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ANNEX A

COLLATERAL AND EXPOSURE PROVISIONS

This Annex A supplements, forms part of, and is incorporated into, the Agreement (as defined in that certain Master Agreement to which this Annex A is attached).  Capitalized terms used in this Annex A but not defined herein shall have the meanings given such terms in the Agreement.  This Annex A is a Credit Support Document for all purposes under the Agreement.

I.
Definitions.  As used in this Annex A:

"Business Day" shall mean a weekday other than a weekday on which commercial banks in the City of New York are required or authorized by law to close for business.

"Cash Collateral" shall have the meaning attributed to it in Section VII(a).

"Cash Equivalent Collateral" shall have the meaning attributed to it in Section VII (b).

"Collateral" shall mean (a) Cash Collateral, and/or (b) Cash Equivalent Collateral.

"Collateral Account" shall have the meaning attributed to it in Section VII(a)(ii).

"Collateral Requirement" shall have the meaning attributed to it in Section II(b).

"Credit Rating" shall mean, with respect to a party or entity on any date of determination, the respective rating then assigned to its unsecured and unsubordinated long-term debt or deposit obligations by Standard & Poor's Corporation ("S&P") or Moody's Investor Services Inc. ("Moody's").

"Counterparty" shall mean Merrill Lynch Capital Services, Inc.

"Current Value" of an outstanding Transaction, on any date and in respect of a party, shall mean the Market Quotation for such Transaction, calculated by the Exposed Party in good faith and in a commercially reasonable manner as if:

(a) the parties to the Agreement had selected Market Quotation and the Second Method for purposes of Section 6(e) thereof;

(b) an Early Termination Date had been effectively designated in respect of such Transaction as a result of a Termination Event, the Non-Exposed Party was the Affected Party, and the Exposed Party was the non-Affected Party;

(c) the date of calculation was the Early Termination Date; and

(d) the requirement for four Reference Market-makers was met by having the Exposed Party make a quotation as if the Exposed Party were the sole Reference Market-maker with respect thereto.

"Customer Account" shall have the meaning attributed to it in Section VII(b)(ii).

"EPMI" shall mean Enron Power Marketing, Inc.

"Exposed Party" shall mean a party that is entitled to receive Performance Assurance from the Non-Exposed Party in the amount of such Non-Exposed Party's Collateral Requirement.

"Exposure" shall mean for each outstanding Transaction, on any date and in respect of a party (the Exposed Party), the aggregate sum of:

(a) the Unpaid Amounts, if any, which shall be calculated as if the date of calculation was the Early Termination Date in respect of the Transaction, owing to such party (the Exposed Party) in respect of such Transaction, with the party (the Exposed Party) owed such amount having Exposure to the other party (the Non-Exposed Party) in such amount; and

(b)
the Current Value of the Transaction, if any, with the party (the Exposed Party) that would be owed such amount from the other party (the Non-Exposed Party) having Exposure to the other party (the Non-Exposed Party) in such amount.

"Exposure Amount" shall have the meaning attributed to it in Section II(a).

"Exposure Threshold" shall mean, with respect to a party on any date of determination, (a) the amount set forth opposite the Credit Rating which, in the case of EPMI for Enron Corp., and in the case of Counterparty for Merrill Lynch & Co., Inc. qualifies on that date or (b) zero if an Event of Default or Termination Event (or event that would constitute an Event of Default or Termination Event with the lapse of time or giving of notice or both) with respect to such party has occurred that is still continuing:

EXPOSURE THRESHOLD
CREDIT RATING


(Standard & Poor's/Moody's)



$10,000,000

BBB or better/ Baa or better


$5,000,000

BBB- /Baa3


$0

BB/Ba



"Letter of Credit Default" shall mean with respect to an outstanding Letter of Credit, the occurrence of any of the following events:  (i) the issuer of such Letter of Credit shall fail to maintain a long-term debt rating of at least A- by S&P or A3 by Moody's; (ii) the issuer of the Letter of Credit shall fail to comply with or perform its obligations under such Letter of Credit if such failure shall be continuing after the lapse of any applicable grace period; (iii) the issuer of such Letter of Credit shall disaffirm, disclaim, repudiate or reject, in whole or in part, or challenge the validity of, such Letter of Credit; (iv) such Letter of Credit shall expire or terminate, or shall fail or cease to be in full force and effect at any time during the term of the Agreement; or (v) any event analogous to an event specified in Section 5(a)(vii) of the Agreement shall occur with respect to the issuer of such Letter of Credit; provided, however, that no Letter of Credit Default shall occur in any event with respect to a Letter of Credit after the time such Letter of Credit is required to be canceled or returned to the Non-Exposed Party in accordance with the terms of this Annex.

"Letter of Credit" shall mean an irrevocable, transferable letter of credit, from a major U.S. commercial bank acceptable to the party in whose favor the letter of credit is issued (which party shall not unreasonably withhold such approval), utilizing the form set forth in Schedule 1 attached hereto, with such changes to the terms in that form as the issuing bank may require and as may be acceptable to the party in whose favor the letter of credit is issued.  Each Letter of Credit shall be a Credit Support Document and the issuer of such Letter of Credit shall be a Credit Support Provider for purposes of the Agreement.

"Net Exposure" shall have the meaning attributed to it in Section II(a).

"Non‑Exposed Party" shall mean a party that is obligated to provide Performance Assurance to the Exposed Party in an amount equal to the Non-Exposed Party's Collateral Requirement.

"Non-Requesting Party" shall mean the party to which a request is made to reduce the amount of Performance Assurance previously provided by the Requesting Party for the benefit of the Non-Requesting Party.

"Payment" shall have the meaning attributed to it in Section VII(f)(iv).

"Performance Assurance" shall mean (i) one or more Letters of Credit, and/or (ii) Collateral.

"Qualified Institution" shall have the meaning attributed to it in Section VII(a)(ii).

"Requesting Party" shall mean the party requesting a reduction in the amount of Performance Assurance previously provided by the Requesting Party for the benefit of the Non-Requesting Party.

II.
Calculations.
(a)
The "Exposure Amount" for each party shall be calculated for the total of all outstanding Transactions, by calculating each party's Exposure to the other party in respect of each Transaction and totaling the Exposures for each such party.  The party having the greater Exposure Amount at any time (the Exposed Party) shall be deemed to have a "Net Exposure" to the other party (the Non-Exposed Party) equal to the difference between its Exposure Amount and the other party's Exposure Amount.

(b)
The "Collateral Requirement" for a Non-Exposed Party shall mean the excess, if any, of the Exposed Party's Net Exposure over the sum of:

(i)
the Non-Exposed Party's Exposure Threshold plus if the party having the greater Net Exposure is rated below BBB- or Baa3, $5,000,000;

(ii)
the amount of Cash Collateral previously delivered by the Non-Exposed Party and then held for the benefit of the Exposed Party in a Collateral Account;

(iii)
the specified percentage of market value (calculated on a bid present value basis) of Cash Equivalent Collateral, previously delivered by the Non-Exposed Party and then held for the benefit of the Exposed Party in a Customer Account determined by the Exposed Party in good faith and in a commercially reasonable manner; and

(iv)
the remaining, undrawn portion of any outstanding Letter(s) of Credit maintained by the Non-Exposed Party for the benefit of the Exposed Party.

III.  Performance Assurance.
(a)
If, on any Business Day, a Non-Exposed Party's Collateral Requirement shall exceed One Dollar ($1.00), then the Exposed Party may demand that the Non-Exposed Party establish or deliver and maintain, so long as there is a Collateral Requirement in excess of One Dollar ($1.00) (subject to increase or reduction of Performance Assurance as provided herein), Performance Assurance for the benefit of the Exposed Party in an amount equal to or greater than the Non-Exposed Party's Collateral Requirement; provided, however, that the amount of Performance Assurance provided by the Non-Exposed Party shall be rounded up to the nearest integral multiple of $100,000 (such amount shall be rounded up if exactly between two such multiples).

(b)
On any Business Day (but no more frequently than monthly), a Requesting Party may request a reduction in the amount of Performance Assurance previously provided by the Requesting Party for the benefit of the Non-Requesting Party, provided that, after the requested reduction in Performance Assurance, the Requesting Party shall then have a Collateral Requirement of zero, and that no Event of Default or Termination Event with respect to Requesting Party shall have occurred and be continuing.  A permitted reduction in Performance Assurance may be effected by the return of Collateral to the Requesting Party or the reduction of the amount of an outstanding Letter of Credit previously issued for the benefit of the Non-Requesting Party.  In all cases, the cost and expense of reducing Performance Assurance (including but not limited to the reasonable costs, expenses, and attorneys' fees of the Non-Requesting Party) shall be borne by the Requesting Party.  The Non-Requesting Party shall have two (2) Business Days to effect a permitted reduction in Performance Assurance if such reduction is to be effected by the return of Collateral to the Requesting Party.  If a permitted reduction in Performance Assurance is to be effected by a reduction in the amount of an outstanding Letter of Credit previously issued for the benefit of the Non-Requesting Party, the Non-Requesting Party shall not unreasonably withhold its consent to a commensurate reduction in the amount of such Letter of Credit and shall take such action as is reasonably necessary to effectuate such reduction.

IV.
Delivery.  Unless otherwise agreed in writing by the parties, Performance Assurance demanded of a Non-Exposed Party by 10:00 a.m., New York time, on a Business Day shall be provided by the close of business on the second succeeding Business Day.  The demand sent, pursuant to the preceding sentence, by the Exposed Party shall specify account information for the Collateral Account and Customer Account to which Performance Assurance in the form of Cash Collateral and Cash Equivalent Collateral may be delivered.  Following the failure of the Non-Exposed Party to provide, increase, renew, substitute, or maintain (as the case may be) Performance Assurance as required herein, the Non-Exposed Party shall be entitled to one (1) Business Day, after notice from the Exposed Party of such failure, to cure such failure.

V.
Exposure Disputes.
(a)
If the Non-Exposed Party shall dispute the amount of Performance Assurance requested by the Exposed Party and such dispute relates to the amount of the Net Exposure claimed by the Exposed Party and not to the valuation of any Performance Assurance previously provided for the benefit of, or requested by, the Exposed Party, then the Non-Exposed Party shall (i) promptly notify the Exposed Party of the existence and nature of the dispute, and (ii) provide Performance Assurance to or for the benefit of the Exposed Party in an amount equal to the Non-Exposed Party's own estimate, made in good faith and in a commercially reasonable manner, of its Collateral Requirement.  In all such cases, the parties thereafter shall promptly consult with each other in order to reconcile the two conflicting amounts.  At any time prior to reconciliation of the amounts by mutual agreement of the parties, the Exposed Party may (and shall, if so requested by the Non-Exposed Party) recalculate its Net Exposure by requesting quotations from Reference Market-makers for the purpose of recalculating the Current Value (excluding Subparagraph (d) of the definition of Current Value) of each Transaction in respect of which the parties disagree as to the Current Value thereof, and the Exposed Party shall inform the Non-Exposed Party of the results of such recalculation (in reasonable detail).  Performance Assurance shall thereupon be provided, returned, or reduced, if necessary, in accordance with the results of such recalculation.

(b)
If the Requesting Party shall dispute the amount of Performance Assurance to be reduced by the Non-Requesting Party and such dispute relates to the amount of the Net Exposure claimed by the Non-Requesting Party and not to the valuation of any Performance Assurance previously provided for the benefit of the Non-Requesting Party, then the Requesting Party and the Non-Requesting Party shall promptly consult with each other in order to reconcile the two conflicting amounts.  At any time prior to reconciliation of the amounts by mutual agreement of the parties, the Non-Requesting Party may (and shall, if so requested by the Requesting Party) recalculate its Net Exposure by requesting quotations from Reference Market-makers for the purpose of recalculating the Current Value (excluding Subparagraph (d) of the definition of Current Value) of each Transaction in respect of which the parties disagree as to the Current Value thereof, and the Non-Requesting Party shall inform the Requesting Party of the results of such recalculation (in reasonable detail).  Performance Assurance shall thereupon be reduced, if necessary, in accordance with the results of such recalculation.

VI.
Letters of Credit.  Performance Assurance provided in the form of a Letter of Credit shall be subject to the following provisions.

(a)
Unless otherwise agreed in writing by the parties, each Letter of Credit shall be provided in accordance with Section IV hereof and in such manner as is mutually agreed in writing by the parties and customary in the relevant market, and each Letter of Credit shall be maintained for the benefit of the Exposed Party.  The Non-Exposed Party shall (i) renew or cause the renewal of each outstanding Letter of Credit on a timely basis as provided in the relevant Letter of Credit, (ii) if the bank that issued an outstanding Letter of Credit has indicated its intent not to renew such Letter of Credit, provide a substitute Letter of Credit at least twenty (20) Business Days prior to the expiration of the outstanding Letter of Credit, and (iii) if a bank issuing a Letter of Credit shall fail to honor the Exposed Party's properly documented request to draw on an outstanding Letter of Credit, provide for the benefit of the Exposed Party a substitute Letter of Credit that is issued by a bank acceptable to the Exposed Party, other than the bank failing to honor the outstanding Letter of Credit, within two (2) Business Days after such refusal, provided that, as a result of the Non-Exposed Party's failure to perform in accordance with (i), (ii), or (iii) above, the Non-Exposed Party's Collateral Requirement would be greater than zero.

(b)
As one method of providing Performance Assurance, the Non-Exposed Party may increase the amount of an outstanding Letter of Credit or establish one or more additional Letters of Credit.

(c)
(i)
A Letter of Credit shall provide that the Exposed Party may draw upon the Letter of Credit in an amount that is equal to all amounts that are due and owing from the Non-Exposed Party but have not been paid to the Exposed Party within the time allowed for such payments under the Agreement (including any related notice or grace period or both).  A Letter of Credit shall provide that a drawing may be made on the Letter of Credit upon submission to the bank issuing the Letter of Credit of one or more certificates specifying the amounts due and owing to the Exposed Party.

(ii)
If the Non-Exposed Party shall fail to renew, substitute, or sufficiently increase the amount of an outstanding Letter of Credit (as the case may be), or establish one or more additional Letters of Credit, or otherwise provide sufficient Performance Assurance in the form of Collateral so as to eliminate its Collateral Requirement, then the Exposed Party may draw on the entire, undrawn portion of any outstanding Letter of Credit upon submission to the bank issuing such Letter of Credit of one or more certificates specifying the amounts due and owing to the Exposed Party.  The Non-Exposed Party shall remain liable for any amounts owing to the Exposed Party and remaining unpaid after the application of the amounts so drawn by the Exposed Party.

(d)
If a party's Credit Support Provider shall furnish a Letter of Credit hereunder, the amount otherwise required under such Letter of Credit may at the option of such Credit Support Provider be reduced by the amount of any Letter of Credit established by such party (but only for such time as such party's Letter of Credit shall be in effect).  In the event a party shall be required to furnish a Letter of Credit hereunder, the amount otherwise required under such Letter of Credit may at the option of such party be reduced by the amount of any Letter of Credit established by such party's Credit Support Provider (but only for such time as such Credit Support Provider's Letter of Credit shall be in effect).

(e)
Upon or at any time after the occurrence or deemed occurrence of an Early Termination Date as a result of an Event of Default or a Termination Event, the Exposed Party may draw on any outstanding Letter of Credit in an amount equal to such amounts owing to it.  The Non-Exposed Party shall remain liable for any amounts owing to the Exposed Party and remaining unpaid after the application of the amounts so drawn by the Exposed Party.

(f)
A Non-Exposed Party may substitute a Letter of Credit for one or more other outstanding Letter(s) of Credit issued for the benefit of the Exposed Party, provided that the amount of such substitute Letter of Credit shall be at least equal to that of the Letter(s) of Credit being replaced (determined in good faith and in a commercially reasonable manner by the Exposed Party), and provided further that no Letter of Credit shall be canceled unless and until the Letter of Credit to be substituted therefor shall have been validly executed and issued for the benefit of the Exposed Party in accordance with applicable law.

(g)
Upon the occurrence of a Letter of Credit Default, the Non-Exposed Party agrees to deliver a substitute Letter of Credit or Collateral to the Exposed Party on or before the second Business Day after written demand by the Exposed Party (or the fifth Business Day if only clause (i) under the definition of Letter of Credit Default applies).  

(h)
In all cases, the costs and expenses (including but not limited to the reasonable costs, expenses, and attorneys' fees of the Exposed Party) of establishing, renewing, substituting, canceling, and increasing the amount of (as the case may be) a Letter of Credit shall be borne by the Non-Exposed Party.

VII.  Collateral.  Performance Assurance provided in the form of Collateral shall be subject to the following provisions.

(a)
Cash Collateral.  Collateral provided in the form of cash Dollars ("Cash Collateral") shall be subject to the following provisions.

(i)
All Cash Collateral shall be delivered by transfer to the account designated by the Exposed Party in accordance with the instructions provided in the Exposed Party's demand for Collateral made pursuant to Section IV.

(ii)
The Exposed Party hereby covenants and agrees that it will cause all Cash Collateral received by it from the Non-Exposed Party to be held in one or more accounts (each a "Collateral Account") with one or more institutions designated by the Exposed Party, which institutions shall be organized under the laws of the United States or a political subdivision thereof and shall be located in the United States and which institutions may include the Exposed Party itself or any affiliate thereof for so long as the Exposed Party's Credit Support Provider is rated BBB- or better by S&P or Baa3 or better by Moody's, or an agent for safekeeping, or a clearing agent (a "Qualified Institution"); provided, however, that if such institution is other than the Exposed Party or any affiliate thereof, then the rating of the long-term, unsecured, unsubordinated debt obligations of such institution must, at all times, be greater than "A-" (in the case of  S&P) and "A3" (in the case of Moody's).  Each Collateral Account shall bear a title indicating that the property therein is being held as Collateral for the Exposed Party, but such account may include collateral of other unaffiliated customers.  Subject to Sections III(b) and VII(d), the Non-Exposed Party shall have no right of access to or right of withdrawal from the Collateral Account without the prior written consent of the Exposed Party.  The Qualified Institution shall serve as custodian with respect to the Cash Collateral in a Collateral Account, and shall hold such Cash Collateral for the security interest of the Exposed Party and, subject to such security interest, for the ownership of the Non-Exposed Party.

(iii)
Upon or at any time after the occurrence or deemed occurrence of an Early Termination Date as a result of an Event of Default or a Termination Event, the Exposed Party shall have the right to withdraw Cash Collateral from a Collateral Account established for its benefit in an aggregate amount equal to the amount owing to it by the Non-Exposed Party, and, if a Qualified Institution is other than the Exposed Party, to cause the Qualified Institution at which such Collateral Account is maintained to pay over and transfer such Cash Collateral to the Exposed Party.  The Non-Exposed Party shall remain liable for any amounts owing to the Exposed Party and remaining unpaid after the application of the Cash Collateral withdrawn by the Exposed Party.  With respect to a Collateral Account, the Non-Exposed Party shall be obligated, upon the request from time to time of the Exposed Party, to provide the Qualified Institution or the Exposed Party with such completed and executed consents, approvals, financing statements, and agreements as may be required to effectuate the provisions hereof.

(iv)
If the Non-Exposed Party shall fail to provide any consent, approval, financing statement, or agreement required by Section VII(a)(iii) in a timely manner when requested to do so by the Exposed Party, then the Exposed Party shall be authorized by the Non-Exposed Party (but not required) to complete and execute such consent, approval, financing statement, or agreement, without the Non-Exposed Party's signature, as the Exposed Party may deem appropriate.  The Non-Exposed Party hereby appoints the Exposed Party as the Non-Exposed Party's agent and attorney-in-fact to complete and execute any such consent, approval, financing statement, or agreement in the Non-Exposed Party's name and to perform all other acts which the Exposed Party shall deem appropriate to perfect and continue its security interest in the Cash Collateral and to protect, preserve, and realize upon the Cash Collateral.  The power-of-attorney granted herein to the Exposed Party is coupled with an interest and is irrevocable.

(b)
Cash Equivalent Collateral.  Collateral provided in the form of book-entry United States Treasury bills, bonds and notes ("Cash Equivalent Collateral") shall be subject to the following provisions.

(i)
The book-entry method shall be used to effect delivery of Cash Equivalent Collateral hereunder in accordance with the instructions set forth in the Exposed Party's demand for Collateral made pursuant to Section IV.

(ii)
Unless otherwise requested by the Exposed Party, Cash Equivalent Collateral shall be delivered and maintained as follows: (1) the Non-Exposed Party shall cause Cash Equivalent Collateral to be transferred by federal wire transfer to an account maintained by a Qualified Institution (designated by the Exposed Party) at a Federal Reserve Bank; (2) the account of the Qualified Institution at such Federal Reserve Bank shall be a custody account for securities that the Qualified Institution holds for its unaffiliated customers and not for its own account; (3) the Qualified Institution shall act as custodian with respect to such Cash Equivalent Collateral; (4) the Qualified Institution shall hold such Cash Equivalent Collateral in custody in a customer account ("Customer Account") which account shall be in the name of the Non-Exposed Party for the security interest of the Exposed Party and, subject to such security interest, for the ownership of the Non-Exposed Party; (5) subject to Sections III(b) and VII(d), the Non-Exposed Party shall have no right of access to or right of withdrawal of such Cash Equivalent Collateral from a Customer Account without the prior written consent of the Exposed Party; and (6) the Exposed Party shall have the right to cause the Qualified Institution, by confirmation to the Exposed Party and by book-entry or otherwise on the books of the Qualified Institution, to identify the specific securities comprising Cash Equivalent Collateral (by amounts, names, or titles of issues, maturity dates, CUSIP numbers, and coupon and/or interest rates) as being held in a Customer Account for the security interest of the Exposed Party and, subject to such security interest, for the ownership of Non-Exposed Party.

(iii)
Upon or at any time after the occurrence or deemed occurrence of an Early Termination Date as a result of an Event of Default or a Termination Event and the failure of the Non-Exposed Party to make all payments due to the Exposed Party in accordance with the terms of the Agreement (including any related grace or notice period or both), the Exposed Party shall have the right to withdraw Cash Equivalent Collateral from a Customer Account established for its benefit in an aggregate amount equal to the amount owing to it by the Non-Exposed Party, to liquidate such Cash Equivalent Collateral in a commercially reasonable manner, and/or to, if a Qualified Institution is other than the Exposed Party, cause the Qualified Institution at which such Customer Account is maintained to pay over and transfer such Cash Equivalent Collateral to the Exposed Party.  The Non-Exposed Party shall remain liable for any amounts owing to the Exposed Party and remaining unpaid after the transfer of Cash Equivalent Collateral to the Exposed Party or the liquidation of the Cash Equivalent Collateral and application of the proceeds of such Cash Equivalent Collateral.  With respect to a Customer Account, the Non-Exposed Party shall be obligated, upon the request from time to time of the Exposed Party, to provide the Qualified Institution or the Exposed Party with such completed and executed consents, approvals, financing statements, and agreements as may be required to effectuate the provisions hereof.

(iv)
If the Non-Exposed Party shall fail to provide any consent, approval, financing statement, or agreement required by Section VII(b)(iii) in a timely manner when requested to do so by the Exposed Party, then the Exposed Party shall be authorized by the Non-Exposed Party (but not required) to complete and execute such consent, approval, financing statement, or agreement, without the Non-Exposed Party's signature, as the Exposed Party may deem reasonably appropriate.  The Non-Exposed Party hereby appoints the Exposed Party as the Non-Exposed Party's agent and attorney-in-fact to complete and execute any such consent, approval, financing statement, or agreement in the Non-Exposed Party's name and to perform all other acts which the Exposed party shall deem appropriate to perfect and continue its security interest in the Cash Equivalent Collateral and to protect, preserve, and realize upon the Cash Equivalent Collateral.  The power-of-attorney granted herein to the Exposed Party is coupled with an interest and is irrevocable.

(c)
Security Interest.  To secure its obligations under the Agreement and all outstanding Transactions, each party hereby grants to the other party a present and continuing first-priority security interest in, and lien on (and right of setoff against), all Cash Collateral and Cash Equivalent Collateral and any and all proceeds resulting from such Collateral or the liquidation thereof, whether now or hereafter held by, on behalf of, or for the benefit of, such other party, and each party agrees to take such action as the other party reasonably requires in order to perfect the other party's first-priority security interest in, and lien on (and right of setoff against), such Collateral and any and all proceeds resulting from such Collateral or the liquidation thereof.

(d)
Collateral Maintenance and Substitution.  The Exposed Party shall have no interest in Collateral except the security interest granted in Section VII(c) until it has acquired some greater interest by exercise of its rights hereunder. Except when the Collateral is held by Exposed Party falling within the definition of Qualified Institution,  the Non-Exposed Party shall have the right at any time upon three (3) Business Days notice to the Exposed Party to require the transfer of all Collateral to another Qualified Institution (to be nominated by the Exposed Party in its reasonable discretion) which shall serve as custodian for the Collateral (in accordance with documentation satisfactory in form and substance to the Exposed Party, including but not limited to documentation satisfactory with respect to effectuation of the provisions of Sections VII(a), (b), and (c)).  The Exposed Party shall cause statements concerning Collateral held in each Collateral Account or Customer Account to be delivered to the Non-Exposed Party upon its request, which request may be made no more frequently than monthly.  With respect to Cash Equivalent Collateral, each such statement shall include (to the extent such statement would not otherwise constitute a confirmation of the Qualified Institution, as hereafter described) a confirmation of the Qualified Institution at which a Customer Account has been established that (1) identifies the specific securities comprising Cash Equivalent Collateral that are being held in such Customer Account (including the amounts, names, or title of issues, maturity dates, CUSIP numbers, and coupon and/or interest rates of such securities), and (2) states that such Cash Equivalent Collateral is being held in the Customer Account for the security interest of the Exposed Party and, subject to such security interest, for the ownership of the Non-Exposed Party.  Each such statement shall also identify the amount of Cash Collateral in each Collateral Account and shall state that such Cash Collateral is being held by the Qualified Institution as custodian for the security interest of the Exposed Party and, subject to such security interest, for the ownership of the Non-Exposed Party.

A Non-Exposed Party may substitute other Collateral for all or part of the Collateral then held for the benefit of the Exposed Party in a Collateral Account or Customer Account, provided that the market value of such substitute Collateral shall be at least equal to that of the Collateral being replaced (determined in good faith and in a commercially reasonable manner by the Exposed Party), and provided further that no Collateral shall be released until the Collateral to be substituted shall have been delivered to the Collateral Account or Customer Account (as the case may be) and the security interest therein shall have been perfected as provided herein or otherwise required or permitted by applicable law.

(e)
Rights on Termination.  Upon or at any time after the occurrence or deemed occurrence of an Early Termination Date as a result of an Event of Default or a Termination Event and the failure of the Non-Exposed Party to make all payments due and owing to the Exposed Party in accordance with the terms of the Agreement (including any related grace or notice period or both):

(1)
the Exposed Party may do any one or more of the following: (x) exercise any of the rights and remedies of a secured party with respect to the Collateral, including any such rights and remedies under law then in effect; exercise its rights of setoff against any and all property of the Non-Exposed Party, in the possession of the Exposed Party or its agent for safekeeping, by the Non-Exposed Party; (y) draw on any outstanding Letter of Credit issued for its benefit; and (z) liquidate all Collateral then held for the benefit of the Exposed Party (free from any claim or right of any nature whatsoever of the Non-Exposed Party, including any equity or right of purchase or redemption by the Non-Exposed Party).  The Exposed Party shall apply the proceeds of the Collateral realized upon the exercise of any such rights or remedies to reduce the Non-Exposed Party's obligations under the Agreement or this Annex (the Non-Exposed Party remaining liable for any amounts owing to the Exposed Party after such application), subject to the Exposed Party's obligation to return any surplus proceeds remaining after such obligations are satisfied in full.

(2)
the liquidation of Cash Equivalent Collateral shall be accomplished by a public or private sale conducted by the Exposed Party in a commercially reasonable manner.

The parties acknowledge and agree that Cash Equivalent Collateral may decline speedily in value and is comprised of securities customarily sold on a recognized market.  Accordingly, the Non-Exposed Party shall not be entitled to prior notification of any sale or disposition of Cash Equivalent Collateral by the Exposed Party effected in accordance with the terms and conditions hereof.  The Exposed Party may be the purchaser of any or all of the Cash Equivalent Collateral to be sold.

(f)
Miscellaneous.
(i)
The Non-Exposed Party shall bear all costs and expenses (including but not limited to the Exposed Party's reasonable costs, expenses, and attorneys' fees) of (1) establishing, maintaining, transferring, and closing out a Collateral Account or a Customer Account, and (2) withdrawing and liquidating Collateral.

(ii)
The Exposed Party shall have no right or authority to sell, pledge, repledge, hypothecate, further transfer, or otherwise encumber any Collateral provided by the Non-Exposed Party or the proceeds of such Collateral, unless otherwise expressly permitted herein.

(iii)
The Exposed Party shall pay the Non-Exposed Party interest on Cash Collateral (from and including the date of delivery to but excluding the date such Cash Collateral is returned) at a rate per annum equal to the effective closing federal funds rate as displayed on Telerate p. 120 as from time to time in effect, as advised by the Qualified Institution at which such Cash Collateral is maintained.  Such interest shall be calculated on the basis of the actual number of days elapsed divided by 365 or 366  (with respect to a leap year).  The net amount of interest due to the Non-Exposed Party shall be remitted to an account, designated by the Non-Exposed Party, on the last day of each calendar month so long as no Event of Default or Termination Event with respect to the Non-Exposed Party shall have occurred and be continuing.  On and after the occurrence of an Event of Default or Termination Event with respect to the Non-Exposed Party, the Exposed Party shall retain any such payments until all obligations of the Non-Exposed Party under the Agreement have been satisfied.

(iv)
If (1) no payments in respect of the Agreement are then owed by the Non-Exposed Party to the Exposed Party, (2) no Event of Default or Potential Event of Default has occurred with respect to the Non-Exposed Party and is then continuing, and (3) no Termination Event has occurred with respect to the Non-Exposed Party and is then continuing, then any payment or distribution in respect of Cash Equivalent Collateral (a "Payment") shall be remitted to the Non-Exposed Party one (1) Business Day after such payment is received by the Exposed Party, provided that at the time such Payment is received by the Exposed Party the Non-Exposed Party shall then have a Collateral Requirement of zero.  Any Payment not remitted to the Non-Exposed Party pursuant to the terms hereof shall become additional Collateral held for the benefit and security interest of the Exposed Party and, subject to such security interest, for the ownership of the Non-Exposed Party.

VIII.  Additional Representations.  Each party continuously represents and warrants to the other party that: (a) it has the power and authority under the law of the jurisdiction of its organization or incorporation and under its organizational and constituent documents to grant to the Exposed Party a valid, enforceable, first-priority security interest in, and lien on, all Collateral that it provides as the Non-Exposed Party; (b) as of each date on which it, as the Non-Exposed Party, delivers Collateral to the Exposed Party or to any agent of the Exposed Party for the benefit of the Exposed Party (or, in the case of after-acquired Collateral, at the time the Exposed Party or its agent acquires rights therein), it will have title to and will be the sole owner of such Collateral, free and clear of any security interest, lien, pledge, charge, encumbrance, or other interests or restrictions other than the security interest granted to the Exposed Party hereby; (c) the Exposed Party will have a valid and perfected first-priority security interest in, and lien on, all Cash Collateral and Cash Equivalent Collateral upon receipt thereof; and (d) on each occasion that it, as the Non-Exposed Party, causes the issuance, renewal, substitution, or increase (as the case may be) of a Letter of Credit, such Letter of Credit will be the legal, valid, and binding obligation of the issuer thereof, enforceable in accordance with its terms.

EXECUTED effective as of the date first written above.

MERRILL LYNCH CAPITAL SERVICES, INC.
By:







Name:






Title:    

Date:     





ENRON POWER MARKETING, INC.
By:







Name:
J. Clifford Baxter

Title:
Chairman, Chief Executive Officer

             and Managing Director
Date:     December 28, 1999




SCHEDULE 1

IRREVOCABLE TRANSFERABLE STANDBY LETTER OF CREDIT FORMAT

AMOUNT: UP TO THE MAXIMUM AMOUNT OF UNITED STATES

$



DATE OF ISSUANCE: 




Re:  Credit No. ______________

Gentlemen:


We hereby establish our Irrevocable Transferable Standby Letter of Credit in your favor for the account of 




 (the "Account Party"), for the aggregate amount not exceeding 




 United States Dollars ($


), available to you on or before the expiration hereof against presentation to us of the Drawing Documents (as defined herein):


A sight draft, in the form attached hereto as Exhibit "1", presented by you during business hours on any business day at [list office(s), branch(es), other location(s)] with notation that the same is drawn under this Letter of Credit, identifying the same by number, and accompanied by any one or more of the following additional documents (collectively, the "Drawing Documents"):

(a)
a completed certificate, in the form attached hereto as Exhibit "2", signed by a person purporting to be an officer or authorized agent of you or your transferee and dated the date of presentation; or

(b)
a completed certificate, in the form attached hereto as Exhibit "3", signed by a person purporting to be an officer or authorized agent of you or your transferee and dated the date of presentation.


We will examine the Drawing Documents presented by you and make a determination whether to honor or refuse them within 

 (
) business day[s] after receipt of the same.  In the event that the Drawing Documents are defective or deficient in any manner, we will promptly either (i) waive such defect or deficiency, honor the Drawing Documents and proceed with payment in accordance with the terms of this Letter of Credit; or (ii) inform you, in reasonable detail, of the claimed defect or deficiency in the Drawing Documents and allow you to cure the same within 
 (
) business day[s] following your receipt of such information.


The amount which may be drawn by you under this Letter of Credit shall be automatically reduced by the amount of any drawing hereunder.  Any number of partial drawings are permitted from time to time hereunder.


This Letter of Credit shall expire 


 (
) days from the date of issuance, but shall automatically extend without amendment for additional 


 (

)-day periods from such expiration date and from subsequent expiration dates, if you, as beneficiary, and the Account Party have not received due notice of our intention not to renew ninety (90) days prior to any such expiration date.


We hereby engage with you that documents drawn under and in compliance with the terms of this Letter of Credit shall be duly honored upon presentation as specified.


This Letter of Credit does not incorporate, and shall not be deemed modified, amended, or amplified by reference to, any document, instrument or agreement (a) that is referred to herein (except for the UCP, as defined below), or (b) in which this Letter of Credit is referred to or to which this Letter of Credit relates.


This Letter of Credit is transferable at our counters in [New York] only to the parent company or an affiliate of 




.  Transfer of this Letter of Credit shall be effected by the presentation to us of this Letter of Credit accompanied by [Bank's] specific transfer application in the form attached hereto as Exhibit "4".


This Letter of Credit shall be governed by the Uniform Customs and Practices for Documentary Credits, 1983 Revision, International Chamber of Commerce Publication No. 400 (the "UCP"), except to the extent that the terms hereof are inconsistent with the provisions of the UCP, including but not limited to Articles 16(c) and 19 of the UCP, in which case the terms of this Letter of Credit shall govern.


In the event of an Act of God, riot, civil commotion, insurrection, war, strike, lockout or any other cause beyond our control that interrupts our business (collectively, an "Interruption Event"), our obligations under this Letter of Credit will merely be suspended until such time as the Interruption Event has ended, regardless of whether this Letter of Credit would have expired (in accordance with the fifth preceding paragraph of this Letter of Credit or otherwise) during the continuance of such Interruption Event.  If an Interruption Event occurs which suspends our obligations to you under this Letter of Credit and this Letter of Credit would have expired (in accordance with the fifth preceding paragraph of this Letter of Credit or otherwise) during the continuance of such Interruption Event, then our obligations to you under this Letter of Credit shall continue until the earlier of (i) the termination of all outstanding transactions entered into pursuant to the Master Swap Agreement, dated as of [

], by and between you and the Account Party and the payment in full to you of all amounts that the Account Party owes, or will owe, to you in respect of such transactions, or (ii) the passing of a number of days, after the cessation of such Interruption Event, equal to the number of days that such Interruption Event existed.  In addition, we will make a good-faith effort to perform our obligations hereunder during the continuance of an Interruption Event.


This Letter of Credit may not be amended, changed or modified without the express written consent of you or your transferee (as beneficiary), us and the Account Party.


Notices concerning this Letter of Credit may be sent to a party by courier, certified mail, registered mail, telegram, telex, facsimile, or similar communications facility, to its respective address set forth below or such other address as may hereafter be furnished by such party to the other parties by like notice.  All such notices and communications shall be effective when actually received by the intended recipient party.


If to the beneficiary of this Letter of Credit or its transferee:

[Name]

[Address]

[City, State  Zip Code]

Telex No.:


Answerback:

If to the Account Party:

[Name]

[Address]

[City, State  Zip Code]

Telex No.:


Answerback:

If to [Bank]:

[Name]

[Address]

[City, State  Zip Code]

Telex No.:


Answerback:

[BANK]

By:

Name:  

Title:  

EXHIBIT "1"

To That Certain

Irrevocable Transferable Standby

Letter of Credit Format

[Attach a sample sight draft acceptable to the bank

issuing the Letter of Credit]

EXHIBIT "2"

To That Certain

Irrevocable Transferable Standby

Letter of Credit Format

CERTIFICATE

The undersigned hereby certifies to [BANK] ("Bank"), with reference to Irrevocable Transferable Standby Letter of Credit No. 


 issued by Bank in favor of 











 together with its parent company or any affiliate as transferee under the Letter of Credit, called "Beneficiary"), that because Bank has notified Beneficiary that Bank does not intend to renew the Letter of Credit, and 




 has not provided a substitute Letter of Credit or alternate security in accordance with the terms and provisions (including any applicable notice or grace period or both) of the Master Agreement dated as of 


, 19
, between Enron Power Marketing, Inc. or its nominee affiliate and 



, as the same may have been amended, Beneficiary is drawing upon the Letter of Credit in an amount equal to the remaining undrawn portion of the Letter of Credit as of the date of this Certificate.  Beneficiary has notified 


 


 of its intention to draw upon the Letter of Credit, and such notice was sent to 





 no less than one (1) business day prior to the date of this Certificate.

Name of Beneficiary:  


By:  

Name:  


Title:  






, 19

EXHIBIT "3"
To That Certain

Irrevocable Transferable Standby

Letter of Credit Format

CERTIFICATE


The undersigned hereby certifies to [BANK] ("Bank"), with reference to Irrevocable Transferable Standby Letter of Credit No. 


 issued by Bank in favor of 



 


, together with its parent company or any affiliate as transferee under the Letter of Credit, called "Beneficiary"), that the Account Party has failed to pay Beneficiary in accordance with the terms and provisions (including any applicable notice or grace period or both) of the Master Agreement dated as of 


, 199
 (the "Contract") between 




 and Enron Power Marketing, Inc. or its nominee affiliate, and thus Beneficiary is drawing upon the Letter of Credit in an amount equal to $


.  Beneficiary has notified the Account Party of its intention to draw upon the Letter of Credit, and such notice was sent to the Account Party no less than one (1) business day prior to the date of this Certificate.

Name of Beneficiary:  

By:  

Name:  

Title:  





, 199

EXHIBIT "4"

To That Certain

Irrevocable Transferable Standby

Letter of Credit Format

[Attach a copy of the specific transfer application acceptable

to the bank issuing the Letter of Credit]
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