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DEBRA BETli AuLEl? 
JOI-IN WYETH ORIGOS* 

3uly 25,2003 

Magalie K. Salas, Saretaxy 
Federal Energy Regulatory Commission 
Office of the Secretary 
Room lAEast 
888 First Street, N.E. 
Washington, D.C. 20426 

Re: NewCoru Resources Electric Cooperative. Inq, FERC Docket Nos. ES03---000 

Dear Ms. Salas: 

Enclosed for filing on behalf of NewCorp Resources Electric Cooperative, Inc. ("NewCorp") 
, are the original and ten (10) copies ofNewCorp's application for approval, under Section204_ofthe 

Federal Power Act, of a loeui to be secured by transmission system assets that are subject to the 
Commission's jurisdiction. An electronic copy of this filing is also enclosed. Please stamp the two 
extra copies of this filing to indicate receipt and return them to the messenger delivering this filing. 

=- 

.d.. 

Thank you for your attention to this matter. 

Respecthlly submitted,. 

Enclosures 
cc: Cap Rock Energy Corporation 
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UNITED STATES OF AMERICA 
BEFORE ‘IXE 

FEDERAL ENERGY REGULATORY COMMISSION 

NewCorp Resources Electric Cooperative, Inc.) Docket No. ES03- -000 

APPLICATION FOR APPROVAL OP LOAN 
TO BE SECURED BY JURISDICTIONAL TRANSMISSION ASSETS 

Lee D. Atkins, Secretaryflreasurer 
NewCorp Resources Electric Cooperative, Inc. 
500 West Wall, Suite 400 
Midland, Texas 79701 

4.. John w. e g g s  
Griggs & Adler, P.C. 
12 1 10 Sunset Hills Road 
Suite 450 
Reston, VA 20190 
Attorneys for NewCorp 
Resources Electric 
Cooperative, Inc. 

July 25, 2003 
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UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 

NewCorp Resources Electric Cooperative, Inc.) Docket No. ES03- -000 

APPLICATION FOR APPROVAL OF LOAN 
TO BE SECURED BY JURISDICTIONAL TRANSMISSION ASSETS 

Pursuant to Section 204 of the Federal Power Act (“FPA”), 16 U.S.C. 8 824c, and Part 

34 of the Rules and Regulations of the Federal Energy Regulatory Commission (“FERC” or 

“Commission’y), 18 C.F.R. Part 34, NewCorp Resources Electric Cooperative, Inc. (‘WewCorp”) 

submits this application for an order of the Commission approving a loan to NewCorp fiom Beal 

Bank, S.S.B., in the amount of $3 1,500,000 (“the Loan”). The primary purpose of the Loan is to 

refinance existing debt and to provide for working capital and maintenance reserves needed for 

ongoing operations. *NewCorp requests waiver of the competitive bidding requirements of 18 

C.F.R 6 34.2. NewCorp requests a shortened notice period and expedited review of this 

application so that the granting of the requested authorizations can be made by September 1, 

2003. Expedited approval is requested so that NewCorp’s existing debt can be refinanced in 

time to avoid a balloon payment coming due on September 9,2003. 

> 

..vr.. 

In connection with the refinancing proposed herein, NewCorp and its single wholesale 

customer, Cap Rock Energy Corporation ( “ C W )  have agreed to change the service provided by 

NewCorp to CRlE from the WP (fbll requirements) Tariff to NewCorp’s previously approved 

Open Access Transmission Tariff (“OATT”). Part of the proceeds of the Loan will be used to 

purchase certain transmission assets fiom CRE. Concurrently with this filing, NewCorp is 

making a separate application for Commission approval of these other aspects of the Loan 

transactions. 

PIONEER 1-23 
FERC D#ES03-42000 
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... . .  

A. The Loan Meets the Requirements of Section 204 and Part 34 of the Regulations 

1. Identifiring inf'ormation regarding the applicant (18 C.F.R. 6 34.3@@) 

NewCorp, maintains its corporate offices at 500 West Wall Street, Suite 400, Midland, 

TX 79701. The persons responsible for this application are: 

LmD. Atkins, Secretary 
N d o r p  Resowces Electric Cooperative, Inc. 
500 West Wall, Suite 400 
Midland, Texas 79701 
Phone: 432-684-0305 

latkins@cap-rock.net 
Fax: 432-684-0333 

John W.Griggs 
Griggs & Adler, P.C. 
121 10 Sunset Hills Road, Suite 450 
Reston, VA 20190 
Phone: 703-71 5-301 6 

griggslaw@aol.com 
Fax: 703-716-2865 

NewCorp is an electric cooperative with a single member, CRE. CRJ3 is NewCorp's sole 

customer. CRE serves retail customers in rural counties in the Permian Basin area of West 

Texas. C W s  predecessor, Cap Rock Electric Cooperative, Inc. ("Cap Rock"), converted to 
> 

investor-owned status ("CREl") in 2002. Prior to 1994, in West Texas, Cap Rock purchased all 

of its power requirements &om Texas Utilities Electric Company and was part of the Electric 

..#.. 

Reliability Council of Texas ("ERCOT"). In 1994, Cap Rock transferred the load of its Stanton 

and Lone Wolf Divisions to Southwestern Public Service Company ("SPS", a subsidiary of Xcel 

Energy, Inc. ("Xcel Energy")) and entered into a long-term power supply agreement with SPS. 

With this change, the Stanton and Lone Wolf Divisions of Cap Rock leR ERCOT and became 

part of the Southwest Power Pool ("SWPP"). Cap Rock's smaller eastern divisions, which are 

not interconnected with the Stanton and Lone Wolf Divisions, remain in ERCOT. 

2 
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Cap Rock formed NewCorp to own h d  operate its non-ERCOT transmission system, a 

looped system consisting of 305.9 miles of 138 kV transmission lines and including 16 

substations. CRE continues to own the retail distribution system which is served from 

NewCorp’s 16 substations. The system is interconnected to SPS at NewCorp’s Jones and 

Vealmoor substations, and NewCorp presently obtains its full requirements fiom SPS. ‘Cap 

Rock‘s wholesale power agreement with SPS was accepted by FERC in 1992 in Docket No. 

ER92- 140-000, and the assignment of this agreement from Cap Rock to NewCorp was approved 

in 1995 in Docket No. ER95-5 17-000. 

In conjunction with the change in service tariffs proposed herein, NewCorp and SPS have 

agreed to reassign the purchased power agreement back to CRE. Xcel Energy on behalf of SPS 

will make a filing with FERC to effect this change. Technically, SPS at this point in time is the 

legal owner of NewCorp‘s transmission system as part of a financing agreement entered into with 

SPS to upgrade the transmission system. NewCorp is the beneficial owner, and the ownership of 

the system will automatically revert to NewCorp after satisfying the terms of the financing 

arrangement. The money to upgrade the transinission system was loaned by Metropolitan Life 

Insurance Company (“Metropolitan Life”) to NewCorp, with SPS as the guarantor of the loan. 

SPS constructed the transmission improvements, and retained legal title to the system. Under its 
.,<- 

financing agreement with SPS, NewCorp presently makes monthly payments to SPS for 

retirement of the amount borrowed to upgrade the transmission system, and SPS in turn pays 

Metropolitan Life. The refinancing proposed by this filing will allow retirement of the debt to 

Metropolitan Life by paying the final balloon payment due under the note, and, upon such 

repayment of the debt, SPS will transfer legal title of the transmission assets back to NewCorp. 

Xcel Energy has agreed to make an appropriate filing with FERC pursuant to Section 203 of the 
/I 

3 
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Federal Power Act, 16 U.S.C 6 824b, to trksfer the transmission assets, contingent upon 

approval ofthe instant loan.' 

At the time the transmission system was upgraded, in addition to the loan fiom 

Metropolitan Life, NewCorp secured a loan from Cap Rock Cooperative Finance Corporation 

("CRCFC") for the soft costs related to the upgrade project. CRCFC in twn secured the money 

to loan NewCorp by borrowing from the Cooperative Finance Corporation ("CFC"). In addition 

to repaying the Metropolitan Life loan, proceeds will be used to pay off the CRCFC loan, and 

CRCFC will in turn pay off the debt to CFC. 

Subject to the qualification in the following sentence, NewCorp intends to join the RTO 

for the SWPP, once such an RTO has been approved by FERC. Any filings necessary in 

connection with joining the RTO will be made separately, but will require that NewCorp's rates 

and cash reserve requirements upon which the Loan is predicated not be reduced or jeopardized, 

and that NewCorp be allowed to recover any costs incurred in joining the RTO. 

2. The date bv which Commission action is reauested (18 C.F.R. 6 34.3(d)) 

Commission action is requested by September 1,2003. The primary purpose of the loan 

is to refinance existing debt with Metropolitan Life. Under the existing loan with Metropolitan 

Life, NewCorp owes a balloon payment, which comes due on September 9,2003. FERC's 

approval of the proposed loan by September 1,2003 is necessary to allow sufficient time to close 

..d,. 

:a- 
'T., 

on the new loan and to pay off the existing Metropolitan Life debt before the balloon payment 

comes due. 

' Closing of the Loan following FERC approval will be a complex bansaction, involving four parties and requiting 
that SPS transfer title to NewCorp simuftaneously with payment from Bed Bank and release and satisfaction of the 
Metropolitan Life loan. 

4 
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. , ,, ’ 

3. Request for waiver of competitive biddin? requirements (18 C.F.R. 3 34.2) 

NewCorp requests waiver of the competitive bidding requirements of 18 C.F.R. 0 34.2. 

Over the past three years, NewCorp has talked to four different financial institutions regarding 

the securing of new financing for NewCorp’s transmission system. NewCorp has been unable to 

close a deal with these other entities on terms acceptable to NewCorp. Waiver of competitive 

bidding requirements is necessary to allow NewCorp to close the Loan with Beal Bank, S.S.B., 

on acceptable terms and within the time required to avoid a default on the balloon payment 

provision. 

4. Description of the Loan (18 C.F.R 4 34.3ce.l) 

The Loan is for $31,500,000, at an interest rate of 10.75% per annum, with a commitment 

fiom Beal Bank, S.S.B. to reduce the applicable interest rate to 9.75% if NewCorp changes the 

rate under its OATT (and FERC approves the change) to the same cost-of-service formula 

reflected in NewCorp’s Tariff WP. NewCorp does not at this time propose to change the rate 

previously approved for its OATT, but instead proposes to initiate service to CRE under the 

existing terms of the OATT. The term of the Loan is 15 years, with complete amortization of the 

debt over this term. There is a prepayment penalty applicable during the first four years. There 

is no prepayment penalty after four years. Security for the Loan includes all of NewCorp’s 
..<- 

jurisdictional transmission assets. A copy of the bank’s commitment letter showing the terms 

and conditions of the loan is attached to this application as Exhibit 34-F. 

5 .  Detailed description of the uumose of the Loan (18 C.F.R. 6 34.3!9. !h)) 

The proceeds of the Loan will be used: (i) to repay outstanding debt obligations of 

NewCorp owing to Metropolitan Life and CRCFC in connection with construction of the 

transmission system; (ii) for the payment of transaction costs and related Loan closing costs; 

5 
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. .  

(iii) to finance the purchase price payable b; NewCorp to CRE for certain assets to be transferred 

from CRE to NewCorp (which purchase price will not exceed the depreciated original cost of the 

assets so acquired); (iv) to fblly hnd maintenance and working capital reserve funds to be 

established pursuant to the Loan commitment letter; and (v) other general corporate purposes 

consistent with applicable law and regulations. CRCFC will use the proceeds fkom the debt 

repayment described above to repay amounts owed to the CFC. 

Of the $3 1.5 million in loan proceeds, $17.9 million will be used to refinance existing 

debt, $14.1 million of which is for the debt to Metropolitan Life and $3.8 million of which is for 

the debt to CRCFC. The assets to be purchased fiom CRE include interests in real estate upon 

which the transmission lines and substations of the transmission system are located, a SCADA 

control system, and a mobile substation. The cost of these assets is $6.1 million. The other 

general corporate purposes funded by the Loan include an amount of !§ 1.5 million for costs and 

fees incurred in connection with the loan and $6.0 million for cash reserves and working capital, 

including fbnding of NewCorp's maintenance reserve and for a commitment to provide finds for 

emergency repairs and capital improvements. 

The Commission has held that refinancing debt is a lawful object routinely practiced in 
..d, 

the electric utility industry. Westar Energy. Inc., 102 FERC 7 61,186 (2003). Acquisition of 

utility property and adding to cash working capital are also valid purposes that FERC has 

recognized in approving loans under Section 204. Utilicorp United. Inc, 99 F%RC 761,293 

(2002); Baltimore Gas & Electric Co., 69 FERC 1 61,134 at 61,492 (1994), rehearing denied, 70 

FERC 161,102 (1995); Consumers Power Co., 53 FERC 161,444 at 62,568, rehearinp denied, 

54 FERC 1 61,323 (1991), afF'd sub nom., Michigan Public Power Agency v. FEIRC, 963 F.2d 

1574 (D.C. Cir. 1992). Because the Loan proceeds in this case would be used entirely in 

6 
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NewColp’s regulated utility business, the LGan complies with the guidelines recently announced 

in the Westar decision., 

6. Corporate authorizations (18 C.F.R. 5 34.4(a). 0) 

The Loan is for the lawful purpose of refinancing existing corporate debt, providing 

additional liquidity for NewCorp, and thereby enhancing the financial stability of the applicant. 

The Loan is within the corporate pwpose of the applicant and is compatible with the public 

interest. It is necessary or appropriate or consistent with the proper performance by the applicant 

as a public utility, will not impair its ability to perform that service, and is reasonably necessary 

or appropriate for such purpose. The Loan will enhance the financial stability of NewCorp and 

its ability to serve its customer by enabling NewCorp to meet its obligation to make a balloon 

payment, retire existing debt, obtain legal title to its transmission assets, and improve its cash 

working capital, including its reserves. 

Attached hereto as Exhibit 34-A is a copy of NewCorp’s statement of corporate purposes 

from its articles of incorporation; attached as Exhibit 34-B is a copy of the resolution of the 

NewCorp Board of Directors authorizing the loan that is the subject of this application. 

7. Filing with state aerencv (18 C.F.R. 6 34.3(e;V_ 

NewCorp is not required to file a copy of this application with any state agency. 

.* I 

8. 

There will be no changes proposed to’NewCorp’s filed transmission or full requirements 

rates as a result of this application; NewCorp does not propose to increase its rates as a result of 

this application. There have been no changes in NewCorp’s tariff rates during the period 

covered by the financial statements submitted with this application. FERC has previously 

accepted for filing NewCorp’s $9,000,000 annual revenue requirement for the transmission 

7 
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service.2 While the filed rates will not be changed, the switch from Tariff WP to the OATT may 

have some effect on the rates actually paid by CRE. While the transmission component of the 

WP Tariff rate is the same as the OATT rate, the WP Tariff uses a cost-of-service formula that 

passes through to CRE a l l  of NewCorp’s actual costs, and includes an annual true-up adjustment 

for over or under recovery of the prior year’s costs. Rate Schedule WP separately charges the 

transmission revenue requirement, then credits it back to the cost of service. If NewCorp’s 

operation and maintenance costs actually exceed the $9,000,000 transmission revenue 

requirement, those costs are automatically passed through to CRE under the WP Tariff, but not 

under the OATT. Similarly, if the transmission costs are less than $9,000,000, then under the 

WP Tariff, CRE receives a true-up credit the following year. Such a credit is not made under. 

NewCorp’s OATT. 

9. Lender’s interest coveraFe (18 C.F.R. 5 34.3(i)) 

The lender has imposed a specific interest coverage requirement of 1.2 times NewCorp’s 

total debt service. NewCorp’s current rate under its Tariff W P  is based on a debt service 

coverage ratio of 1.2, and this is also the basis’upon which the revenue requirement for the 

OATT rate was derived. The Lender also requires as a condition of the Loan that NewCorp 

establish a debt service reserve fimd equal to two years of principal and interest payments, and 

maintenance and working capital reserve f h d s  totaling $6.0 million. The debt service reserve 

fbnd will be established over time with any revenue surplus earned by NewCorp. 

10, 

..c, 

Financial information (1 8 C.F.R. 4 34.qc)-(e)) 

Attached as Exhibits 34-C, 34-D and 34-E are the balance sheet, income statements, and 

The Tarif€WP was recently amended in Docket No. ER02623-000 to separately identify the 
transmission component of the wholesale service. 

8 
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.. . 

cash flow statements required by the Commission's regulations. 

B. Conclusion 

For the foregoing reasons, NewCorp respectfhlly requests that the Commission issue an 

order granting the requested waiver of notice and approving the proposed loan of $3 1.5 million 

from Beal Bank, S.S.B. 

Respect filly submitted, 

C3riggs & Adler, P.C. 
121 10 Sunset Hills Road 
Suite 450 
Reston, VA 20190 

Counsel for NewCorp Resources Electric 
Cooperative, Inc. 

(703)7 15-301 6 
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JUL-25-2003 FRI 09:26 AM 
. .._.. .- -- .. . FAX NO, 

UNITED STATES OF AMERICA 
FEDERAL ENERGY REGULATORY COMMISSION 

NewCorp Resources Electric Cooperative, Xnc.) Docket No. ES03--000 

VERIFICATION 

Lee D. Atkins, being duly sworn, deposes and says that he is Secretary and Treasum of 

NewCorI, Resources Electric Cooperative, Inc. and that he has read the foregoing Application, 

knows the content thereof, and that the matters set forth therein are tnie and correa to the best of 

his knowledge and belief. 

Lee D. AtEins 
SecretarylTreasuwr, NewCoip 

Resources 
Electric Cooperative, Inc. 

Subscribed and sworn to before me, the undersigned authority, this @day Qf July, 2003. 

10 
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UNITED STATES OF AMERICA 
FEDERAL ENERGY REGULATORY COMMISSION 

NewCorp Resources Electric Cooperative, Inc.) Docket NO. ES03-- -000 

NOTICE OF FILING 

(July 2003) 

Take notice that on July - 2003, NewCorp Resources Electric Cooperative, Inc. 
(NewCorp) tendered for filing pursuant to Section 204 of the Federal Power Act an application 
for approval of a loan in the amount of $3 1.5 million to be secured with jurisdictional assets of 
NewCorp. NewCorp requests waiver of notice requirements to allow expedited approval to 
occur prior to September 1,2003. 

Any person desiring to be heard or to protest said filing should file a motion to intervene 
or protest with the Federal Energy Regulatory Commission, 888 First Street, N.E., Washington, 
D.C. 20426, in accordance with Rules 21 1 and 214 of the Commission's Rules of Practice and 
Procedure (18 C.F.R. $6 385.21 1 and 385.214). All such motions or protests should be filed on 
or before . Protests will be considered by the Commission in determining 
the appropriate action to be taken, but will not serve to make protestants parties to the 
proceeding. Any person wishing to become a party must file a motion to intervene. Copies of 
this filing are on file with the Commission and are available for public inspection. This filing 
may also be viewed on the internet at http://www.ferc.fed.us/onlindrims. htm (call 202-208-2222 
for assistance). 

Magalie R. Salas 

Secretary 
..d, 

11 
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. .  

PONNlt LYUN 

ARTICLES OF INCORPORATION 
OF 

NEWCORP R,lBOURCE!S ELECTRIC COOPERATIVE, INC. 

STATE OF TEXAS 8 
fi 

COUNTY OF MIDLAND 8 

KNOW ALL MEN BY THESE PRESENTS: 

rHUL WL 

in the Offke of the 
Secretary of State of Texas 

I DEc 30'1996 I 
Corporations Section 

We, the undersigned, being natural persons of the age of twenty-one years or more aud 
citizetls and residents of the State of Texas, for the purpose of forming a corporation under the 
"EIecqric Cooperative Corporation Act" of the State of Texas, do hereby adopt the following 
Articles of Incorpozation: 

ARTICLE I 

The name of the Corporation is NewCorp Resources Electric Cooperative, Inc. 

ARTICLE I1 

PURPOSES, RlCSHTS a d  ROWERS 

The purposes for which the Corporation i s  organized are dl of those purposes set forth 
in Section 3 of Article 1$28b, Vernon's Annotated Civil Statutes of  *he State of  Texas, as 
amended or as may hereafter be amended, and to bave and to exercise all rights and powers that 
31% now or may hereafter be granted to an ekctxic cooperative corporation by law. 

ARTICLE I11 
.4.. 

ORIGINAL INCORPORA TORS 

T h e  m e 8  and addresses of the original incorporators who serve as Directors and 
manage the affairs of the Corporation until its first annual meeting of the members, or until their 
successors are elected and qualified, axe a5 ,follows: 

David W. €"mitt, 500 W. Wall, Suite 400, Midldd, Texas, 79701 

Johu D. Piuker, 500 W. Wall, Suite 400, Midland, Texas, 79701 

RoMie Lyoa, 711 N. l'ravis Street, Sherman, Texas, 75090 

PIONEER 1-23 
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ARTICLE IV 

NUMBER OF JIIRECTORS, 

The Cooperative shdl at all times have a total of not less than three (3) directors. The 
total number of directors to be elected in any twelve (12) consecutive months at all official 
Meetings of Members shall be not more than owthird (113) of the total number of Directors 
cuneutly sewing on thc Board of Directors, plus OM. 

ARTICLE v 

PRINCIPAL OFFICE jUX3ISTBWD AGENT 

The address of the principal offices of the corporation shall be 500 W. Wall, Suite 400, 
Midland, Midland County, Texas, 79701, and the name and address of its ageax upon whom 
process may be served is John D. Parker of the same business address. 

ARTICLE VI 

PURATXON 

The duration of the Corporation shall be perpetual. 

ARTICLE VI1 

MEMBERSHIP 

The terms a.ud conditions upon which person shall be admiffed to and retain meinbership 
in the Corporation shall he reserved ro the Directors as determined by the Bylaws. 

ARTICLE VI11 

Section 1. Except as provided in Section 2 of this Article VIII, the Corporation may not 
sell, mortgage, lease as Lessor, lease-sell, or otherwise dispose of or encumber any of its 
property other than: 

(a) property which in the judgment of.the Board of Directors neither is nor will be 
oecessary or useful in operating and maintaining the Corporatlon’s system md 
facilities; provided, however, that all sales of S U C ~  property shall not in any one 
(1) y e a  exceed in value tweuty per ccntum (20%) of the value of all of the 
property of the Corporation; 

ARTICLES OF INCORA3RA7KW 
Air icks. iucJRJl2 2 796 

PAGE 2 
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(b) sexviccs of all kinds, including electric energy; and 

rwt u4 

(c) personal property acquired for resale; 
unless such sale, mortgage, lease, 1eae;esale or other disposition or encumbrance is authorized 
by the affmative vote of at least two-tbjrds (213) of the total members of the Corporation at a 
meeting at which a quorum of mot less than one-third (1/3) of the total members are present in 
p m n  or represented. by proxy, if such voting is provided for in accordance with the Bylaws, 
and the notice of such proposed transaction shall have been ccmtahed in the notice of the 
meeting; PROVIDED HOWEVER, that notwithstanding anything herein contahed, the Board 
of Directors, without further authodzation by the members, shall have full powex and wthority 
to borrow money from the Unitcd States of America, ox any ageacy or iftstrumentality thereof, 
or froin any national financing institution organized on a cooperative plan for the purpose of 
fmancing its member's programs, ptojects and undertakings and tn which #e Corporation holds 
membership, or from any other financing or lending institution of any kind whatsoever, without 
limitation, including but not limited to Banks, Insurance Companies, Leasing Companies, Bond 
Companies, and Investment Banking Firms, and in connection with such borrowing to authorbe 
the making and issuance of bonds, notes or other evidences of indebtedness and, after 
indebtedness, or to authorize the Corporation to use alternative methods of €hawing mrch as 
sale-leaseback agreements, private placement borrowing, stock sales or ocher types of financing 
arrangements and, to secure the payment thereof, to authorize the execution and delivery of a 
mortgage or aortgages ox a deed of deeds of trust upon, or the pledging or cncurnberancing of 
m y  or all of the propry, assets, rights, privileges, licenses, franchises and permits of the 
Coxporation, wherever situated and whether acquired or to be acquired, all upon such terms and 
conditions as the Board of Directors shall determine. 

Section 2. If such a sale, mortgage, lease as Lc?ssox, lease-sale, exchange, merger, 
consolidation, combination or other disposition Is solely to one ox more electric cooperatives 
organized by the board of directors of this Corporation and operating under the Texas Electric 
Cooperative Corporation Act or to any corporation organbed bjr the board of directors of t M s  
Corporation OT for the purpose of hecoming a successor to this Cowration or its assipee, 
transferee, niortgagee, or grantee, or to any oltter corporation or entity if the Board of Directors 
has voted in favor of such sale, mortgage, lease as Lessor, lease-sale, exchange, merger, 
cong@.clation, combination or other disposition and such sale is therefore not a "hostile" sale. 
the provision$ of this Article VIH, Sections I. and 3, shall not apply. If such sale, mortgage, 
lease, lease-sale, or other disposition or encumbrance is solely to one or more other electric 
cooperatives, other than one organized by the Corporation's board of directors as described 
above, organized and operating under the Texas Electric Cooperative Corporation Act, or if the 
proposal is to consolidate the Corporation with one or more other deLqric COOperathx pursuant 
to Section 27 of Article 1528(b) of that Act, the quorum requirement for the member meeting 
at which such proposed transaction is to be considered and acted upon shall be as established by 
Article u( of these Articles of Incorporation, and the number of percentage of the Cooperative's 
members who must affirmatively vote for the transact~on in order to authorize it shall be as 
provided in the Corporation's Bylaws or in that Act. 
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Section 3. Neither this Section 3 ofirticie VI11 nor the requiremmts in W o n  1 Of this 
Axticle for a quonun of not less than one-third (1/3) of the total. members are present in persot! 
or representcd by proxy, if such voting is provided for in accordance with rhc Bylaws, and €or 
an affirmative vote of at least two-thirds (U3) of the Corporation’s mtal members in order to 
approve the proposed transaction may be amended except at B member meeting at which at least 
a like quorum is present in person and at least a me mrmber of aff‘lmative votes is cast in favor 
of such amendment, 

ARTICLE; I;X 

Except as provided in Article VI11 of these Articles of Incorporation, business may not 
be transacted at any meeting of the members unless there are present in pcrsun or represented 
by proxy, if sucb voting i s  provided for h accQxdance with the Bylaws, twenty percent (20%) 
of the Cooperative’s members which mount shall constitute a quorum. If less than a quohlm 
is present at any meeting, a majority of those present in person or represented by proxy, if such 
voting is provided for in accordance with the Byiaws, may adjourn the meeting from time to 
t ime without further notice. 

ARTICLE X 

BYLAWS AMENDMENTS 

The Bylaws of the Corporation may be aftexed, amended, or repealed by the Board of 
Dire.ctors in such manner as is provided in the Bylaws. 

ARTICLE XI 

DIRECTOR LlAB ILlTY 

Section 1. Directors of the Corporation shall not be liable to the Corporation or its 
rne@gs for Iiionetary damages for an act or umission in the Director’s capacity as a Director 
except that this Article does not eliminate or limit the liability of a Director for: 

(1) a breach of a Director’s duty of loyalty to the Corporation or i ts 
shareholders or members; 

(2) an act or C I ~ ~ S S ~ O R  not in good faith or that involves intentional 
misconduct or a knowing violation of the law; 

(3 j a trimsaction from which a Director received an improper benefit, whether 
or not the benefit result@ from an action taken within the scope of the 
Director’s office; 
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(4) an act or omissioa for which the liability or a Director is expressly 
provided for by statute; or 

(3 an act related to an unlawful stock repurchase ox payment of D dividend. 

Section 2. 
August 31, 1987. 

This Article X I  applies only to an act or omission occurring on or after 

IN WITNESS WHEREOF we have hereunto set our hands and seals this Z 7 ~  day of Q a&*.&, 1996. 
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EXHIBIT 34-B 

Resolution AuthorizinP Execution of Loan Documents 

. :. i.: 

WHEREAS, The Board of (TrusteesDirectors) of NewCorp Resources Electric 
Cooperative, Inc, (“NewCorp”) previously authorized management to pursue a Ioan to refinance 
NewCorp’s transmission system; 

WHEREAS, NewCorp has filed an Application with Beal Bank, the terms of which have 
been approved by Beal Bank; 

WHEREAS, NewCorp is currently negotiating the terms of a commitment letter from 
Beal Bank; and 

WHEREAS, the Board of Directors has determined that it is in the best interest of 
NewCorp to refinance the transmission system through a loan with Beal Bank. 

NOW, “HEREFORE BE IT RESOLVED, that NewCorp refinance the transmission 
system on terms similar to those contained in the Application which was approved by Beat Bank 
and presented to the Board of Directors. 

3: BE IT FURTHER RESOLVED Lee D. Atkins, David W. Pruitt and any other proper 
officers, representatives, agents and employees of NewCorp be, and each of them hereby is, 
authorized, for and on behalf of NewCorp to execute all necessary documents including but not 
limited to the Note, Loan Agreement and Security Instruments, to transmit same to Beal Bank, 
together with payment of all sums required to be paid under the terms of Agreement with Beal 
Bank, to make such firther payments as may be required as a condition of borrowing, and to do 
or cause to be done all such other acts and things as any such officer or employee may deem 
necessary or proper to effectuate the purpose of this Resolution. 

..d- 

IN WITNESS WHEREOF, I have hereunto set my hand as Secretary of said corporation 
and affixed the corporate seal this 24th day of June 2003. 

Lee D. Atkins, Secretary 

(Applicant’s Corporate Seal Here) 
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Remlutittrt Authoriztw Exuctdiun of Loan Ducumants 
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EXHIBIT 34-D 

INCOME STATEMENT 
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*NewCorp Resources Electric Caoperative, Inc. I 7 

STATEMENT OF INCOME FOR THE YEAR 

Account 

12 mo ended Prdorma pmlbmra Basis 
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EJkIBIT 34-E 

CASH FLOW ANALYSIS 
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Beal Bank, S.S.B. 
6woLekeglmve 
4' noor 
P b ,  Terns 75024 
(469) 467-5000 

NewCorp Resources Electric Cooperative, Inc. 
500 West Wall, Suite 400 
Midland, Texas 7970 1 
Fax: (915) 684-0333 

Re: NewCorp Resources Electric Cooperative, Inc. 

Ladies and Gentlemen: 

Date: July 25,2003 

Beal Bank, S.S.B. (the "geal") is pleased to advise NewCorp Resources Electric Cooperative, Inc. 
("Borrowef) that in accordance with your request, Beal hereby commits to lend Borrower up to Thirty One 
Million Five Hundred Thousand Dollars ($3 1,500,000.00) in the form of a term loan (the I ' M )  subject to the 
terms and provisions of this letter and the Term Staeet attach4 hereto as Exhibit "A" (the "Term Sheet" and 
together with this letter, the "Commitmat Letter"). 

As consideration for Balk comtllitment hereunder, you agree to pay to Beal the fees set forth in the Term 
Sheet which are nonrefundable except as set forth therein. You agree to indemrzlfy and hold harmless Bed and its 
affiliates and their respective officers, directors, employees, advisors, and agents (each, an "in&mnifid person") 
&om and against any and al l  losses, claims, damages and liabilities to which any such indemnified person may 
become subject arising out of or in mnnection with this Commitment Letter, the Loan, the use of the proceeds 
thereof, any loan broker or finder engaged or allegedly engaged by the Borrower making claims in respect of the 
Loan or any related transaction or any claim, litigation, investigation or proceeding relating to any of the 
foregoing, regardless of whether any indemnified person is a party thereto, and to reimburse each indemnified 
person upon demand for any reasonable legal or other expenses incurred in mnnection with investigating or 
defendingany of the foregoing; provided that the foregoing indemnity will not, as to any indemnified person, 
apply to losses, claims, damages, liabilities or related expenses to the extent they are found by a final, non- 
appealable judgment of a court to arise itom the willlf misconduct, unlawful conduct or gtoss negligence of such 
indemnified person. YOU AGREE THAT THE INDEMNITY CONTAINED IN THE PRECEDING 
SENTENCE EXTENDS TO AND IS INTENDED TO COVER LOSSES AND RELATED EXPENSES 
ARISlNG OUT OF THE ORDINARY, SOLE OR CONTRIBUTORY NEGLIGENCE OF ANY 
INDEMNLFIED PERSON, You also agree to reimburse Beal and its affiliates on demand for all reasonable out- 
of-pocket expenses (including reasonable due diligence expenses, environmental engineer and appraisal kes and 
expenses of Appraisal Economics, Inc. and Stone k Webster Management Consultants, Inc., travel srpenses, and 
reasonable fees, charges and disbursements of counsel) incurred in connection with this Commibnent Letter, the 
Loan and any related documentation (including the definitive fmancing docwnentation) or the administration, 
amendment, modification or waiver thereof. No indemnified person shall be liable for any damages arising from 
the use by others of information or other materials obtained through the unauthorized use of electronic, 
telecommunications or other information transmission system or for any special, indirect, consequential or 
punitive damages in connection with the han. Bed has no liability or obligation of any kind to pay any broker's 
fee, finder's fee or other fee relating to the Loan which is charged by a broker, finder or third party engaged or 
allegedly engaged by the Borrower. 
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NewCorp Resources Electric Cooperative, Lac. 
July 25,2003 
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This Commitment Letter shall be governed by and construed in accordance with the laws of the State of 
Texas and the applicable laws of the United States of Ameica. 
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Tbis Commitment Lettor, when executed, shali be binding upon and inure to the benefit of only the 
parties hereto and their respective suecessoc~ and assip, provided that you may not assign or transfer any of 
your rights or obligations hereunder except as provided for in the Terms Sheet ar, in any other cam, without the 
prior Written consent of Beal, whiob consent may be grantd-or withheld as Bed may determine in its sole 
discretion. Any assignment in vidation of the foregoing shall be null and void. All conditions in this 
commitment Letter am express conditioDs aad the failure to s a t i s ~ a a y o n e o f t b e o & M b M  
release Bed Erom its commitment to extend the Loan hereunder. 

In the event each of the wnditiiofls to BeaI's obligation to fund the Loan is satisdied and the Borrower 
performs each of the Borrower's obligations described in this Commitment Letter and Beal thereafbr fails or 
refuses to close the Loan, (a) Beal will return to the Borrower the Commitment Fee and Agg~gab  Expense 
Deposit described in the Term Sheet and paid by the Borrower to Beak (b) the l 3 o ~ ~ w e r  shall be entitled to 
recover up to, but not in excess of, an amount equal to the Borrower's actual out-of-pocket expenses iacurred in 
wmection with the negotiation and documentation of the Application for Loan rderend  below, this 
Codtment Letter, the proposed Loan and the bansactions contemplated hereunder (including, without 
limitation, costs incurred for consultants and reasonable attorney fees and expenses of Grim & Adler, P.C. and 
Milbank, Tweed, Hadley & McCloy LLP), as the Borrower's sole and exclusive remedy for such a failure or 
refusal, the Borrower hereby waiving all other remedies and reli& and (e) arty and al l  indeamiw obli@ons of the 
Borrower in favor of Bed under this Commitment Letter shall terminak and the Borrower shall have no further 
obligations to Bed. 

Any provision of this Commitmeat Letter held by a court of competent jurisdiction to be invalid or 
unenforceable shall not impair or invalidate the remainder of this Commitment Letter and the effect t h m f  shall 
be cordbid to the provisions held to be invalid or unenforceable. 

THIS COMMITMENT LETTER, WHEN EXECUTED, SHALL CONSTITUTE THE FINAL 
ENTIREkGREEMENT OFTHE PARTIESWITHRESPE~TOTHESUBJECTMA1TERHE~OF 
AND SHALL SUPERSEDE AND REPLACE ANY OTHER PREVIOUS COMMITMENTS OR 
AGREEMENTS RELATING TO THE SUBJECX MATTER HEREOF, WHETHER WRITTEN OR 
ORAL (INCLUDING, WITHOUT LIMITATION, THAT CERTAIN APPLICATION FOR LOAN 
DATED JUNE 23,2003 BUT EXCLUDING HOWEVER, THAT CERTMN LETTER FROM JACOB 
CHERlWR OF CSG INVESTMENTS, INC. DATE DECEMBER 11,2002 RELATING TO THE 
NONDISCLOSW OF NONPUBLIC CONF'IDENJ'IAL INFORMATION) AND MAY NOT BE 
CONTRADICI'ED BY EVIDENCE OF PRIOR, CONTEMPORANEOUS OR SUBSEQUENT ORAL 
AGREEMENTS OF THE PARTIES. OTHER THAN TKE CONFIDENTIALITY LETTER 
REFERRED TO IN THE FORGING SENTENCE, TNERE ARE NO WRlTTEN OR ORAL 
COMMITMENTS OR OTHER AGREEMENTS BETWEEN BEAI, AND THE BORROWER 

This Commitment Letter may be executed in counterparts, each of which shall be deemed an original, but 
all of which together shall constitub one and the same agreement. Delivery of an executed signature page of this 
Commitment Letter by facsimile transmission shall be effective as delivery of manually executed counterpart 
hereof. 
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NewCorp Resources Electric Cooperative, Inc. 
July 25,2003 

The compensation, reimbursement and indemnification provisions contained herein shall remain in 111  
force and effect regardless of whether definitive financing documentation shall be exembd and delivered and 
notwitbstauding the termination of this commitment Letter or Bed's commibnent hereunder. 

The offer by Beal of the Commitment heaeunder shafl expire on 5:OO p.m. (Dallas, Texas Time), on 
July 30,2003, d e s s  tbis commitment Letter is si@ by the Bomwer and returned to Beal prior to such date 
and~~alongwitharryrequestedAdditionalExpenseDeposit andthelnitialCOmmitmentFeeInstallmeat(each 
as defined in the Term Sheet). Once IIccepted by the Borrower, h commitment of Beal set forth herein will 
expire and be of no finther force and effect at 5:OO p.m. (Dallas, Texas time) on December 31,2003, (the 
"Tamination Date") ifthe closing date does not occur by such date and time. The provisions of this C o b -  
Letter may be waived prior to the closing of the transactions contemplated hereby only by written agreement 
signedbythepartieshereto. 

If you accept the tems and conditions set forth in this Commhmt Letter, please execute a copy of this 
Commitment Letter in the space below and return a copy to us dong with the payments required by the Term 
Sheet at your earliest convenience and in any event prior to the expiration of our offer set forth above. 

BEAL BANK, S.S.B. 

By: 
William T. Sauremnann, Senior Vice President 

ACCEPTED AND AGREED TO 
As ofthe date first above written. 

NEWCO&P RESOURCES ELECTRIC 
COOPERATIVE, INC. 

By: 
Name: 
Title: 

Commitment Letter - Page 3 
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BORROWER 

LOAN AMOUNT: 

ADVANCES: 

COMMITMENT FEE: 

Exhibit "A" 
to 

Commitment Letter 
Dated 

25 July 2003 
between 

NewcOrp Resources Electric Coopemlive, Inc. 
and 

Beai Bank, S.S.B. 

TERM SHEET 

Beal Bank, S.S.B. 

NewCorp Resources Electric Cooperative, Inc. ("Bomwer") 
500 West Wall, Suite 400 
Midland, Texas 79701 
Telephone: (915) 684-0305 
Fax: (915) 684-0333 
TAX ID/SS#: 91-1860218 

The Loan Amount shall be $31,500,000. 

The Loan shall be advanced on the closing date. Once amounts are repaid under the 
Loan they may not be re-borrowed. 

A Commitment Fee of 2.0% of the Loan Amount ($630,000) will be earned upon 
written acceptance of this Commitmmt Letter by the Borrower. $3 15,OOO of this fee 
will be due and payable at the time of written acceptance of this Commitment Letter 
by the Borrower (the "lnitial Commitment Fee Installment") with the balance of 
$315,000 to be payable only on the date of closing and funding of the Loan; 
provided, however, the Borrower acknowledges that, so long as Beal performs in 
substantial compliance with the terms of this Cornmibtlent Letter and is prepared to 
close and fund the Loan on the term of this Commitment Letter on or before the 
Termination Date or if there is a material misrepresentation by the BOKOWCX, then 
the entire Commitment Fee will have been earned and the unpaid balance will be due 
and payable, whether or not the Borrower consummates the transaction as 
contemplated. Notwithstandmg the foregoing, however, if Bed decides not to make 
the Loan: (i) because any regulatory agency governing the BOKOW~~ (including but 
not limited to the Federal Energy Regulatory Commission, herein "FERC") is 
required to but does not approve the Loan or the other transactions contemplated 
hereby; (3) because any regulatory agency governing the Borrower (including but not 
limited to PUCT) prohibits the consummation of the transactions contemplated 
hereby or rules or takes action that could have an adverse impact on the transactions 
contemplated hereby or the Collateral (as defined below); (iii) because the J3orrower 
is unable to obtain the agreement of National Rural Utilities Cooperative Finance 

NewCorp Resources Electric Cooperative, Inc. 
Term Sheet, Page 1 of I6 
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TARIFF: modified the tariff then applicable to Borrower in a manner that could reasonably be 
expected to have, as reasonably determined by Beal, a Material Adverse Effat, the 
Loan shall accrue interest at a per annum rate equal at al l  times to the greater of 
(i) 9.75% or (i) 6% plus the LrSOR Rate; provided that the aggregate mount of d 
interest fees, payments, and other charges contcacted fix, charged, or received in 
COrmectiMl witb the Loan that constitute interest under applicable law shall not 
exceed the maximum rate permitted by applicable law. 

RATE CALCULATION; httxest shall be calculated on the basis of a year of 360 days and the actual number 
of days elapsed (including the first day and excluding the last) occurring in the period 
for which such interest is payable unless such calculation would result in a usurious 
rate, in which case intenst shall be calculated on the basis of a year of 365 or 366 
days, as the case may be. 

DEFAULT 
RAm: 

INTERES T Five percent (5%) plus the rate otherwise in effect. The default rate shall apply@ 
to the amount of any past due payments. 

REPAYMEN T TERMS: Principal and Wrest will be payable monthly beginning the first day of the f h t  
month after the closing. 

PREPAYMEN T: Prepayment will not be allowed during the initial twenty-four (24) months of the 
Loan Term. Prepayment will be allowed with a 1% fee during months twenty-five 
(25) through fixty-eight (48). Prepayment (whether in whole or in part) after month 
fortyeight (48) will be allowed at par. 

ASSIGNMENT BY 
BORROWER: 

The Borrower shall have the right to assign its rights and obligaticms under tbe Loan 
to a third party that is reasonably acceptable to Beal and acceptable and approved by 
FERC as long as: (i) no default then exists, and (ii) such third party shall acquire the 
assets of the Borrower and shall assume the obligations of the Borrower putsuantto 
such documentation as Bed may reasonably require and pursuant to a transaction 
approved by Besl and, to the extent such approvals are legally required, any 
applicable regulatory authorities. Beal's decision whether to approve of a transadion 
under this paragraph will be made in its judgment, in good faith and based on such 
factors which, in its judgment, supports such decision. EM'S approval regarding any 
such transaction will not be unreasonably withheld or delayed. 

The Loan is to be s m e d  by the following (the property described below, herein the 
"Collateral"): 

.A- 

COLLATERAL: 

(a) a perfected frrst priority lien in all assets of the BOKOWCX (other than the 
Excluded Assets described below), including without limitation, all ofthe Borrower's 
right, title and interest in and to the foilowing: 

(i) the 305 mile Electric Transmission System ("Svstem''), including sixteen 
electric substations with al l  related real and personal property including, 
without limitation, easements, electric lines and facilities; 

NewCorp Resources Electric Cooperative, Inc. 
Term Sheet, Page 3 of 16 
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the revenues, cash, accounts and accounts receivable of the Borrower; 

.. .... ..., 

.d.. 

all deposit, c~modity and investment accounts of the Borrower, including 
without limitation, the Collection Account described below in this section 
and the accounts holding the reserve funds described below in clause (i) of 
the Conditions section of this Term Sheet; 

all general intangibles, including, without limitation or in addition, the 
Transmission Service Agreement (as dehed below), the O&M Agreement 
(as defined below) and the other material contracts to which the Borrower is 
a party in comection with the System, including without limitation contracts 
to purchase electricity, hedging agreements, insurma and permits, 
easements, rights of way, licenses and governmental approvals related to the 
System or the Borrower; and 

the purchase agreement between the Borrower and CRE and all assets of the 
Borrower acquired under the terms thereof (the "Purchase Ament") ;  and 

a aerfeded Eirst priori@ lien ia all of CRE's right, title and interest in the 
Borrower7-including without bitation., all right, tide and inkrest in C W s  
membership interest in the Borrower, the right of CRE to select the board of 
directots of the Borrower and all other rights arising in its capacity as a member of 
BOKOWW (the Collateral described in this clause (b), herein the "Membership 
Rihts"). Without limitation of W ' s  rights as set forth in the Loan Documents to 
requireBo~o~andCREtoobtainBeal'sconsenttomatters astowhichtbwner 
of the Membership Rights has the right of approval, Bed shall have no right to 
exercise any Membership Rights prior to the occurrence of an Event of Default (as 
such tenn is defined on Schedule 1 hereto). The Borrower will agree that upon the 
occunrence of an Event of Default and Beal's request, the Borrower will cancel the 
membership interest of CRE and issue a membership interest to Bed or to mother 
third pady approved by Beal who is authorized to be a member of Borrower. . 

Control of Cash. The Borrower shall be required to establish with a third party 
escrow agent or trustee selected by the Borrower and acceptable to Beal (the 
"Disbursement Agent") an escrow or trust account into which payments under the 
Transmission Service Agreement and all other payments on accowlts receivable 
(except as noted below) will be deposited (the "Colledim Account"). The Collection 
Account will be Collateral, Beal will have control over the Collection Account and 
the Borrower shall not have any right to make Withdrawals therefrom. Howeva, the 
Disbursement Agent shall be pre-authorized to make disbursements therehrn on a 
monthly basis: (i) to pay the amounts owed under the terms of the O&M Agreement 
(as defmed below) in accordance with a budget therefor pre-approved by Beal (the 
"O&M Budpet"); (ii) to pay the obligations under the Loan; and (iii) to make the 
distributions and deposits to the reserve accounts and/or other accounts described 
below in clause (i) of the Conditions sation of this Term Sheet. Any mounts on 
deposit in bank accounts immediately prior to the closing, any cash or other firnds to 
be released to the Borrower fim Metropolitan Life Insurance Company upon the 
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payment of all outstanding loans to the Borrower and any account receivable owing 
as of the closing date and specifically scheduled by the Borrower shall not be 
required to be deposited into the Collection Account but may be used by the 
Borrower in the ordinary course of business for general corporate pwposes 
(including distributions to its members). The O&M Budget for the period h m  the 
closing date to December 3 1,2003 will be prepared by the Borrower and delivered to 
Bed prim to closing, Prior to each December 31 of each year, the Borrower will 
deliver an O&M Budget for the next calendar year to Beal for approval. 

Substitute Collateral. In lieu of the foregoing Collateral, Beal agrees that the 
Borrower (or any assignee of the BOKOWH permitted by the assignment provisions 
set forth above) shall have the right to provide substitute collateral in the form of 
cash or cash equivalents which must be in an mount and of a type satisfactory to 
Bed in its sole discretion and must be held at Beal or other institution satisfactory to 
Beal in its sole discretion. 

Sale of Membershb Ri&k CRE is considehg the sale of its Membership Rights. 
Beal will agree to consider consenting to the sale at CRE's request. Bed's decision 
whether to consent to the sale will be made in its judgment, in good faith and based 
on such factors which, in its judgment, supports such decision. Beal's consent to any 
such sale will not be unreasonably withheld or delayed but in any case Beal will 
retain a first priority security interest in the ownership interest (in whatever form) of 
the Borrower. 

InsDection and Appraisal. The System and other Collaterd will be inspected and 
approved by Beal in its sole discretion. Beal has obtained m appraisal of the System 
&om Appraisal Economics, Inc. dated as of January 3 1,2003 reflecting a fair market 
value of $38,000,000 for the System. 

Excluded Propem. The Collateral for the Loan shall not include the following assets 
or subsidiaries of the Borrower which are to be sold prior to the closing of the Loan 
and do not relate to the System: 

~ 
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(6) Amounts on deposit in Account Number 80966837 heldat Western 
National Bank in Midland, Texas and any cash or other funds to be 
released to the Borrower from Metropolitan Life Insurance 
Company upon the payment of all outstanding loans to the 
Borrower and any account receivable owing as of the closing date. 

CONSENT AND 
AGREEMENT: 

CRE, the Borrower, Beal and CFC will have executed a Consent and Agreement on 
or prior to the closing date on tern which shall be mutually agreed to by all parties 
thereto. The Consent and Agreement shall provide for, among other things, the 
following: 

(a) the waiver of any existing defaults under the documentation between CFC 
and CRE and a release of CFC's liens in the assets sold to the Borrower 
under the Purchase Agreement; 
a consent to the grant by C W  to Beal of a lien on the Memberhp Rights to 
secure the Loan and a release of CFC's liens therein; and 
an agreement that the amownts paid by CRE under the Trnnsmission Seavice 
Agreement shall constitute operating costs that shall be paid prior to any 
amounts owed by CRE to CFC. 

(b) 

(c) 

USE OF PROCEEDS: The proceeds of the Loan will be used: (i) to repay outstanding debt obligations of 
the Borrower owing to Metropolitan Life Insurance Company and Cap Rock 
Cooperative Finance Corp. (the "CRCFC") in connection with comtruction of the 
System; (ii) for the payment of transaction costs and related loan closing costs; 
(iii) to finance the purchase price payable by the Borrower under the Purchase 
Agreement (which purchase price will not excsed the depreciated original cost ofthe 
assets so acquired); (iv) to My fuad the Maintenance Reserve Fund and the 
Working Capitsl ReserVe Fund (as such terms are defined below in clause (i) of the 
Conditions section of this Term Sheet) and (v) other general corporate purposes 
consistent with applicable law and regulations. CRCFC will use the prmeds from 
the debt repayment described above to repay amounts owed to CFC. CRE wil l  use 
the proceeds received under the Purchase Agreement to repay mouats owed to CFC. 

.*#- 

TRANSMISSION 
SERVICE 
AGREEMENT: 

On or prior to the closing date, CRE shall have agreed to purchase electric 
transmission service from the Borrower pursuant to a Network Integration 
Transmission Service Agreement ("NITSA") that is mnsistentwithk&s Open 
Access Transmission Tariff ("PATTI'). On or prior to the closing date, FERC shall 
have approved (or accepted for filing) the termination of service (but not of the WP 
Tariff) to CRE under Ekmower's WP Tariff. Subject to the agreement of the 
Borrower and Beal (which agreement by Beal will not be unreasonably withheld or 
delayed) that the necessary FERC application is unlikely to be protested, the 
Borrower shall have the right to seek to convert the OATT Tarifi'to a variable rate 
tariff on terms that have been proposed by the Borrower and consented to by Beal 
(such consent not to be unreasonably withheld or delayed) and that is otherwise 
based upon a debt coverage ratio suflFicient to produce at least 1.2 times the debt 
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service obligations of the Borrower and that takes into accouflt the Borrower's 
obligations under the O&M Agreement (as deked below) and its other operation 
and maintenance obligations. The first date when each of the following shall have 
occurrd shall be the "Variable Rate Tariff Date": (i) FERC has approved or 
accepted for filing (without suspension and without the rates being made subject to 
rehd)  a variable rate tariffof the type desoribed m the fmgoiag sentace for the 
OAT" Tariff and (ii) a Traasmission Service Agreement between CRE and the 
Borrower (and comparable service agreements between Borrower and each of its 
other transmis.sion customers, ifany) shall exist that by its terms provides the right 
for Borrower to implement the variable rate tsriffupon FeRC appmval. The term 
"TransmissionService Amanent" as wedherein atatrytime,shanmwmhNITSA 
oranyothertransmissionserviceagreementdescribedinthis~~thenineffect 
Ween dK Borrower and CRE. 

O&MAGREEMEN: The Borrower and CRE will have executed an Operation, Maintenance and 
Administrative Services Agreement (the "O&M Agreeme nt") on or prior to the 
closing date pursuant to which the Bomwerhas agreed to pay CRe forperformiag 
certain facility studies, operation, maintenance and fa- upgrade and qlitcxm& 
services on terms which shall be mutually agreed to by Beal and the Bomwm, it 
being understood that the Borrower shall also have the right to retain other Qualjfied 
contractors from tirne to time to perform certain of the foregoing services (subject to 
the approval of Beal not to be unreasonably withheld or delayed where the costs of 
services e x d  $250,000). The O&M Agreement, along with any other required 
agreements, shall obligate qualified entities, which may include where appropriate 
Xcel or CRE, to provide al l  facilities studies, operation, maintenance and upgrades 
and replacements to the System and any other necessary transmission-related 
services not otherwise provided by Xwl (as defined below) or other qualified entity, 
in accordance with prudent utility practice and as needed for Borrower to: (i) comply 
with the tern of the Transmission Service Agreemmt, the OATT Tariff, and the 
operating agreement between CRE and Borrower under the OATT Tariff and (ii) 
provide all transmission services not provided by Xcel or other qualified entity that 
Borrower is obligated to provide to any other of its transmission customers. In the 
O&M Agreement, CRE shall agree to waive collection of any charges them&, or 
portions thereof, that the FERC determines the Borrower cannot allocate to its 
transmission customers. 

~ 

The 08iM Agreement will include provisions that allocate to CREi the liability for 
the cost of repair or replacement of wires, poles and related System assets to tbe 
extent that funds fiom mounts available in the Maintenance Reserve and insurance 
proceeds are insufficient to cover such costs. 

INTERCONNECTION 
AGREEMENT: 

The Borrower will have entered into a transmission Intercomdon Agreement with 
the Southwest Power Pool or other appropriate transmission entity on tern 
acceptable to Beal in its reasonable business judgment. 

ASSUMPTION 
AGREEMENT: 

C M ,  Cap Rock Electric Cooperative (the 'I-), the Borrower and Beal shall 
enter into an assumption agreement pursuant to which the Coop will agree to assume 
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CONDITIONS: 
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all the obligation of CRE! under the Transmission Services Agreement, the O&M 
A~pemmt., the Purchase Agreement, the Consent and Agreement and all othe 
documentation executed and delivered in connection with the Loan or the 
trsnsactions contemplated hereby (the "Transaction Documents") in the event that 
(a) the transfer of the assets from the Coop to CRE was invalidated, (b) CRFh 
conversion to au investor owned utility is found unlawhl, (c) CRE is found to be a 
void entity or (d) if CRE is not allowed to be a retail service provider in the place of 
the Coop. The Assumption Agreemeat wil l  provide for the creation and the 
crmtinuation of liens in the Membership Rights to secure the obligatiom of the 
Borrowea m respect of the Loan tothe same extent and in the same manner as the 
liens to be granted by CRE in such Membership Rights. Under the Assumption 
Agreement, CRE, the Bomwer and the Coop will agcw to comply with all 
conditions that the PUCT imposes to the approval of the transfer fiom the Coop to 
CREofthe~~~ofconvenienCeandnecess i ty~~s  anduntil t h ~ c o n d i t i o f l s  
are eliminated or modified on appeal or otherwise, In the event that the conditions 
are modified, the Coop, CRE and the Borrower will comply with the modified 
conditions. The Coog and CRE also shall agree to wncur in, support and cooperate 
with Borrower in obtaining acceptance by FERC of the assignment of the 
Transmission Service Agreement to the Coop under the cucumstanm described 
herein. 

At its expense, the Borrower shall, to the extent it is CommerCiay. available for a 
reasonablepremiUm,cany insuraaCeWithrespec t to the~~and~~  
comprising the System for all reasonably insurable risks in an amount mutually 
agreed to by Beal and the Borrower and provide liability insuranm in an amount 
reasonably acceptable to W. Certificates of insur- shall name Beal as an 
additional ipsured and loss payee and shall contain endorsements reasonably 
satisfactory to Beal. 

The obligations of Beal to make the Loan 8s contemplated hereby is subject to the 
following conditiofts precedent: - 

The Loan must be closed by the Termination Date unless mutually extended 
by Beal and the Borrower. 

There is no default by Borrower under any of the terms and conditiofls of 
any of the Loan Documents (as defined below). 

Beal must be provided with a report in form and substance acceptable to 
Bed from an independent engineer approved by Beal v e w g  that: (i) the 
System is in good working order and condition and (ii) the estimated annual 
costs associated with the regular maintenance requid to keep the System in 
good working order and condition does not exceed $3,800,000. 

Environmental report@) obtained by Beal at Borrower's expense must be 
received and accepted by Bed, in its sole discretion utilizing an 
environmental engineer approved by Beal which shall be mutually agreed to 
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(vi) 

(vii) 

agreement between Bomwa and CRE (but not the WP Titrift), 
aocepbuwe far filing by FERC Qf a CRE trmsknission seryice 

Evidence that CRE quslifies as an exempt intfastate holding 
company and has complied with all requirements for such 
exemption under the Public Utility Holding Company Act 
("PUIECA"); 
the approval by FERC of the transfex to Borrower of the portionof 
the System held in the name of Southwestern Public Service 
Company (now Xcel Energy Cow. and herein I,&$') under 
Section 203 of the FPA; and 
the acceptance for filing of the assignment to CRE of the power 
purchase contract currently between Borrower and Xcel under 
Section 205 of FPA. 

* 

The term "approval" when used to describe action by the FERC shall 
include acceptance: for filing by FERC, without suspension and without any 
applicable rates being made subject to refund. 

(g) The execution and/or delivery to Bed of the following (all of wbichmust be 
in form and substance satisfactory to Bed): (i) the NITSA, (ii) the O&M 
Agreement, (6) the Purchase Agreement; (iv) the documntation relating to 

001949 , .  
.) 
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the payoff of the obligations owed to Metropolitan Life Insurance Company, 
the transfer of legal title of the System from Xcel to Borrower, the transfer 
of all easements and rights of way included in the System &om CRE to 
Bomwa (and the delivery to Bed of all required consents to such transfer), 
the assignment to CRE of the power purchase contract between the 
Borrower and Xcel and the release of the Borrower by Xcel from all 
obligations and liabilitis arising under the power purchase contract; and (v) 
SUchOthetdocumentstr. 'on relating to any of the foregoing as Bed may 
d l y  request. Bed agrees that it will not unreasonably withhold or 
delay its approval of the form or substance of any of the foregoing 
documents. 

(h) The execution and/or delivery to Bed of the following documentstion (dl of 
which must be in form and substance acceptable to Beal and al l  such 
documentation herein referred to as the "Loan Documents"): 

(i) Primarv Loan Documents. A loan agreement, a promissory note 
and the Coop Assumption Agreement described above in the 
Assumption Agreement section of this Term Sheet; 

(ii) Primm Collateral Documents. The following documents coveting 
and refating to the Collateral: a Secutity agreement; a pledge 
agreement; Deeds of Trust; 6nancing stabmmts; and tax, UCC 
and judgment lien searches; 

(iii) Third Partv Collateral Docunents. (A) The Consent and 
Agreement; (B) a consent and estoppel agreement executed by 
CRE relating to Beal's liens on the Transaction IIocmw&; control 
agreements from all parties holding deposit, mmmodi@ or security 
accounfs included in the Collateral; (C) consent, subordinatim and 
estoppel agreements &om al l  lessors who own real property that is 
l e a d  by the Borrower on which the System substations (the 
"Leased Substations") are located (Borrower will confum that the 
only leased real p r o m  involved in the System are the Leased 
Substations); and @) collsents to assignment from the applicable 
fee owners of the property relating to any easement or right of way 
that is included in the System but that is not assignable; provided, 
that if the Borrower is unable to obtain such documents by the 
dosing date, and so long as no disruption of service by Bomwer is 
pending or threatened BS a result of Borrower not being able to 
obtain any such assignment or consent, Beal agrees to waive the 
requirement to deliver such documents as a condition to closing and 
the Borrower shall be obligated under the Laan Documents to use 
commercially reasonable efforts to obtain such documents as 
promptly as reasonably practicable and to institute appropriate 
legal proceedings, ifrequested by Beal, to obtain declaratoy relief 
andor to exercise its right of eminent domain to cause such 
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unassignable easements to be assigned to the Borrower or to obtain 
new easements acceptable to Beal to allow operation of the System 
as currently operated ifsuch documents arenotobtaindwithiu 120 
days after the closing date of the Loan; 

Real Prouertv Documents. In addition to the appraisals and 
mvbnmmd reports described above, all of the followingdatmg 
to all  real property included in the System (including al l  fee owned 
and leasehold property included in the System): Access to Oopies of 
the easements and rights of way included in the System; copies of 
all the title exception documents encumbering any of the System 
substations (the “Substations”); evidence that the applicable 
premiums have been paid and that the applicable title insurance 
compmy is committed to issue title insurance policies relating to 
ea& Substation in a form, smount and issued by a title insurance 
compaty, in each case acceptable to Beal; and current surveys of 
each Substation certified to Beal by a registered public surveyor 
acceptable to Bed, showing (i) a metes and bounds description of 
such property, (ii) all recorded or visible boundary lines, building 
locations, locations of utilities, easements, rights-of-way, rights of 
access, building or set-back lines, dedications, and natural and 
manufactured objects affectins such property, (iii) any 
encroachments upon or protrusions fiom the such pmpertya (iv) any 
area federally designated as a flood hazard, and (v) such other 
matters as Bed may reasonably require; and 

Corporate Documents. Articles of incorporation, bylaws, 
resolutions, certificates of secretary and such other evidence of the 
existence, good standing and authority of l3ormmr, CRE, the Coop 
and Xcel. 

The Loan Documents to which the BOKOWW is a party shall contain the 
covenants, representations, warranties, conditions, yield protection 
provisions, indemnity and evenfs of default described on Schedule 1 hereto 
and such other provisions not listed thereon that are otherwise satisfactmy 
to Beal and the Borrower. 

(i) The Loan Documents must contain provisions pursuant to which the 
Borrower agrees that: 

(i) Limitation on Scoue of Business. The Borrower will not engage in 
any business other than the transactions contemplated by the 
Transaction Documents and will not voluntarily join any Regional 
Transmission Organization unless the tariff payments to the 
BOITOWW are comparable ta those. charged pursuant to the 
Transmission Service Agreement and any othercmqmable service 
agreements between Borrower and other transmission customers. 
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(ii) Reserve Funds. The Borrower wilI be required to establish and 
maintain the following: 

(A) Debt Reserv e Fund. A debt service reserve fund (herein so 
called) in a minimum amount equal at any time to the lesser o t  
(1) an mount equal to the debt service (both principal and interest) 
payable on the Loan for a period of 2 years or (2) the aggregate 
mount of remain@ principal and interest installments due unda 
the Loan; provided that (x) the Debt Reserve Fund will not be 
funded at c l b g  but will be b d e d  over time as described below 
una the Variable Rate T d D a t e ;  and (y) after the Variable Rate 
TtuifTDate and as Iong as FERC shali not have modified the tariff 
then applicable to the Borrower in a manner that would reasonably 
be expectsd, as reasonably determined by Beal, to have a Material 
Adverse Effect, the Debt Reserve Fund will no longerbenxpmdto 
be funded but the amount then held therein will continue to be held 
as Collateral for the Loan and be available to make the regularly 
scheduled payments when due thmunder if Borrower does not 
otherwise have suf€icient funds to make the payment (it being 
understood for the avoidance of doubt that there shall be no 
obligation to replenish any amomts withdrawn from the Debt 
Service Reserve Fund at any time after the Variable Rate Tariff 
Date unless FERC shall have modified the tariff then applicable to 
the Borrower in a manner that would reasonably be expected, as 
reasonably determined by Beal, to have a Material Advm Effect); 

(B)Maintenance Reserve Fund. A maintenance reserve fund 
(herein so called) shall be established on the closing date in an 
amount equal to $5,500,000; and 

(c) Working Catital Reserve Fund. A working capital reserve fund 
(herein so called) in a minimum amount equal to $500,000. 

Reserve Accounts. Each of the foregoing reserve funds shall be held at an 
institution mutually agreeable to the Borrower and Beal, shall be held in 
such segregated accounts and shall be invested in such permitted 
investments as Beal may approve in its reasonable discretion. The reserve 
h d s  and the related accounts shall be Collateral and Beal shall be granted 
control over all the accounts in which r e m e  funds are held. The Borrower 
shall have no right to make any withdrawals from any such accounts except 
that prior to a default, amounts in such accounts may be withdrawn by the 
Borrower as described below in the Release of Reserve section of this Term 
Sheet. 

Fundine: Reserves. The foregbing reserve h d s  shall be funded as follows: 

NewCorp Resources Electric Cooperative, Inc. 
Term Sheet, Page 12 of 16 

DALLAS2 985449V1120722-00702 001 952 PIONEER 1-23 
FERC D#ES03-42000 ,- 

Page 44 of 51 



..d- 

The Maintenance Reserve Fund and the Working Capital Reserve 
Fund shall be M y  funded fkom Loan proceeds as described in the 
Use of Proceeds Section of this Tenn Sheet; 

On the 15* day of each month when no Event of Default exists, the 
Borrower shall use its Excess Cash Flow in the following order of 
priori@ and for the follows purposes: 

(A) to fund any deficiency in the Working Capital Reserve 
Fund; 

(B) S m d .  to fund any deficiency of less than $3,000,000 in the 
Maintenance Reserve Fund; 

( C ) m  up to the next $20,833 shall be used to fund any 
deficiency in the Debt Service Reserve Fun& 

(D) Fourth to make payments under any Subordinated Reserve 
Loans (as hereafter defined); 

(E) Fifth up to the next $20,833 may be retained by the Borrower 
and used for general corporate purposes; 

(F) && to fimd any further deficiency in the Debt Reserve Fund; 
and 

(G)Swenth any remaining amounts may be retained by the 
Borrower and used for general corporate purposes (including 
for distributions to its members). 

The term "Excess Cash Flow" will be calculated as of the end ofeachmonth 
for the month then ended and shall be defined to mean the total of the 
following for such period, calculated without duplication: (a) the total 
amount received under the terms of the'Transmission Service Agreement 
plus any other accounfs receivable of the Borrower; minus (b) the total 
amount paid to CRE under the O&M Agreement or directly paid by the 
Borrower in respect of the operation and maintenance costs for the System; 
minus (c) scheduled amortization of indebtedness actually paid; minus (d) 
property taxes paid 

Release of Reserves. Funds in the foregoing reserve funds may be used as 
follows: 

(i) Funds from the Debt Service Reserve Fund shall be held as 
Collateral for the Loan and shall be available to make the regularly 
scheduled payments when due thereunder if Borrower does not 
otherwise have sufficient funds to make the payment except that 

I 
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amounts held in the Debt Service Reserve Fund in excess of the 
amounts required to be deposited therein may be released and used 
to make the payments then coming due; 

(ii) Funds on deposit in the Maintenance Reserve Fund may be used 
h m  time to time to pay: (A)the costs associated with the 
e x t r a o r d i n a r y ~  OrrepairreqUiredtoketptheSysteanm 

for improvements to the System in an aggregate amount not to 
exceed $2,500,000. Notwithstanding the fmgohg, ifthe Bortww 
shali have received a tari f f  approved by FERC that will allow the 
Bonower to mup the costs of constnrction far improvema to 
the System, such costs of construction shall not be included m the 
computation of the foregoing $2,500,000 basket. The Loan 
Documents (as defmed below) shall provide that the Maintenmce 
Reserve Funds shall be released to the Borrower &s needed to pay 
the cost of repair or construction as and when i n d  in the same 
ma~erasconstructionadvancesatetypicallydisbursed;provided 
that if the cost of repair or wmtnrction relating to a single project 
is less than $250,000, the total amount may be r e l d  to the 
Borrower in a single sum so long as the Borrower has satisfied all 
conditions required for advances under the Loan Documents; and 

good worlring order and condition, and (€3) thf3oarts ofcxmmction 

(iii) Funds fiom the Working Capital Reserve Fund may be used by the 
BOKOWH to fimd the Borrower's working capital in the ordinary 
course of business when the Borrower otherwise does not have 
sufZcient funds for that purpose. 

FERC Reduction of Minimum Amount. In the event that FERC shall have 
made a determhation that the amounts held in the reserie b d s  described 
above are excessive, then the minimum mounts required by the Loan 
Documents to be held therein shall be reduced to the mounts allowed by 
FERC and the amounts then on deposit in the related accounts in excess of 
the FERC allowed amounts shall be used to make a principal repayment on 
the Loan (without regard to the prepayment provisions described above). 

A- 

Subordinated Reserve Loans. The Loan Ducuments shall include a 
provision pursuant to which CRE shall commit to make subordinated loans 
to the Borrower (the "Subordinated Reserve Loans") if the funds otherwise 
available to the Borrower (in the Maintenance Reserve Fund, the Working 
Capital Reserve Fund or otherwjse) are not sufficient to fidly pay the cost of 
any repair required to keep the System in good operating condition. The 
Subordinated Reserve Loans shall be u n s d  and subordinated inr&tof 
payment to the prior payment in full of the Loans (except as provided above 
with respect to the monthly distributions of Excess Cash Flow). The 
Subordinated Reserve Loans shall mature after the Loan, shall be payable 
only fiom the monthly distributions of Excess Cash Flow described above 
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(i) The Loan Documents shd include the obligation fithe&mowerto deliver 
legal opinions, addressing, among other customary matters, that: (a) CRE 
qualifiesasanexemptintrastateholdingcoanpanyandhascorapliedWi~1 
requiremen& for such exemption under the PUHCA; (b) CRE's holding of 
itsmembershipinterestintheBorrowaispermi#edundesPUHCA;and(c) 
dlFERC andPuHCArequirenoeats,~if,necessaryforthe~~~ 
CRFi to enter into and to pedorm their respective obligations under the 
Transaction Documents have been meL The PUHCA opinion wiU be 
rendered by Milbank, Tweed, Hadley Bt McCloy, U P ,  the FERC opinion 
will be rendered by eggs  and Adler, P.C., and other Opinions with respect 
to the Bor~oweis, CRE's mcl the Coop's existence, good standin& and 
authorization to enter into the transactions contemplated hmby, such other 
corporate authorbation or organizational mams as Bed may request, the 
capitalization of the Borrower, Texas law governed documents, tlae Creation 
and perfection of Liens, and the Borrowet possessing the right of eminent 
domain will be rendered by Ronnie Lyons. 

(k) Beal must be provided evidence that the organizational documents 
applicable to the Borrower will prohibit its member from commencing a 
voluntary bankruptcy proceeding involving the I3omwer and must be on 
other terms that are satisfactory to Beal. 

(1) AU representations and warranties contained in the Loan Documents must 
be true and correct in al l  material rapects and Beal shall not have become 
aware after the date hereof of any idormation or other matter affecting the 
Borrower or the transactions contemplated hereby which is inconsistat in a 
material and adverse manner with any such information or other matter 
disclosed to Bed prior to the date hereof. 

* 

(m) Beal must be provided with any other data or information that Bed 
reasonably determines it needs to t m d d t e  the Loan. 

(n) No material adverse legislative or regulatory developments affecting CRE, 
the Borrower or their respective businesses shall have occurred, no material 
casualty or other physical loss effecting the System shall have occurred and 
no other material adverse change shall have occurred in the business, assets, 
or condition (financia! or otherwise) of CRE or the Borrower. No material 
litigation affecting CRE, the Borrower or their respective businesses other 
than the litigation disclosed to Beal in writing prior to the closing date shall 
have occurred. 

(0) The recordation of all deeds of trust, financing statements and releases of 
prior lenders or existing lienholder (except with respect to permitted liens) 
so as to create first priority perfected liens and security interests (subject to 
permitted liens) in the Collateral to be provided to Beal. 
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(p) J3eal shall have received all fees required to be paid, and all expenses for 
which invoices have been presented, on or before the closing date. 

(4) Copies of all casualty insurance policies covering the Substations, together 
with certificates of insurance relating thereto showing Beal as loss payee 
and additional insured shall have been d e l i v d  to W. 

(r) A closing certificab signed by the chief executive officer of the Borrower 
CertQing, among other things, to: (i) the sources and uses of hds; (ii) no 
default then existing; and (ii) the satisfaction of the conditions set forth in 
clause (1) (ie., truth of representations and warranties) and clause (n) (i.e., 
no material adverse change) above. 

(s) The Loan Documents shall include the obligation for the Borrower, 
promptly upon the submission of an application by any third party to the 
Borrower for service on the System, to file with FERC the modifications to 
Borrower's OATT to (a) correct the identification of the control area 
operator and (b) remove the "not to exceed charges" charge specifications 
for ancillary services. 

(t) The Borrower shall have delivered and Beal shall have approved the initial 
O&M Budget. 

(u) All procesdings taken in comection with the transactions contemplated 
hereby, all documentation incident thereto and legal matters relating thereto 
shall be satisfactory to Beal in its reasonable discretion. 

(v) Such other conditions precedent as are customary in transactions similar to 
the transactions 'contemplated hereby - 

GOVERNING LAW: The Loan and the documents evidencing and securing same are to be governed by 
Texas law. .Ad". 
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Schedule 1 
to 

New Corp Resoutces Electri~ Cooperative, Inc. 
Term Sheet 

Rep~mtations and warranties as to the foliowing applicable to the Borrower7 thb Coop an8 CRE 
subject, in, dtah in+&i~~ces, to materiality qudifk~ appfoved by &ak Finahcia1 stakinents; absence of 
undis&sed liabilities; no material advm change; carporate existenCe; compliance with taw and agreements 
except for sueh nowIupliance that oodd not rerrsonably be expected to have, as reasonabIy d&imninedtryBd, 
a Matsrial Adverse Effeot; corporate power and authority; enforceabilily of Ttansaction h m d b ;  approvals 
and consents; execution, delivery and performance having no d c t  with law or mntractwl obligations; no 
material litigation (other than as disclosed to Beal); no default under material obligations; ownership and 
condition of property; taxes; use of proceeds; insurance; liens; indebbxlws; intellectual p-, no burdensome 
restrictions; Federal Reserve regulations; ERISA; Investment Company Act; subsidiaries; capitalization of the 
Borrowex; avironmatal matters; accuracy of disclosure; the Transaction Dawnents and the trmactions 
contemplated thereby; location of Collsteral; third parties in possession of Collateral; &closure of deposit, 
COmModity and secuxity accounts; other typical collateral related disclosures; as to the easements and rights of 
way necessary for the operation of the System, that Borrower has the easements, rights of way and other property 
rights as are necessary for the operation and maintamce of the System; the status of the assignability of the 
easements and rights of way included in the Systeni; and that the Borrower has the power to condemn private 
properly. 

AffirmatSbe Covenants: 

AErmative Covenants relating to the following applicable to the BOKOWW, subject, in certain iastances 
to materiality qualifiers approved by Bed: Delivery of the unaudited quarterly and annual financial statements of 
Borrower that Borrower files with FERC, audited consolidated annual and consolidated quarterly financial 
statements for CRE, accountants' letters, officers' certificates and other information requested; payment oftaxes, 
claims and other obligations subject to customary contest rights; continuation of business and maintenance of 
existence and material rights and privileges; compliance with laws and contractual obligations except for such 
noncompliance that could not reasonably be expected to have, as reasonably determined by Beal, a Material 
Adverse Effect; maintenance of property; use of proceeds; delivery to Beal of condemnation and insurance 
proceeds with provisions to allow the disbursement of the same to the Borrower if no Event of Default ex& with 
amounts in excess of $250,000 being released as the costs of repair and rebuilding are in&, maintenance of 
books and records; right of Beal to inspect property and books and records; notices of defaults, litigation and 
other material events; further assurances; maintenance of the corporate separateness of Borrower; and material 
compliance with environmental laws except for such noncompliance that could not reasonably be expected to 
have, as reasonably determined by Beal, a Material Adverse Effect. 

A 
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