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1400 Smith, Houston, TX 77002 Tel: (713) 853-3300 Fax (713) 646-3490
	Date:
	September 1, 2000



	To:
	Talon I LLC



	Attention:
	LJM2 Co-Investment, L.P.



	From: 
	Harrier I LLC



	Re: 
	Option Transaction


Dear Sir/Madam:

The purpose of this letter (this "Confirmation") is to confirm the terms and conditions of the transaction entered into between Harrier I LLC ("Party A") and Talon I LLC ("Party B") on the Trade Date specified below (the "Transaction").  This Confirmation supplements, forms part of, and is subject to, the ISDA Master Agreement dated as of April 18, 2000, as amended and supplemented from time to time (the "Agreement") between Party A and Party B.  All provisions contained in the Agreement govern this Confirmation except as expressly provided below.

The definitions and provisions contained in the 2000 ISDA Definitions (the "2000 Definitions") and the 1999 ISDA Credit Derivatives Definitions (the "Credit Definitions") (collectively, the "ISDA Definitions") (as published by the International Swaps and Derivatives Association, Inc.) and any subsequent amendment thereto are incorporated into this Confirmation.  In the event of any inconsistency between the 2000 Definitions and the Credit Definitions, the Credit Definitions will govern.  In the event of any inconsistency between the ISDA Definitions and this Confirmation, this Confirmation will govern.  Reference is made to that certain Confirmation of Option Transaction dated September 1, 2000, between Enron Corp., as Party A therein, and ENA CLO I Holding Company I L.P., as Party B therein (the "ENA CLO Put").
1.  The terms of the Transaction to which this Confirmation relates are as follows:

General Terms and Parties:

Trade Date:

September 1, 2000
Effective Date:





September 1, 2000
Option Style:





American
Seller:





Party B

Buyer:





Party A
Calculation Agent:



Party A
Exercise Business Day:



Houston, Texas and New York City, New York
Premium:

Payable to Seller in accordance with that certain letter agreement dated September 1, 2000, among Party A, Party B, and Enron Corp. (the "Premium Letter")

Premium Payment Date:
As stated in the Premium Letter
Commencement Date:
The Base Premium Payment Date
Expiration Date:

August 3, 2003
Expiration Time:
4:00 p.m. (local time in Houston)

Earliest Exercise Time:
10:00 a.m. (local time in Houston)

Latest Exercise Time:
4:00 p.m. (local time in Houston)

Option Type:

The Option Transaction entitles Buyer to require that Seller pay to Buyer the Shortfall Value of the Purchased Interest attributable to the Reference Obligation with respect to which the Exercise Condition is satisfied as of the applicable Exercise Date.
Exercise Condition:
In order for Buyer to exercise the Option Transaction as of any Exercise Date, (1) the Reference Obligation in respect of which a Shortfall Value has occurred shall have been subject to a purchase under the terms of the ENA CLO Put whereby Enron Corp. has purchased a Purchased Interest (as defined in the ENA CLO Put) related to the Reference Obligation, and (2) the Unused Amount is greater than zero; provided, the Option Transaction may be exercised for a Shortfall Value on any Exercise Date only to the extent of the positive Unused Amount.  The Calculation Agent will make the determination of whether the Exercise Condition has been satisfied as of the Exercise Date with respect to any particular Reference Obligation and the related Purchased Interest.  "Unused Amount" means (i) USD 93,746,590 minus (ii) the aggregate of all payments previously made by Seller under this Transaction.  
Reference Obligation Information:

Reference Entity:
Each entity referenced in a Reference Obligation, and "Reference Entities" includes each Reference Entity
Reference Obligation:
Each of the following obligations of the Referenced Entities, and "Reference Obligations" includes each Reference Obligation:
(1)
American Coal Company subordinated secured loan facility having an aggregate outstanding principal amount as of the Trade Date equal to $35,000,000.00;



(2)
Beau Canada Exploration Ltd. zero coupon subordinated loan having an aggregate outstanding principal amount as of the Trade Date equal to $12,265,128.71;



(3)
Bonus Resource Services Corp. secured subordinated term loan having an aggregate outstanding principal amount as of the Trade Date equal to $15,000,000.00;


(4)
Can Fibre of Riverside, Inc. secured subordinated loan having an aggregate outstanding principal amount as of the Trade Date equal to $15,000,000.00;


(5)
Can Fibre of Riverside Project Solid Waste Disposal Revenue Bonds having an aggregate outstanding principal amount as of the Trade Date equal to $25,000,000.00;


(6)
CityForest Corporation junior subordinated loan having an aggregate outstanding principal amount as of the Trade Date equal to $10,000,000.00;


(7)
CityForest Corporation senior subordinated loan having an aggregate outstanding principal amount as of the Trade Date equal to $19,610,000;


(8)
DPR Holding Company, LLC/Cline Entities (Dakota Loan) senior secured term loan having an aggregate outstanding principal amount as of the Trade Date equal to $7,146,416.25;


(9)
DPR Holding Company, LLC/Cline Entities (Panther Loan) senior secured term loan having an aggregate outstanding principal amount as of the Trade Date equal to $15,908,269;


(10)
East Coast Power L.L.C. participation in first $30,000,000 in amortization of a $187,900,000 unsecured subordinated loan having an aggregate outstanding principal amount as of the Trade Date equal to $30,000,000.00;



(11)
Heartland Steel, Inc. senior subordinated notes having an aggregate outstanding principal amount as of the Trade Date equal to $15,000,000.00;



(12)
HV Marine Services, Inc. senior subordinated notes having an aggregate outstanding principal amount as of the Trade Date equal to $23,542,484.80;



(13)
Kafus Industries Ltd. convertible promissory notes having an aggregate outstanding principal amount as of the Trade Date equal to $23,740,282.34;



(14)
Segundo Navarro (Lewis Energy) loan having an aggregate outstanding principal amount as of the Trade Date equal to $2,216,666.70;



(15)
LSI Interests, Ltd. term loan facility and conditional term loan facility having an aggregate outstanding principal amount as of the Trade Date equal to $5,200,000.00;



(16)
PCDI Oconto Falls Tissue, LLC secured subordinated loan having an aggregate outstanding principal amount as of the Trade Date equal to $5,000,000.00;



(17)

Sierra Well Service, Inc. senior secured loan having an aggregate outstanding principal amount as of the Trade Date equal to $24,410,000;



(18)
Sierra Well Service, Inc. subordinated secured credit loan having an aggregate outstanding principal amount as of the Trade Date equal to $28,142,233.51; and



(19)
TransCoastal Marine Services, Inc. subordinated secured loan facility having an aggregate outstanding principal amount as of the Trade Date equal to $20,000,000.00.



In each case the outstanding principal amount as of the Trade Date shall be referred to herein as the "Principal Trade Date Amount."

Procedure for Exercise:
Multiple Exercise:



Applicable
Notional Amount:
In lieu of specifying a Notional Amount, Buyer shall identify the Reference Entities, Reference Obligations, and the Purchased Interests attributable thereto, for each Exercise Date.

Minimum Notional Amount:
Inapplicable  

Maximum Notional Amount:


Inapplicable

Integral Multiple:




Inapplicable

Automatic Exercise:
Applicable

Cash 







Settlement:       


Shortfall Value:
Seller



 shall pay to Buyer on the third Business Day following each Valuation Date, an amount equal to the absolute value of the negative amount calculated in accordance with the following formula:



(Market Value of Purchased Interest attributable to Reference Obligation) minus (Original Value of Purchased Interest attributable to Reference Obligation)   







Market Value:
In respect of each Valuation Date, 
the amount reasonably determined by Calculation Agent on the basis of financial performance, company, industry, and other objective valuation factors conducted in accordance with the valuation process consistently applied in material conformity with prior practices by Calculation Agent in the valuation of the Purchased Interest attributable to the Reference Obligation, and applying any cash and the value of all other property in payment of the Purchased Interest attributable to the Reference Obligation. 
Original Value:
With respect to any principal obligation, the Principal Trade Date Amount for such Reference Obligation shall apply, and with respect to any interest obligation, the interest on such Reference Obligation calculated upon the interest rate set forth in the Reference Obligation as of the Trade Date, in each case without regard to any subsequent waiver, modification, workout, waiver, or restructuring, whether or not agreed upon by or otherwise implemented by any Affiliate of Buyer

Valuation Time:
As of the close of business of the Calculation Agent on the Valuation Date
Valuation Date:
The (i) Expiration Date and (ii) each Exercise Date 












(i) 










2.  Account and Notice Details:

	Address for Notices to Party A:
	Harrier I LLC

c/o Enron Corp.

1400 Smith Street

Houston, Texas  77002

Attention:  Corporate Treasury

Telephone:  (713) 853-3353

Fax:  (713) 646-3422



	Address for Notices to Party B:
	Talon I LLC

c/o LJM2 Co-Investment, L.P.

333 Clay Street, Suite 1203

Houston, TX  77002

Attention:  Andrew S. Fastow

Telephone:  (713) 345-5867

Fax:  (713) 646-8656



	
	

	
	

	Account for Payments to Party A:
	Harrier I LLC

Citibank, N.A.

Acct. No.:  3042-6504

ABA No.:  021000089



	Account for Payments to Party B:
	Talon I LLC Cash Collateral Account

Wilmington Trust Company

Acct. No.:  51419-0

ABA No:  031100092


Please confirm that the foregoing correctly sets forth the terms of our agreement by executing the copy of this Confirmation enclosed for that purpose and returning it to us.

Yours sincerely,

Harrier I LLC

By:
Enron Corp., its managing member

By: ______________________

Name:

Title:
Date Executed:
Confirmed effective as of the date first above: 

Talon I LLC

By:
LJM2 CO-INVESTMENT, L.P.,

its Servicer

By:
LJM2 Capital Management, L.P.,


its general partner


By:
LJM2 Capital Management, LLC,




its general partner

By:  ______________________

Name:

Title:
Date Executed:
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