected
by the fact that the Units may constitute public util-
ity property within the meaning of Section 167(1)(3) of
the Code in the hands of the Lessor.

(vii) The Units tall within Asset Guideline (Class
No. 00.25 of Revenue Procedure 72-10, 1972-1 C.B. 721,
and may be assigned an asset depreciation period (use-
ful life) of 12 years in accordance with Section 167(m)
of the Code and Section 1.167(a)-11 of the Income Tax
Regulations.
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(viii) The useful life of the Units for purposes of
section 46(c) of the Code will pe the same as the asset
depreciation period selected in computing the allowance
for depreciation under Section 167(m) of the Code.

(ix) The Lessor will be entitled to elect pursuant
to Section 167(f) of the Code to reduce the salvage
value of the Units' basis for adetermining depreciation.

(x) The Lessor may, at any time during the asset
depreciation period for the Units and without the con-
sent of the Commissioner of Internal Revenue, change
from the double-declining balance method of depreciation
to the sum-of-the-years-digit method or from the sum-of-
the-years-digit method to the straight-line method in
accordance with Section 1.167(a)-11(c)(1)(iii) of the
Income Tax Regulations.

(xi) The Lessor will be entitled to deduct the
interest paid or accrued under the terms of the Condi-
tional Sale Agreement pursuant to Section 163 of the
Code. .

(xii) The lLessee, as lessee under the Lease, will
be entitied to deduct rentals payable under the Lease
pursuant to Section 162(a)(3) of the Code in accor-
dance with its method of accounting.

The obligations of the Lessee under this § 17
shall survive the expiration or earlier termination of this
Lease and are expressly made for the benefit of and shall
be enforceable by the Lessor and its successors and assigns.

§ 18. Interest on Overdue Rentals. Anything to the
contrary herein contained notwlthstanding, any nonpayment of
rentals and other obligations due hereunder shall result in
the obligation on the part of the Lessee promptly to pay,
to the extent legally enforceable, an amount equal to 12-1/8%
per annum of the overdue rentals and other obligations for
-the period of time during which they are overdue or such
lesser amount as may be legally enforceable (and, for purposes
of this § 18, any sums paid to and held by or i1or the benefit
of the Vendor which would be paid to the Lessor by the Agent
under the Security Document but for the occurrence and contin-
uance of any Event of Default or other event which with
notice or lapse of time or both could become an Event of
Default shall be deemed overdue).
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§ 19. Notices. Any notice recuired or permitted
to be given by either party hereto to the other shall be
deemed to have been given when mailed, first-class certified, .
addressed as follows: '

(a) if to the Lessor, at One Chase Manhattan Plaza,
New York, New York 10015, attention of Administrative
Assistant, with a copy to the Vendor at the addresss
specified in Article 27 of the Security Document, and

(b) if to LesSee, at 1900 Pennsylvania Avenue, N.W.,
Washington, D. C. 20006, Attention of Treasurer,

or addressed to either party at such other address as such
-party shall hereafter furnish to the other party in writing.

§ 20. Severability; Effect and Modification of
LLease. Any provision of this Lease which 1s prohibited or
unenforceable in any jurisdiction, shall be, as to such
jurisdiction, ineffective to the extent of such prohibition
or unenforceability without invalidating the remaining
.provisions hereof, and any such prohibition or unenforce-
ability in any jurisdiction shall not invalidate or render
unenforceable such provision 1n any other Jjurisdiction.

This Lease exclusively and completely states the
rights of the Lessor and the Lessee with respect to the leas-
ing of the Units and supersedes all other .agreements, oral or
written, with respect thereto. No variation or modification
of this Lease and no waiver of any of its provisions or con-
ditions shall be valid unless 1n writing and signed by duly
authorized signatories for the Lessor and the Lessee.

§ 21. Execution. This Lease may be executed in
such counterparts together constituting but one and the same
instrument, but the counterpart delivered to the Vendor shall
be deemed to be the original counterpart. Although for con-
‘venience this Lease is dated as of the date first set rorth
above, the actual date or dates of execution hereof by the
parties nereto is or are, respectively, the date or dates
stated in the acknowledgments hereto annexed.

- § 22. Law Governing. The terms of this Lease and
“all rights and obligations hereunder shall be governed by the
laws of the State of New York; provided, however, that the
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parties chall be entitled to all rights conferred by Section
20c of the Interstate Commerce Act. _

- IN WITMESS WHEREOF, the parties nereto have exe-
cuted or caused this -instrument to be executed as of the
date flrst above written.

[CORPORATE SEAL] : . S SR -

Attest: . | = .

Assistant| Secretary

CHASE MANEHATTAN SERVICE
CORPORATION,

e

[CORPORATE SEAL] - , N

Attest:,




CISTRICT CF CCLUXEZIA, ) sS.:

.0On this gkz%ay of November 1974, before me person-
ally appeared \71/.%(? A0zt , to
me personailv knewn, wnho, being by me duly sworn, says that
he is a Senior Vice President of POTOMAC ELECTRIC EOWER
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 bv authority of its Board of Directors, and
he acknowledged that the execution of the foregoing instrument
was the free act and deed of said corporation.

Notary Public

. . . //\
[Notarial Seal] INDIANA C. SHEPP . o

Notary Pablic D. C.

My Commission expires My Commission Expires ]une 14, 1975J



STATE OF NEW YORK, )
) SS.:
COUNTY OF NEW YOREK, )

On this é;;afday of November 1974, before me person-
ally aprveared coleomcd LB ferren . . to
me personally known. who, being by me duly sworn. says that

he is a Vice President of CHASE MANHATTAN SERVICE CORPORATION,

that one of the seals affixed to the foregoing instrument

is the seal of said corporaticon, that said instrument was
signed and sealed on behalf of said corporation by authority
of its Board of Directors, and he acknowledged that the
execution of the foregoing instrument was the free act and
deed of said corporation.

[Notarial Seal)

My Commilssion expires
: JANE WEINEBERG
NOTARY PUBLIC, State of New Yorlg
No. 31-4513693
! Qualified in New York County /
‘Commission Expires March 30, 197§

J

i



Type

100 Ton Steel
High Side Gondolas

100 Ton Steel
3 Gate Hopper Cars

SCHELDULE A

to lLease

Quantity
80

80

Lessee's Road
Numkers
(Both
Inclusive)

PEPX 1-80

PEPX 601~-680C




ASSIGNMENT OF LEASE AND AGREEMENT dated
as of October 15, 1974 (hereinafter called this
Assignment), by and between CHASE HANHATTAN
SERVICE CORPORATION (hereinafter called the
Lessor or the Vendee) and AMERICAN SECURITY
& TRUST COMPANY, as Agent under & Financa
Agreement dated the date hereof (hersinafter
called the Vendor). :

WHEREAS, the Vendee and POTOMAC ELECTRIC PCWER
COMPANY (hereinafter called the Lessee) are entering into a
Conditional Sale Agreement dated as of the date hereof (here-
inafter called the Security Document), with THRALL CAR MANU=
FACTURING COMPANY and BETHLEBEM STEEL CORPORATION (herein-
after called the Builders) providing for the sale to the
Vendee of such units of railroad equipment (hereinafter called
the Units) described in the Annex thereto as are delivered tn
and accepted by the Vendee thereunder; and

WHEREAS the Lessor and the Lessee have entered into
a Lease of Railroad Equipment dated as of the dats hereof
(hereinafter called the Lease), providing for the lﬁaSlﬁq by
the Lessor to the Lessee of the Units; and

" WHEREAS, in order to provide security for the obli-
gations of the Lessor under the Security Document and as an
inducement to the Vendor to invest in the Conditicnal Sale
Indebtedness (as that term is defined in the Security Docu-
ment), the Lessor has agreed to assign for security purposes
- its rights in, to and under the Lease to the Vendor;

NOW, THEREFORE. in consideration of the premises and
of the payments to be made and the covenants hereinafter men-
tioned to be kept and performed, the parties hereto agree as
follows: '

1. Subject to the provisions of Paragraph 11 hereof,
the Lessor hereby assigns. transfers and sets over unto
the Vendor, as collateral security for the pavment and
performance of the obligations of the Lessor as Vendee
and of the Lessee under the Security Document, all the
Lessor's right, title and interest, powers. privileges,
and other benefits under the Lease. including. without
limitation, the immediate right to receive and collect
all rentals, profits and other sums payable to or receiv-
able by the Lessor from the Lessee under or pursuant to



the vrovisiconz cf the Lease whether as rent. casualty
payment. indemnity, liguidated damages. or otherwise
(such moneys being hereinafter called the Payments).
and the right to make all waivers and agreements. to
give all notices, consents and releases, to take all
action upon the happening of an Event of Default speci-
fied in the Lease, and to do any and all other things
whatsoever which the Lessor is or may become entitled
to do under the Lease. 1In furtherance of the foregoing
assignment. the Lessor hereby irrevocably authorizes
and empowers the Vendor in its own name, or in the name
of its nominee, or in the name of the Lessor or as its
attorney. to ask, demand. sue for. collect and receive
any and all Payments to which the Lessor is or may
become entitled under the Lease (except as specifically
provided in § 7 thereof with respect to public liability
insurance proceeds). and to enforce compliance by the
Lessee with all the terms and provisions thereof.

The Vendor agrees to accept any Payments made by
the Lessee for the account of the Lessor pursuant to
the Lease. To the extent received. the Vendor will
apply such Payments to satisfy the due and unpaid obli-
gations of the Lessor under the Security Document, sub-
ject to the limitations contained in the last paragraph
of Article 4 of the Security Document and any balance
shall be paid in immediately available funds immediately
to and retained by the Lessor. If the Vendor shall
not receive any rental payment under the first paragraph
of § 3 of the Lease when due, the Vendor shall notify
the Lessor at the address set forth in the Lease.

2. This Assignment is executed only as security
and, therefore, the execution and delivery of this
Assignment shall not subject the Vendor to, or transfer,
or pass, or in any way affect or modify the liability
of the Lessor under the Lease, it being understood and
agreed that notwithstanding this Assignment or any
subsequent assignment., all obligations of the Lessor
to the Lessee shall be and remain enforceable by the
Lessee, its successors and assigns. against, and only
against, the Lessor or persons other than the Vendor.

3. To protect the security afforded by this
Assignment. the Lessor agrees as follows:

(a) The Lessor will faithfully abide by.
perform and discharge each and every obligation,



covenant &nd agreement which the Lease provides
are to be performed by the Lessor; without the
written consent of the Vendor, the Lessor will
not anticipate the rents under the Lease. except
as provided in Section 7 and Section 17 thereof,
or waive, excuse. condone, forgive or in any
manner release or discharge the Lessee thereunder
of or from the obligations., covenants. conditions
and agreements to be performed by the Lessee.
including, without limitation, the obligation to
pay the rents in the manner and at the time and
place specified therein or enter into any agree-
ment amending. modifying or terminating the Lease
and the Lessor agrees that any amendment. modif-
~ication or termination thereof without such con-
sent shall be void; provided. however, that the
Lessor may agree (i) to amend the Lease to change
the semiannual rental payment on each Unit to

not less than the principal and interest due on
such date under the Security Document with respect
to such Unit, (ii) to amend §§ 4 (to extend the
term of the Lease), 6. 13. 14 or 17 of the Lease
so long as any amendment thereof is limited to
the subject matter set forth in such sections

and does not adversely affect the interests of
the Vendor and (iii) to amend the Lease in the
manner and to the extent contemplated by § 17
thereof. The Lessor shall promptly notify the
Vendor in writing of any such amendment.

(b) Should the Lessor fail to make any
payment or to do any act which this Assignment
requires the Lessor to make or do., then the Ven-
dor, but without obligation so to do., after first
making written demand upon the Lessor and afford-
ing the Lessor a reasonable period of time within
which to make such payment or do such act. but
without releasing the Lessor from any obligation
hereunder. may make or do the same in such manner
and to such extent as the Vendor may deem neces-
sary to protect the security hereof, including
specifically, without limiting its general powers.
the right to appear in and defend any action or
proceeding purporting to affect the security
hereof and the rights or powers of the Vendor,
and also the right to perform and discharge each
and every obligation, covenant and agreement of



the Lessor contained in the Lease; and in exer-
cising any such powers. the Vendor may pay neces-
sary costs and expenses. employ counsel and incur
and pay reasonable attorneys' fees, and the Les-
sor will reimburse the Vendor for such costs,
expenses and fees. The obligations and liabil-
ities of the Lessor hereunder shall be construed

in accordance with and subject to the limitations
in the last paragraph of Article 4., and Article 23,
of the Security Document.

4., The Lessor does hereby constitute the Ven-
dor the Lessor's true and lawful attorney. irrevoc-
ably, with full power (in the name of the Lessor.
or otherwise). to ask, require, demand., receive.
compound and qgive acquittance for any and all Pay-
ments due and to become due under or arising out
of the Lease to which the Lessor is or may become
entitled, to enforce compliance by the Lessee with
all the terms and provisions of the Lease. to endorse
any checks or other instruments or orders in connec-
tion therewith and to file any claims or take any
action or institute any proceedings which to the
Vendor may seem to be necessary or advisakle in
the premises.

5. Upon the full discharge and satisfaction
of all the Lessee's and the Lessor’s obligations
under the Security Document, this Assignment and
all rights herein assigned to the Vendor shall
terminate. and all estate, right, title and inter-
est of the Vendor in and to the Lease shall revert
to the Lessor.

6. On the first Closing Date (as defined in the
Security Document) the Lessor will furnish the
Vendor with an opinion of counsel that this Assign-
ment has been duly authorized, executed and deliv-
ered by the Lessor and is a legal and valid agree-
ment binding on the Lessor.

7. At the request of the Vendor. the Lessor
will, at the expense of the Lessee, from time
to time, do and perform any other act and will
execute, acknowledge. deliver and file, register,
deposit and record (and will refile, reregister,
rerecord or redeposit whenever required) any and



all further instruments required by law or reason-
ably requested by the Vendor in order to confirm
or further assure, the interests of the Vendor
hereunder.

8. The Vendor may assign all or any of the
rights assigned to it hereby or arising under the
Lease, 'including, without limitation. the right to
receive any Payments due or to become due. In the
event of any such assignment. any such subsequent
Or successive assignee or assignees shall, to the
extent of such assignment. enjoy all the rights and
privileges and be subject to all the obligations of
the Vendor hereunder.

9. This Assignment shall be governed by the
laws of the State of New York, but the parties
shall be entitled to all rights conferred by Section
20c of the Interstate Commerce Act. i

10. The Lessor shall cause all payments received
by it under the Lease, except those received from
the Vendor, to be promptly paid to the Vendor
at its addrecss set ferth in Article 22 of the
Security Document, or at such other address as
the Vendor shall designate.

11. The Vendor hereby agrees with the Lessor
that the Vendor will not, so long as an event of
default under the Security Document or the Lease
has not occurred and is not then continuing, exer-
cise or enforce, or seek to exercise or enforce,
or avail itself of, any of the rights, powers.
privileges, authorizations or benefits assigned
and transferred by the Lessor to the Vendor by

- this Assignment. except the right to apply the
Payments as provided in Paragraph 1 hereof. Until
such an event of default shall have occurred and
except as aforesaid. the Lessor shall be entitled
to exercise its rights under the Lease.

IN WITNESS WHEREOF, the parties hereto have caused
this instrument to be executed in their respective corporate
names by officers thereunto duly authorized. and their respec-
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tive corporate cseals to be affixed and duly attested. all as
of the date first above written.

CHASE MANHATTAMN SERVICE
CORPORATICN.

[CORPORATE SEAL]
Attestl:/' _

AMERICAN SEGURITY & TRUST COMPANY,
as Agent. bééz/

Vlce Pre81de
[CORPORATE SEALI -



STATE OF WNEW YORE., ).
' ) sS.:
COUNTY OF NLW YORK,)

On this éﬁ?{day of November 1974, before me per-
sonally apccared Ldewaod BB Nnerrien ' . to me personally
known, who, beina by me duly sworn, says that he is Vice
President of CHASE MANHATTAN SERVICE CORPORATION. that one
of the seals affixed to the foregoing instrument is the seal
of said corporation and that said instrument was signed and
sealed on behalf of said corporation by authority of its
Board of Directors and he acknowledged that the execution
of the foregoing instrument was the free act and deed of
said corporation. ' .

My Commission expilres _— j4NE WEINBERG _ -
NOTARY PUBLIC, State of New Yor .
Neo. 51-4515593
E Qualified in New York County
Commigs:on Lxpitea Mazch 30, 1978

(NOTARIAL SEAL]

DISTRICT OF COLUMIBA, ) ss.:

On this 777 day of November 1974, before me per-
sonally appeared CEowmmo /] Dfv7, TR . to me personally
known, who, being by me duly sworn, says that he is Vice ’
President of AMERICAN SECURITY & TRUST COMPANY, that one of
the seals affixed to the foreqoing instrument is the corporate
seal of said bank and that said instrument was signed and
sealed on behalf of sald bank by authority of its Board of
Directors and he acknowledged that the execution of the fore-
going instrument was the free act and deed of said bank.

[NOTARIAL SEAL] i ~

L

My Commission expires : R "‘ ~

My Commission Expires Do, 14, 1075



ACENCULEDCHINT OF NUTICE OF ASSICHMENT

: Rncelht cf a copy of, and due notice of the assign-
ment made by, the foregoing Assignment of Lease and Agreement-
is hereby acknowledaed as of October 15, 1974. The under-
signed acknowledaes 'its cbligation, pursuant to . § 12 of the
Lease, to pay to the Vendor all rentals payable under the Lease,
so long as the foregoina Assianment of Lease and Agreement
shall remain in éeéffect, and also agrees to pay the expenses.

‘as provided in paragraoh 7 hereof.

-POTOMAC ELECTRIC POWER COMPANY,
by

Senildr Wice President



