SECURITY AGREEMENT dated as of              May, 2001

Between: 
Salmon Energy LLC, a Delaware limited liability company, duly formed and validly existing under the laws of the State of Delaware (Salmon Energy);

Pegasus Power Partners, LLC, a limited liability company, duly formed and validly existing under the laws of the State of Delaware (Pegasus); and 

U.S. Bank Trust National Association a national banking association organized under the laws of the United States of America (Collateral Agent). 

Whereas:

(A)
Salmon Energy intends to enter into a turbine contract (the Turbine Contract) with GE Packaged Power, Inc., a Delaware corporation (the Seller) pursuant to which the Seller shall sell and Salmon Energy shall purchase (the Turbine Acquisition) four LM 6000 Enhanced Sprint Gas Turbine Generator Sets (as more specifically defined in the Turbine Contract, together, the Turbines and individually, a Turbine).

(B)
Salmon Energy has been established solely for the purpose of carrying out the Turbine Acquisition and of developing one or more projects for the construction of a generating facility to incorporate one or more of the Turbines, or transferring one or more of the Turbines to a third party (the Project).

(C)
After giving effect to the transactions contemplated by the Letter Agreement dated as of April 4, 2001 (the Letter Agreement) between Pegasus and Enron North America Corp. (ENA), Pegasus will own 80% of the membership interests in Salmon Energy. 

(D)
In order to finance the Turbine Acquisition and the transactions contemplated by the Letter Agreement, Pegasus has entered into (i) a Note Purchase Agreement dated as of April 26, 2001 (as amended, modified and supplemented and in effect from time to time, the Note Purchase Agreement) with the purchasers whose names appear in the acceptance form attached thereto under the heading Purchasers (each, a Purchaser and, collectively, the Purchasers), providing, subject to the terms and conditions thereof, inter alia, for the issuance by Pegasus to the Purchasers of $46,000,000 aggregate principal amount of its Floating Rate Secured Notes due July 25, 2002 (together with all notes delivered in substitution or exchange for any of said Notes pursuant to the Note Purchase Agreement, the Notes) and (ii) a Unit Purchase Agreement with the Initial Purchaser party thereto, providing for the issuance by Pegasus to the Initial Purchaser of Class D Units for a purchase price of $25,000,000 (the Units).

(E)
The proceeds of the Notes and the Units shall be loaned by Pegasus to Salmon Energy (the Inter-Company Loan) in consideration for the execution and delivery by Salmon Energy to Pegasus of a promissory note (the Inter-Company Note) in the amount of $67,776,700.

(F)
To induce Pegasus to make the Inter-Company Loan and for other good and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, Salmon Energy has agreed to pledge and grant security interests in the Salmon Energy Collateral (as hereinafter defined) as security for the Secured Obligations (as hereinafter defined).

Now, therefore, the parties hereto do hereby agree as follows: 

Definitions; Interpretation

Definitions

1.1
Terms defined in the Note Purchase Agreement are used herein as defined therein, unless otherwise defined herein.  In addition, as used herein the following terms shall have the following respective meanings (all terms defined in this Section 1 and in the other provisions of this Agreement in the singular to have the same meanings when used in the plural and vice versa):

Accounts Receivable has the meaning assigned to such term in Section 4(c) hereof.

Documents has the meaning assigned to such term in Section 4(h) hereof.

Equipment has the meaning assigned to such term in Section 4(f) hereof.

Event of Default has the meaning assigned to such term in Section 10 of the Inter-Company Note.

Instruments has the meaning assigned to such term in Section 4(d) hereof.

Inventory has the meaning assigned to such term in Section 4(g) hereof.

Records has the meaning assigned to such term in Section 3(a) hereof.

Salmon Energy Assigned Agreements has the meaning assigned to such term in Section 4(a) hereof.

Salmon Energy Collateral has the meaning assigned to such term in Section 4 hereof.

Secured Obligations means all payment obligations of Salmon Energy in respect of the Inter-Company Note.

Uniform Commercial Code means the Uniform Commercial Code as in effect in the State of New York.

Interpretation

1.2
Except as otherwise specified in this Agreement or as the context otherwise requires, any reference in this Agreement to any agreement, contract or document shall mean such agreement, contract or document and all schedules, exhibits, attachments, appendices and annexes thereto, as amended, supplemented or modified and in effect from time to time.  Unless otherwise stated, any reference in this Agreement to any Person shall include its permitted successors and assigns and, in the case of any Governmental Body, any Person succeeding to its functions and capacities.  In addition, any term defined or used herein in the singular will be deemed to have the same meanings when used in the plural and vice versa.  Any reference in this Agreement to any Section or Annex means and refers to the Section contained in or Annex attached to this Agreement.

Acknowledgment

2.
Pegasus hereby gives notice to Salmon Energy of the collateral assignment of this Agreement and the Inter-Company Note to the Collateral Agent for the benefit of the Noteholders pursuant to the terms and provisions of the Pledge and Security Agreement and Salmon Energy hereby acknowledges receipt of such notice and consents to such assignment and confirms that it has not received notice of any other security interest granted by Pegasus to any other Person of any of its right, title or interest under this Agreement.  In connection with such assignment, the Collateral Agent shall be entitled to exercise any and all rights of Pegasus hereunder and under the Inter-Company Note (as such rights have been purported to be assigned pursuant to the Pledge and Security Agreement) in accordance with its terms and Salmon shall comply in all respects with such exercise.  Without limiting the generality of the foregoing, the Collateral Agent shall have (as such rights have been purported to be assigned pursuant to the Pledge and Security Agreement) the full right and power to enforce directly against Salmon all obligations of Salmon under the Assigned Agreement and otherwise to exercise all remedies thereunder and to make all demands and give all notices and make all requests required or permitted to be made by Pegasus under this Agreement.

For so long as any Note is outstanding, Salmon will not, without the prior written consent of the Collateral Agent, take any action to:


(i)
cancel or terminate, or suspend performance under, this Agreement or the Inter-Company Note or exercise any of its rights set forth in this Agreement to cancel or terminate, or suspend performance under, this Agreement or the Inter-Company Note,


(ii)
consent to or accept any cancellation, termination or suspension of this Agreement or the Inter-Company Note by Pegasus;


(iii)
amend, supplement or otherwise modify this Agreement or the Inter-Company Note (as in effect on the date hereof); or


(iv)
sell, assign or otherwise dispose of (by operation of law or otherwise) any part of its interest in or obligations under this Agreement or the Inter-Company Note. 

Salmon shall deliver to the Collateral Agent a copy of any notice required to be delivered to Pegasus hereunder or under the Inter-Company Note.
Representations and Warranties

3.
Salmon Energy represents and warrants to Pegasus that as of the date hereof:

(a)
The registered office of Salmon Energy is located c/o CT Corporation; 1209 Orange Street; Wilmington, DE 19801, and the chief executive office of Salmon Energy and the office at which Salmon Energy keeps its records concerning the Salmon Energy Collateral (the Records) and the original copies of the Salmon Energy Assigned Agreements is located c/o Delta Power Company, LLC in Morristown, New Jersey.  

(b)
To the knowledge of Salmon Energy after due inquiry, Salmon Energy (i) is a limited liability company duly formed, validly existing and in good standing under the laws of the State of Delaware and (ii) is duly qualified to do business in each jurisdiction in which the nature of the business conducted by it or proposed to be conducted by it makes such qualification necessary.
(c)
Salmon Energy has and at all relevant times has had, all necessary limited liability company power and authority and legal right to execute, deliver and perform its obligations under this Agreement.  The execution, delivery and performance by Salmon Energy of this Agreement and the consummation of the transactions contemplated hereby has been duly authorized by all necessary limited liability company action on the part of Salmon Energy.  This Agreement has been duly and validly executed and delivered by Salmon Energy, and constitutes the legal, valid and binding obligation of Salmon Energy, enforceable in accordance with its terms, except as the enforceability thereof may be limited by (x) applicable bankruptcy, insolvency, moratorium or other similar laws affecting the enforcement of creditor's rights generally; and (y) the application of general principles of equity (regardless of whether such enforceability is considered in a proceeding at law or in equity).
(d)
At the time Salmon Energy acquires rights in any of the Salmon Energy Collateral, Salmon Energy will be the sole legal and beneficial owner of the Salmon Energy Collateral, and no Lien will exist upon the Salmon Energy Collateral at any time (and no right or option to acquire the same exists in favor of any other Person), except for Permitted Liens and except for the pledge and security interest in favor of Pegasus created or provided for herein, which pledge and security interest, after financing statements have been filed in the appropriate offices against Salmon Energy, constitute a first priority perfected pledge and security interest in and to all of the Salmon Energy Collateral to the extent such security interest can be perfected under the Uniform Commercial Code.

(e)
Upon the acquisition of any Equipment and Inventory to which Salmon Energy has taken title or possession, such Equipment and Inventory shall be located at its address set forth in Annex I hereto or at one or more other locations established by Salmon Energy in accordance with the requirements of this Section 3(e).  Salmon Energy will not permit any Equipment or Inventory to be located at any other location until (i) it shall have given to Pegasus not less than 30 days’ prior written notice of its intention to do so, clearly describing such new location and providing such other information in connection therewith as Pegasus may reasonably request and (ii) with respect to such new location, it shall have taken such action as may be necessary and appropriate, as reasonably determined by Pegasus, to maintain the effectiveness of the Lien of Pegasus over the Salmon Energy Collateral as against third parties and the priority thereof intended to be granted hereby at all times in full force and effect.

(f)
No effective filing, registration, mortgage or financing statement or other similar instrument or recordation under the law of any jurisdiction covering all or any part of the Salmon Energy Collateral is on file in any filing, registration or recording office, except those to be filed in respect of and covering the security interest and Liens granted in favor of Pegasus pursuant to this Agreement and the other Security Documents.

(g)
Salmon Energy will obtain all consents to assignment from each of the parties (the Contracting Parties) to the Salmon Energy Assigned Agreements.  Salmon Energy agrees and confirms that the execution and delivery of the consents to assignment by the Contracting Parties shall constitute (i) notice to each Contracting Party of the security assignment by Salmon Energy of all of its rights, title and interest in and to the Salmon Energy Assigned Agreements and (ii) unconditional and irrevocable instructions from Salmon Energy to each Contracting Party that all payments due or to become due and all amounts payable to Salmon Energy thereunder shall, until Pegasus shall have paid in full all of its obligations under the Note Purchase Agreement, be made in accordance with the Agency and Disbursement Agreement.

(h)
No Governmental Approval by, and no filing with, any Governmental Body is required to be obtained by Salmon Energy in connection with this Agreement and the transactions contemplated hereby (except for the filing of the financing statements in the jurisdictions identified in Annex II hereto).

(i)
There are no Proceedings now pending against Salmon Energy, or to the knowledge of Salmon Energy after due inquiry, threatened against or affecting Salmon Energy, any of its Property or the Salmon Energy Collateral which has or could reasonably be expected to have a Material Adverse Effect.

(j)
Salmon Energy has filed or obtained extensions with respect to the filing of, income tax returns, and other tax returns which are required to be filed by it, and has paid all taxes due pursuant to such returns or pursuant to any assessment received by Salmon Energy, except such taxes, if any, as are being contested in good faith and by proper proceedings as to which adequate reserves have been provided.  Salmon Energy is not party to any action or proceeding for the assessment or collection of taxes, nor has any claim for assessment or collection of taxes been asserted against Salmon Energy or its properties except such actions, proceedings or claims as are being contested in good faith and by proper proceedings and as to which adequate reserves have been established in accordance with GAAP.

Collateral

4.
As collateral security for the prompt payment in full when due (whether at stated maturity, by acceleration or otherwise) of the Secured Obligations, now existing or hereafter arising, Salmon Energy pledges, hypothecates, assigns, and transfers to Pegasus, and hereby grants to Pegasus, a security interest in, all of Salmon Energy’s right, title and interest to and under the following to the extent such interest may be pledged, hypothecated, assigned or transferred, whether now owned by Salmon Energy or hereafter acquired and whether now existing or hereafter coming into existence and wherever located (all being collectively referred to herein as Salmon Energy Collateral):

(a)
the following agreements and documents:


(i)
the Turbine Contract;

(ii)
the Additional Project Documents;

(iii)
all other contracts relating to the Project to which Salmon Energy now is or hereafter becomes a party; and

(iv)
to the extent assignable, each and every bond, indemnity, warranty, guaranty and other similar document relating to the performance by any party (except Salmon Energy) of any of the foregoing;

as each such agreement, contract and document may be amended, supplemented, modified, renewed and in effect from time to time (said agreements, contracts and documents, being, individually, a Salmon Energy Assigned Agreement, and, collectively, the Salmon Energy Assigned Agreements), including, without limitation:  (i) all rights of Salmon Energy to receive moneys due and to become due under or pursuant to the Salmon Energy Assigned Agreements, (ii) all rights of Salmon Energy to receive proceeds of any insurance, bond, indemnity, warranty or guaranty with respect to the Salmon Energy Assigned Agreements, (iii) all claims of Salmon Energy for damages arising out of or for breach of or default under the Salmon Energy Assigned Agreements and (iv) all rights of Salmon Energy to terminate, amend, supplement, modify or waive performance under the Salmon Energy Assigned Agreements, to perform thereunder and to compel performance; and, to the extent not included in the foregoing, all proceeds, products, revenues, issues, income, benefits, accessions, additions, substitutions and replacements of and to any and all of the foregoing;

(b)
all Governmental Approvals now or hereafter held in the name, or for the benefit, of Salmon Energy (provided that any Governmental Approval which by its terms or by operation of law would become void, voidable, terminable or revocable if mortgaged, pledged or assigned hereunder or if a security interest therein was granted hereunder is expressly excepted and excluded from the Lien and terms of this Agreement to the extent necessary so as to avoid such voidness, avoidability, terminability or revocability);

(c)
all accounts and general intangibles (each as defined in the Uniform Commercial Code) of Salmon Energy constituting any right to the payment of moneys, including, without limitation, all moneys due and to become due to Salmon Energy in respect of any loans or advances or for Inventory or Equipment or other goods sold or leased or for services rendered, all moneys due and to become due to Salmon Energy under any guarantee (including a letter of credit) of the purchase price of Inventory or Equipment sold by Salmon Energy and all tax refunds (such accounts, general intangibles and moneys due and to become due being herein called collectively Accounts Receivable);

(d)
all instruments, chattel paper or letters of credit (each as defined in the Uniform Commercial Code) of Salmon Energy evidencing, representing, arising from or existing in respect of, relating to, securing or otherwise supporting the payment of, any of the Accounts Receivable, including, without limitation, promissory notes, drafts, bills of exchange and trade acceptances (herein collectively called Instruments);

(e)
all other accounts, instruments, chattel paper or general intangibles of Salmon Energy not constituting Accounts Receivable;

(f)
all fixtures and equipment (as such term is defined in the Uniform Commercial Code) of Salmon Energy including, without limitation, all machinery, apparatus, installation facilities and other tangible personal property of Salmon Energy (herein collectively called Equipment);

(g)
all inventory (as such term is defined in the Uniform Commercial Code) of Salmon Energy including, without limitation, in all of its forms, wherever located: (i) fuel, tires and other spare parts inventory, consumable supplies inventory and maintenance materials inventory and raw materials and work in progress therefor, finished goods thereof, and materials used or consumed in the manufacture or production thereof, (ii) goods in which Salmon Energy has an interest in mass or a joint or other interest or right of any kind and (iii) goods which are returned to or repossessed by Salmon Energy, and all accessions thereto and products thereof and documentation therefor (herein collectively called Inventory);

(h)
all documents of title (as defined in the Uniform Commercial Code) or other receipts of Salmon Energy covering, evidencing or representing Inventory or Equipment (herein collectively called Documents);

(i)
each contract and other agreement of Salmon Energy relating to the sale or other disposition of Inventory or Equipment;

(j)
all general or special deposit accounts, including any demand, time, savings, passbook or similar account maintained by Salmon Energy with any bank, trust company, savings and loan association, credit union or similar organization, and all money, cash, securities and other properties of Salmon Energy deposited in any such account;

(k)
all inventions, processes, production methods, proprietary information, know‑how and trade secrets used in or relating to the Project, and all licenses or user or other agreements granted to Salmon Energy with respect to any of the foregoing in each case whether now or hereafter owned or used;

(l)
all information, customer lists, identification of suppliers and subcontractors, data, plans, blueprints, designs, recorded knowledge, surveys, architectural, structural, mechanical and engineering plans and specifications, studies, reports and drawings, test reports, manuals, material standards, processing standards, performance standards, catalogs, computer and automatic machinery software and programs, all accounting information and all media in which or on which any information or knowledge or data or records may be recorded or stored and all computer programs used for the compilation or printout of such information, knowledge, records or data, prepared by or on behalf of Salmon Energy including, without limitation, for the improvement or development of the Project or any part thereof;

(m)
all causes of action, claims and warranties now or hereafter owned or acquired by Salmon Energy in respect of any of the items listed in Section 4(k) or (l) hereof;

(n)
all rights, claims and benefits of Salmon Energy against any Person arising out of, relating to or in connection with Inventory or Equipment purchased by Salmon Energy including, without limitation, any such rights, claims or benefits against any Person storing or transporting such Inventory or Equipment;

(o)
all insurance policies, whether owned by or payable to Salmon Energy, insuring against any risks whatsoever (including, without limitation, casualty, property damage, liability and death), including, without limitation, all such policies required to be maintained under §8.14 of the Note Purchase Agreement with respect to the Turbines, the Project or other Property of Salmon Energy, all loss proceeds and other amounts payable to Salmon Energy thereunder, any indemnity, warranty or guaranty in respect of the Property insured thereby, and all eminent domain or similar proceeds or awards with respect thereto and all other rights of Salmon Energy with respect thereto and all rights of Salmon Energy to receive proceeds of any insurance, bond, indemnity, warranty or guaranty; and 

(p)
all other tangible and intangible property of Salmon Energy including, without limitation, all proceeds, products, rents, revenues, issues, profits, royalties, income, benefits, accessions, additions, substitutions and replacements of and to any of the Property of Salmon Energy described in clauses (a) through (o) of this Section 4 (including, without limitation, any proceeds of insurance thereon and all causes of action with respect thereto) and any indemnity, warranty or guaranty in respect of the Project or of any of the foregoing, and, to the extent related to any Property described in said clauses or such proceeds, products and accessions, all books, correspondence, credit files, records, invoices and other papers, including, without limitation, all tapes, cards, computer runs and other papers and documents of Salmon Energy or any computer bureau or service company from time to time acting for Salmon Energy.

Covenants

5.
Salmon Energy covenants and agrees that, until all the Secured Obligations shall have been paid in full:

(a)
Salmon Energy shall preserve and maintain its existence and all of its licenses, rights, privileges and franchises that are necessary for the maintenance of its existence and the fulfillment of its obligations under this Agreement.

(b)
Salmon Energy shall pay and discharge all Taxes now or hereafter imposed on Salmon Energy, on its income or profits, on any of its Property or upon the Liens provided for herein prior to the date on which penalties attach thereto for which the failure to so pay and discharge has or could reasonably be expected to have a Material Adverse Effect; provided that Salmon Energy shall have the right to contest in good faith the validity or amount of any such Tax.

(c)
Salmon Energy shall not create, incur, assume or suffer to exist any Lien upon any of the Salmon Energy Collateral, except for Permitted Liens.

(d)
Salmon Energy shall promptly upon obtaining knowledge of any action, suit or proceeding at law or in equity by or before any Governmental Body, arbitral tribunal or other body pending or threatened against Salmon Energy which could result in a material adverse effect on Salmon Energy or the ability of Salmon Energy to fulfill its obligations under this Agreement or upon becoming aware of any other circumstance, act or condition (including, without limitation, the adoption, amendment or repeal of any Governmental Rule or the Impairment of any Governmental Approval or notice (whether formal or informal, written or oral) of the failure to comply with the terms and conditions of any Governmental Approval) which could result in a material adverse effect on Salmon Energy or the ability of Salmon Energy to fulfill its obligations under this Agreement, furnish to Pegasus a written notice of such event describing the same in reasonable detail and, together with such notice or as soon thereafter as possible, a description of the action that Salmon Energy has taken and proposes to take with respect thereto. 

Further Assurances; Remedies

Delivery and Other Perfection

6.1
In furtherance of the grant of the pledge and security interest pursuant to Section 4 hereof, Salmon Energy hereby agrees with Pegasus as follows: 

(a)
Salmon Energy shall deliver and pledge to Pegasus any and all Instruments, endorsed and/or accompanied by such instruments of and consents to assignment and transfer in such form and substance as Pegasus may request; provided that, so long as no Event of Default shall have occurred and be continuing, (i) Salmon Energy may retain for collection in the ordinary course any Instruments received by Salmon Energy in the ordinary course of business, except as otherwise provided for in the Transaction Documents, and (ii) Pegasus shall, promptly upon written request of Salmon Energy, make appropriate arrangements for making any other Instrument pledged by Salmon Energy available to Salmon Energy for purposes of presentation, collection or renewal (any such arrangement to be effected against appropriate trust receipt or like document);

(b)
Salmon Energy shall give, execute, deliver, file and/or record any financing statement, continuation statement, notice, instrument, document, agreement or other papers that may be necessary or desirable or reasonably requested by Pegasus in a notice to Salmon Energy, to create, preserve, perfect or validate the pledge and security interest granted pursuant hereto or to enable Pegasus to exercise and enforce its rights hereunder with respect to such pledge and security interest including, without limitation, causing any or all of the Salmon Energy Collateral to be transferred of record into the name of Pegasus or its nominee; 

(c)
Salmon Energy shall permit representatives of Pegasus, upon reasonable notice, during normal business hours to inspect and make abstracts from its Records, and permit representatives of Pegasus to be present at Salmon Energy's place of business to receive copies of all communications and remittances relating to the Salmon Energy Collateral, all in such manner as Pegasus may require, and forward promptly to Pegasus written copies of any notices or communications received by Salmon Energy with respect to the Salmon Energy Collateral; 

(d)
Salmon Energy shall promptly notify (and Salmon Energy hereby authorizes Pegasus so to notify) each account debtor in respect of any Accounts Receivable or Instruments that such Salmon Energy Collateral has been assigned to Pegasus hereunder, and that any payments due or to become due in respect of such Salmon Energy Collateral are to be made directly to Pegasus;

(e)
Salmon Energy shall upon the acquisition after the date hereof by Salmon Energy of any Equipment covered by a certificate of title or ownership and having an aggregate value (individually or together with all other such Equipment) of $100,000 or more, cause Pegasus to be listed as the lienholder on such certificate of title and within 120 days of the acquisition thereof deliver evidence of the same to Pegasus; and 

(f)
Salmon Energy shall notify Pegasus (within 90 days of the acquisition thereof) when it acquires any property described in Section 4(g) hereof and take such actions, as Pegasus shall request to perfect a security interest in such Property.

Other Financing Statements and Liens

6.2
There is no financing statement (or similar statement or instrument of registration under the law of any jurisdiction) covering or purporting to cover any interest of any kind in the Salmon Energy Collateral, Salmon Energy will not file or suffer to be on file, or authorize or permit to be filed or to be on file, in any jurisdiction, any financing statement or like instrument with respect to the Salmon Energy Collateral in which Pegasus is not named as the sole secured party, other than financing statements filed with respect to Liens that are Permitted Liens.

Special Provisions Relating to Assigned Agreements.

6.3(a)
If an Event of Default shall have occurred and be continuing, in addition to the rights set forth in Section 6.4 hereof, Pegasus may collect, compromise, forgive, extend, or settle any indebtedness arising under any of the Salmon Energy Assigned Agreements, and Salmon Energy agrees to be bound by any collection, compromise, forgiveness, extension or settlement made by Pegasus with respect to the Salmon Energy Assigned Agreements.  The costs and expenses (including reasonable attorneys’ fees and disbursements) of collection, whether incurred by Salmon Energy or Pegasus, shall be borne by Salmon Energy.

(b)
Anything herein to the contrary notwithstanding, Salmon Energy shall remain liable to perform all of its duties and obligations under each of the Salmon Energy Assigned Agreements and in respect of the Salmon Energy Collateral to the same extent as if this Agreement had not been executed.  The exercise by Pegasus of any of the rights and remedies hereunder shall not release Salmon Energy from any of its duties or obligations under any of the Salmon Energy Assigned Agreements or in respect of the Salmon Energy Collateral.  Pegasus shall not have any obligation or liability under any of the Salmon Energy Assigned Agreements or otherwise in respect of the Salmon Energy Collateral by reason of this Agreement or be obligated to perform any of the obligations or duties of Salmon Energy under any of the Salmon Energy Assigned Agreements or otherwise in respect of the Salmon Energy Collateral or to take any action to collect or enforce any claim for payment or any other right assigned hereunder.

(c)
If an Event of Default has occurred as a result of Salmon Energy failing to perform any agreement contained herein or in any of the Salmon Energy Assigned Agreements, Pegasus may with prior notice to Salmon Energy, itself perform, or cause the performance of, such agreement, and the reasonable expenses of Pegasus incurred in connection therewith shall be payable by Salmon Energy and shall be Secured Obligations to Pegasus secured under Section 4 hereof.

(d)
If an Event of Default shall have occurred and be continuing, in addition to the rights set forth in Section 6.4 hereof, Pegasus may (i) enforce all remedies, rights, powers and privileges of Salmon Energy under any and all of the Salmon Energy Assigned Agreements and (ii) to the extent permitted by the terms and provisions of such Salmon Energy Assigned Agreements (as supplemented by the Seller Consent and Agreement and any other consent), substitute itself or any nominee or trustee of Pegasus in lieu of Salmon Energy as party to any of such Salmon Energy Assigned Agreements and notify the obligor of any rights thereunder (Salmon Energy hereby agreeing to deliver any such notice at the request of Pegasus) that all payments and performance under the relevant Salmon Energy Assigned Agreement shall be made or rendered to Pegasus or such other Person as Pegasus may designate.

Events of Default, Etc.

6.4(a)
During the period during which an Event of Default shall have occurred and be continuing:

(i)
Salmon Energy shall, at the request of Pegasus, assemble the Salmon Energy Collateral constituting tangible personal property owned by it at such place or places, reasonably convenient to both Pegasus and Salmon Energy, designated in Pegasus’ request;

(ii)
Pegasus may make any reasonable compromise or settlement deemed desirable with respect to any of the Salmon Energy Collateral and may extend the time of payment, arrange for payment in instalments, or otherwise modify the terms of, any of the Salmon Energy Collateral;

(iii)
Pegasus shall have all of the rights and remedies with respect to the Salmon Energy Collateral of a secured party under the Uniform Commercial Code (whether or not said Code is in effect in the jurisdiction where the rights and remedies are asserted) and such additional rights and remedies to which a secured party is entitled under the laws in effect in any jurisdiction where any rights and remedies hereunder may be asserted, including, without limitation, the right, to the maximum extent permitted by law, to exercise all voting, consensual and other powers of ownership pertaining to the Salmon Energy Collateral as if Pegasus were the sole and absolute owner thereof (and Salmon Energy agrees to take all such action as may be appropriate to give effect to such right);

(iv)
Pegasus may, in its name or in the name of Salmon Energy or otherwise, demand, sue for, collect or receive any money or property at any time payable or receivable on account of or in exchange for any of the Salmon Energy Collateral, but shall be under no obligation to do so; and

(v)
Pegasus may, upon five Business Days’ prior notice to Salmon Energy of the time and place, with respect to the Salmon Energy Collateral or any part thereof which shall then be or shall thereafter come into the possession, custody or control of Pegasus or its agent, sell, lease, assign or otherwise dispose of all or any part of such Salmon Energy Collateral, at such place or places as Pegasus deems advisable, and for cash or for credit or for future delivery (without thereby assuming any credit risk), at public or private sale, without demand of performance or notice of intention to effect any such disposition or of the time or place thereof (except such notice as is required above or by applicable statute and cannot be waived), and Pegasus or anyone else may be the purchaser, lessee, assignee or recipient of any or all of the Salmon Energy Collateral so disposed of at any public sale (or, to the extent permitted by law, at any private sale) and thereafter hold the same absolutely, free from any claim or right of whatsoever kind, including any right or equity of redemption (statutory or otherwise), of Salmon Energy, any such demand, notice and right or equity being hereby expressly waived and released.  Pegasus may, without notice or publication, adjourn any public or private sale or cause the same to be adjourned from time to time by announcement at the time and place fixed for the sale, and such sale may be made at any time or place to which the sale may be so adjourned.

(b)
The proceeds of each collection, sale or other disposition under this Section 6.4 shall be applied in accordance with Section 6.6 hereof.
Private Sale

6.5
Absent gross negligence or willful misconduct, Pegasus shall incur no liability as a result of the sale of the Salmon Energy Collateral, or any part thereof, at any private sale, pursuant to Section 6.4 hereof, conducted in a commercially reasonable manner.  Absent gross negligence or willful misconduct, Salmon Energy hereby waives any claims against Pegasus arising by reason of the fact that the price at which the Salmon Energy Collateral may have been sold at such a private sale was less than the price which might have been obtained at a public sale or was less than the aggregate amount of the Secured Obligations, even if Pegasus accepts the first offer received and does not offer the Salmon Energy Collateral to more than one offeree.

Application of Proceeds

6.6
Except as otherwise herein expressly provided, the proceeds of any collection, sale or other realization of all or any part of the Salmon Energy Collateral pursuant hereto, and any other cash at the time held by Pegasus under this Section 6, shall be applied by Pegasus in accordance with Section 7 of the Agency and Disbursement Agreement.

Attorney‑in‑Fact

6.7
Without limiting any rights or powers granted by this Agreement to Pegasus, upon the occurrence and during the continuance of any Default or Event of Default Pegasus is hereby appointed the attorney‑in‑fact of Salmon Energy for the purpose of carrying out the provisions of this Section 6 and taking any action and executing any instruments which Pegasus may deem necessary or advisable to accomplish the purposes hereof, which appointment as attorney‑in‑fact is irrevocable and coupled with an interest.  Without limiting the generality of the foregoing, so long as Pegasus shall be entitled under this Section 6 to make collections in respect of the Salmon Energy Collateral, Pegasus shall have the right and power to receive, endorse and collect all checks made payable to the order of Salmon Energy representing any payment or other distribution in respect of the Salmon Energy Collateral or any part thereof and to give full discharge for the same.

Perfection

6.8
Prior to or concurrently with the execution and delivery of this Agreement, Salmon Energy shall file such financing statements and other documents in such offices as Pegasus may request to perfect the security interests granted by Section 4 of this Agreement. Following the date hereof, Salmon Energy shall file any additional financing statements and continuation statements.  Salmon Energy hereby authorizes Pegasus to file one or more financing or continuation statements, and amendments thereto, relating to all or any part of the Salmon Energy Collateral without the signature of Salmon Energy (as the case may be) where permitted by law.  Copies of any such statement or amendment thereto shall promptly be delivered to Salmon Energy.

Termination

6.9(a)
Upon the date on which all Secured Obligations shall have been paid in full, the security interests created by this Agreement shall terminate and all rights to the Salmon Energy Collateral shall revert to Salmon Energy, and upon the written request of Salmon Energy containing a certification that all Secured Obligations have been paid in full, Pegasus shall forthwith promptly cause to be assigned, transferred and delivered, against receipt but without any recourse, warranty or representation whatsoever, free and clear of the Lien created hereto or any other Lien created by any of the Secured Parties, any remaining Salmon Energy Collateral or money received in respect thereof, to or on the order of Salmon Energy and all of Salmon's obligations hereunder shall terminate.  Pegasus shall also promptly execute and deliver to Salmon Energy upon such written request and certification such Uniform Commercial Code termination statements, and such other documentation as shall be reasonably requested by Salmon Energy to effect the termination and release of the Liens on the Salmon Energy Collateral.
Expenses

6.10
Salmon Energy agrees to reimburse Pegasus for all reasonable costs and expenses of Pegasus (including, without limitation, the reasonable fees and expenses of legal counsel) in connection with:

(a) 
any Default, Event of Default and any enforcement or collection proceeding resulting therefrom, including, without limitation, all manner of participation in or other involvement with: 


(i) 
performance by Pegasus of any obligation that Salmon Energy has failed or refused to perform;


(ii) 
bankruptcy, insolvency, receivership, foreclosure, winding up or liquidation proceedings, or any actual or attempted sale, or any exchange, enforcement, collection, compromise or settlement in respect of any of the Salmon Energy Collateral, and for the care of the Salmon Energy Collateral and defending or asserting rights and claims of Pegasus in respect thereof, by litigation or otherwise, including expenses of insurance;


(iii) 
judicial or regulatory proceedings; and 


(iv) 
workout, restructuring or other negotiations or proceedings (whether or not the workout, restructuring or transaction contemplated thereby is consummated); and

(b) 
the enforcement of this Section 6.10, and all such costs and expenses shall be Secured Obligations entitled to the benefits of the collateral security provided pursuant to Section 4 hereof.

Further Assurances

6.11
Salmon Energy agrees that, from time to time upon the request of Pegasus, it will execute and deliver such further documents and do such other acts and things as Pegasus may reasonably request in order fully to effectuate the purposes of this Agreement.

Miscellaneous

No Waiver

7.1
No failure on the part of Pegasus or any of its agents to exercise and no delay in exercising, and no course of dealing with respect to, any right, power or remedy hereunder shall operate as a waiver thereof, and no single or partial exercise of any right, power or privilege hereunder shall preclude any other or further exercise thereof or the exercise of any other right, power or privilege.  The remedies provided herein are cumulative and are not exclusive of any remedies provided by law.

Notices

7.2
All notices, requests and other communications provided for herein (including, without limitation, any modifications of, or waivers or consents under, this Agreement) shall be given or made in writing (including, without limitation, by telecopy or electronic means (if, in the case of notice by telecopier or electronic means, the sender on the same day sends a confirming copy of such notice by a recognized overnight delivery service)) delivered to the intended recipient at the “Address for Notices” specified below its name on the signature page hereof or, as to any party, at such other address as shall be designated by such party, in a notice to each other party.  Except as otherwise provided in this Agreement, all such communications shall be deemed to have been duly given when transmitted by telecopier or personally delivered or, in the case of a mailed notice or a notice sent by overnight courier, upon receipt, in each case given or addressed as aforesaid.

Waivers, Etc.

7.3
This Agreement may be amended or modified only by an instrument in writing signed by Salmon Energy and Pegasus, and any provision of this Agreement may only be waived by Pegasus; provided that no amendment, modification or waiver shall, unless by an instrument in writing signed by Pegasus, alter the terms of this Section 7.3 or have the effect of releasing any of the Salmon Energy Collateral.  Any waiver shall be effective only in the specific instance and for the specified purpose for which it was given.
Successors and Assigns

7.4
This Agreement shall be binding upon and inure to the benefit of the respective successors and assigns of Salmon Energy and Pegasus (provided, however, that Salmon Energy shall not assign or transfer its rights hereunder without the prior written consent of Pegasus).

Counterparts

7.5
This Agreement may be executed in two or more counterparts, each of which shall be deemed an original but all of which together shall constitute one and the same instrument.

Agents

7.6
Pegasus may employ agents and attorneys‑in‑fact in connection herewith. 

Severability

7.7
If any provision hereof is invalid and unenforceable in any jurisdiction, then, to the fullest extent permitted by law, (a) the other provisions hereof shall remain in full force and effect in such jurisdiction and shall be liberally construed in order to carry out the intentions of the parties hereto as nearly as may be possible and (b) the invalidity or unenforceability of any provision hereof in any jurisdiction shall not affect the validity or enforceability of such provision in any other jurisdiction.

Headings

7.8
The headings in this Agreement are for convenience of reference only and shall not limit or otherwise affect any of the terms hereof.

Reinstatement

7.9
This Agreement and the Liens created hereunder shall automatically be reinstated if and to the extent that for any reason any payment by or on behalf of Salmon Energy in respect of the Secured Obligations is rescinded or must otherwise be restored by any holder of the Secured Obligations, whether as a result of any proceedings in bankruptcy or reorganization or otherwise, Salmon Energy shall indemnify Pegasus on demand for all reasonable costs and expenses (including, without limitation, fees and expenses of counsel) incurred by Pegasus in connection with such rescission or restoration.

Governing Law

7.10
This Agreement shall be governed by, and construed in accordance with, the law of the State of New York.  

Jurisdiction

7.11
Salmon Energy hereby irrevocably submits to the non‑exclusive jurisdiction of the Supreme Court of the State of New York sitting in the Borough of Manhattan in the City of New York and of the United States District Court for the Southern District of New York, and any appellate court therefrom, in any action or proceeding arising out of or relating to this agreement or any other Financing Document or any other document executed in connection herewith or therewith, and Salmon Energy hereby irrevocably agrees that all claims in respect of such action or proceeding may be heard and determined in such New York State or Federal court.  Salmon Energy hereby appoints and designates CT Corporation, whose address is 111 Eighth Avenue, 13th Floor, New York, NY 10011, or any other person having and maintaining a place of business in the state of New York whom Salmon Energy may from time to time hereafter designate (having given 30 days’ notice thereof to Pegasus), as the duly authorized agent for receipt of service of legal process.  Salmon Energy hereby agrees that service of process in any such proceeding may be effected by mailing a copy thereof by registered or certified mail (or any substantially similar form of mail), postage prepaid, to it at its address specified below or at such other address of which each noteholder shall have been notified pursuant thereto.  Salmon Energy hereby irrevocably waives, to the fullest extent that it may legally do so, the defense of an inconvenient forum to the maintenance of such action or proceeding.  Salmon Energy irrevocably consents to the service of any and all process in any action or proceeding by the mailing or delivery of copies of such process to it at the office at the address specified below.  Salmon Energy agrees that a final judgment in any such action or proceeding shall be conclusive and may be enforced in other jurisdictions by suit on the judgment or in any other manner provided by law.  
Waiver of Jury Trial

7.12
SALMON ENERGY AND PEGASUS HEREBY IRREVOCABLY WAIVE, TO THE FULLEST EXTENT PERMITTED BY LAW, ANY AND ALL RIGHT TO TRIAL BY JURY IN ANY LEGAL PROCEEDING ARISING OUT OF OR RELATING TO THIS AGREEMENT OR THE TRANSACTIONS CONTEMPLATED HEREBY.
No Third Party Beneficiaries

7.13
The agreements of the parties hereto are solely for the benefit of Salmon Energy and Pegasus, and no Person (other than the parties hereto including, to the extent set forth herein, the Collateral Agent) shall have any rights hereunder.

In witness whereof, the parties hereto have caused this Agreement to be duly executed and delivered as of the day and year first above written.

SALMON ENERGY LLC

By:
______________________________
Name:


Title:


Address for Notices:

c/o Delta Power Company

89 Headquarters Plaza

North Tower, 14th Floor

Morristown, NJ 07960

Attn: President

Telecopy:  973-326-1821



Copy to:

Enron North America Corp.

121 Southwest Salmon Street

Portland, Oregon 97204

Attn: Jake Thomas 


Telecopy No.:503-464-3740

Copy to:

Enron North America Corp.

1400 Smith Street

Houston, Texas 77002

Attn: Sheila Tweed 


Telecopy No.:713-646-3393
PEGASUS POWER PARTNERS, LLC
By:
______________________________
Name:


Title:
 
Address for Notices:

89 Headquarters Plaza

North Tower, 14th Floor

Morristown, NJ 07960

Attn: President

Telecopy:  973-326-1821 
U.S. BANK TRUST NATIONAL ASSOCIATION, 

not in its individual capacity but as Collateral Agent
By:
______________________________
Name:


Title:
 
Address for Notices:

550 South Hope Street, Suite 500

Los Angeles, CA 90071

Attn: Linda Verstuyft

Telecopy:  213-533-8736
Annex I

Location of Equipment and Inventory

Harris County, Texas (Houston, Texas)

Annex II

Jurisdictions for the filing of Financing Statements

Secretary of State of New Jersey

Secretary of State of Delaware

Secretary of State of Texas

County Clerk's Office of Harris County (Texas)

Dated as of                May, 2001

SALMON ENERGY LLC

PEGASUS POWER PARTNERS, LLC, as Secured Party and

U.S. BANK TRUST NATIONAL ASSOCIATION, as Collateral Agent
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