[DRAFT]

November 5, 1998

To:  Gary Hickerson

       Enron Capital & Trade Resources Corp.

From:  Scott Porter


Enron International Inc.

At the request of Enron International Inc. (“EI”), Enron Capital & Trade Resources Corp. (‘ECT”) has agreed to execute an interest rate swap transaction (“Transaction”) with Bijupira-Salema Development Company Ltd. (the “Company”) in connection with a project financing transaction that EI is arranging for Petroleo Brasileiro S.A. –Petrobras (“Petrobras”) for the development of the Bijupira and Salema oil fields located offshore Brazil. The confirmation for the Transaction (“Confirmation”) is hereby attached as Exhibit 1. 

The Transaction has two components -- a fixed rate/Libor rate swap (“Swap 1”) and a "spread" swap (“Swap 2”).  Swap 1 is composed of amounts computed pursuant to clause (i) of the definition of Fixed Amount and clause (i) of the definition of Floating Amount in the Confirmation.  Swap 2 is composed of amounts computed pursuant to clauses (iv) and (v) of the definition of Fixed Amount and clause (ii) of the definition of Floating Amount in the Confirmation.  

The purpose of this Memorandum is to set forth the mutual understandings between EI and ECT of the allocation of benefits and obligations in connection with the Transaction.  Such allocations are as follows:  

(i)  ECT will be allocated all benefits and obligations relating to Swap 1, except as otherwise provided in clauses (iii), (iv), (v) and (vi) below, and ECT will be responsible for managing the risks associated with Swap 1.

However, ECT will provide EI with market quotations if requested to support the rates and prices associated with Swap 1 and any adjustments thereto that may be made from time to time.

(ii) EI will be allocated all benefits and obligations relating to Swap 2, and EI will be responsible for managing the risks that ECT incurs as a result of having entered into Swap 2.

(iii) Should ECT sustain any losses or costs arising as a result of the Company restructuring, terminating, rescheduling, replacing, amending or adjusting the Transaction and should ECT not be fully reimbursed by the Company for such losses in a timely manner, EI will make a cash payment to ECT equivalent to the amount of ECT’s losses or costs so that economically ECT will be in the same position it would have been in had it not incurred such losses or costs.
(iv) EI will be responsible to ECT for any losses which ECT may incur which arise as a result of the credit standing of the Company.

(v) EI will be responsible for the costs of any collateral or letters of credit that ECT is required to provide to any third party in connection with any transaction that ECT enters into to hedge its exposure under Swap 1.  ECT will consult with EI and work with EI to minimize such costs.

(vi) The Confirmation provides that if a “Reserve Deficiency” occurs and the “Reserve Indemnity” is no longer in effect, ECT may be required to defer receipt of certain amounts due to it under the Transaction.  Should this occur, EI will make a cash payment to ECT equivalent to the amount deferred so that economically ECT will be in the same position it would have been in had such Reserve Deficiency not occurred, 


If this memorandum correctly sets forth your understanding of the matters set forth herein, please sign a copy of this memorandum in the space provided below.

______________________

_______________________

Scott Porter



Gary Hickerson
Senior Vice President


Vice President
Enron International Inc.

Enron Capital & Trade Resources Corp.

Attachment
