For Internal Review

EXHIBIT B        

TERM SHEET FOR FOB SALE OF LNG BETWEEN 

ENRON LNG ATLANTIC II ("PROJECT COMPANY") AND ENRON LNG MARKETING LLC OR AN ENRON MARKETING AFFILIATE (“MARKETING COMPANY”)

The purpose of Exhibit B is to record the key commercial terms that will form the basis of a detailed "LNG Sales Contract" between the PROJECT COMPANY and the MARKETING COMPANY.                                               
1. 
Parties to LNG Sales Contract



LNG Seller     :

PROJECT COMPANY


LNG Buyer    
: 
MARKETING COMPANY

2.
Term of LNG Sales Contract

-
Term of LNG deliveries to be for twenty (20) years (“Term”).   

-
The Term shall commence no earlier than April 30, 2004 but no later than the earliest to occur of the following: (i) 40 months after Financial Closing, as defined in the Methane Gas Supply Agreement; (ii) 40 months after LNG Seller provides a Notice to Proceed to contractor under the primary Engineering, Procurement and Construction Contract for LNG Seller’s LNG Plant and marine facilities; or (iii) December 31, 2004 (the “2004 Commencement Window”).  

-
The exact commencement date of the Term within the 2004 Commencement Window shall be determined by LNG Seller and confirmed to LNG Buyer based on a series of notices to be given by LNG Seller not less than 18 months, 12 months, 6 months, 3 months and 1 month in advance of the estimated time of commencement of LNG deliveries.

-
Each full “year” under the LNG Sales Contract shall commence on October 1st and end on September 30th, adjusted for the first and last contract years to accommodate any fractional year.
3.
Source of Gas Supply 

-
LNG Seller to warrant that it has signed the Methane Gas Supply Agreement with PDVSA Gas to supply natural gas in sufficient quantities to meet LNG Seller’s LNG delivery obligations.
4.
LNG Seller’s Facilities
-  
LNG Seller will construct the LNG Plant and marine and other facilities necessary to produce and deliver the LNG sold under all of its LNG sales contracts.  LNG Seller shall provide facilities including but not limited to the following: (i) a dock and holding anchorage capable of receiving an LNG ship of a total LNG tank capacity (98.5% full) of no less than 70,000 cubic meters but no greater than 145,000 cubic meters, where such LNG Ship may safely proceed to, lie at and depart from, always afloat at all times of tide; and (ii) facilities to safely and reliably permit the loading of a full cargo lot of LNG at a rate of 10,000 cubic meters per hour.

5.
Quantities - Supply and Purchase Obligations
· LNG Buyer's purchase obligation shall be to take (or pay for if not taken) [108,840,000] MMBTU of LNG per contract year (the “Fixed Quantity”).  

· However, LNG Seller shall have the right exercisable by no later than 190 days after Financial Closing  to reduce the Fixed Quantity for the Term, pro-rata to PDVSA’s voting equity interest in the Company, as defined in the Participation Agreement, purchased via exercise of the Option.

· Deliveries shall be in full cargo lots only.  If LNG Buyer's quantity deficiency at the end of any year amounts to less than one full cargo lot, the amount of such deficiency shall be carried forward and added to LNG Buyer's Fixed Quantity for the next year; and (ii) if it is estimated that LNG Buyer will have a quantity deficiency in the year in an amount that is less than a full cargo lot, LNG Buyer shall have the right to make a “round-up request” to increase the quantity in an amount sufficient to fill up such cargo. 

· If LNG Buyer fails to take the full amount of the Fixed Quantity, LNG Buyer shall pay LNG Seller “take-or-pay” for the quantities of LNG not taken, such deficiency to be paid for at the weighted average of the Contract Sales Prices for quantities delivered during the year.  
· Any LNG paid for but not taken by LNG Buyer (“Make-Up LNG”) may be taken by LNG Buyer thereafter during the Term, subject to LNG Seller having uncommitted LNG available for such purpose and LNG Buyer having first taken and paid for its Fixed Quantity for the year in which deliveries of Make-Up LNG are requested.  The price of the Make-up LNG shall be the Contract Sales Price when such Make-Up LNG is actually delivered, adjusted by the amount previously paid by LNG Buyer on account of such quantity.  In the event LNG Buyer has not taken delivery of all Make-Up LNG by the end of the Term, the parties shall discuss the later delivery of such quantity, consistent with LNG Seller’s entering into new feedgas supply arrangements for such period.
· LNG shall be delivered at rates and intervals which are reasonably constant over the course of the year and which give effect to expected maintenance, downtime and shipping schedules. 

6.
Additional, Expansion and Extension Quantities - 
· Each of  PDVSA Gas and Enron shall have the following LNG purchase options in the proportions described in the paragraph below:  (i) the option to purchase at the Contract Sales Price all additional non-baseload quantities of LNG produced and sold by LNG Seller from the LNG Plant (including any debottlenecking thereof); (ii) the option to purchase at a price to be agreed all quantities of LNG produced and sold by LNG Seller resulting from any subsequent expansion of the LNG plant via the construction of new liquefaction trains at Jose; and (iii) the option to purchase at a price to be agreed all quantities of LNG produced and sold by LNG Seller resulting from any extension of the operation of the LNG plant beyond the Term in accordance with LNG Seller entering into new feedgas supply arrangements.

PDVSA Gas’ portion of the purchase options described above can amount up to the equity interest that it acquired in the Company via exercise of the Option. Enron’s portion of the purchase options described above shall be one minus the proportion taken by PDVSA Gas 

7.
Price 

· The FOB Contract Sales Price, as adjusted from time to time, is to be calculated according to the following formula:

PLNG(n) = Pg  x En + PCPI + Pa


Where:

PLNG(n)
= 
Price of LNG per MMBtu in Month "n".

Pg        

=
[US$ 0.93] per MMBtu

PCPI 
=
[US$ 0.19] per MMBtu x USCPIn
Pa
=
[US$ 1.16] per MMBtu


En

=
Escalation factor in Month "n", which equals the sum of the following: 

X1F1 + X2F2 + X3F3 + X4F4 +X5USCPIn  




provided that En can never be less than 1 (one).

where:


(i)   X1  =   17.5%


(ii)  X2  =   [65.0%]



(iii) X3  =   0.0%



(iv) X4  =   0.0%


(v)  X5  =   [17.5%]

The escalation will be calculated on a monthly basis based upon the quotient of (i) then-current market price determined as set forth below, divided by (ii) the baseline price, based upon the average published price for the applicable escalation factor (Fi) for the period beginning on July 1996 and ending in June 1999.  In the case of F1, the escalation shall be calculated as defined below.  Each index will be calculated based on the following:

F1 
( 
Fixed escalation at one percent (1%), calculated as follows: (1+0.01)n, where n is the number of Months, divided by twelve (12) elapsed between [month of execution of Transaction Documents] 2001 and the Month for which En is being determined.

F2
(
The average of the daily settlement prices for the last three (3) scheduled Trading Days of the NYMEX Henry Hub Natural Gas Futures Contract for the applicable calculation period.
F3 
(
The average of the daily settlement prices for the prompt month of the NYMEX Light Sweet Crude Oil Futures Contract for each NYMEX Commodity Business Day for the applicable calculation period.

F4
(
The average of the daily settlement prices for the prompt month of the IPE Brent Crude Oil Futures Contract for each IPE Trading Day, with the exception of the last Trading Day of the prompt month on which day the settlement price of the Second Nearby Month will be used during the calculation period.
USCPIn (
USCPIc divided by USCPIB
Where:

(a)  USCPIc 
=
the most recent publication of the USCPI prior to Month "n".

(b)  USCPIB 
=
the base USCPI, which shall be calculated as of [month of the execution of the Transaction Documents] 2001.

8.
Transportation

· LNG Buyer shall be responsible for transportation of the LNG from the Delivery Point to various LNG unloading terminals.  

· Any LNG vessel used by LNG Buyer shall be of such size and draught and be so manned and equipped as to be fit for entering, berthing at, loading at and leaving the loading port safely and shall be compatible with LNG Seller’s marine facilities constructed in accordance with the requirements of the LNG Sales Contract.

· LNG Buyer shall obtain government approvals to enable its LNG tankers to enter LNG Seller’s LNG marine facilities, provided that LNG Seller shall give all reasonable assistance to LNG Buyer in such regard.    

· LNG Buyer shall be responsible for paying all port charges in Venezuela and elsewhere.  Tugs and pilots at the LNG marine facilities shall be utilized at the expense of LNG Buyer.

· If LNG Seller unreasonably delays the loading of LNG Buyer’s vessel, LNG Seller shall compensate LNG for excess boil off resulting therefrom.
· Any liability of LNG Buyer and LNG Buyer’s vessel for property damage and/or personal injury in connection with the use of LNG Seller’s marine facilities shall be subject to terms relating to the use of such port as may be established by LNG Seller from time to time and reasonably acceptable to reputable insurers.

9.
Deliveries

· Transfer of title and passage of risk of loss to LNG Buyer shall be at the point at LNG Seller’s loading port at which the flange coupling of LNG Seller’s loading line joins the flange coupling of the LNG loading manifold onboard the LNG tanker (the “Delivery Point”).
-
Not later than 90 days prior to the beginning of each year, LNG Seller and LNG Buyer shall meet and agree upon a programming schedule of projected dates for quantities to be loaded in full cargo lots during each month of the succeeding year (the "Annual Program").  In agreeing upon the Annual Program  the LNG Buyer and the LNG Seller shall co-ordinate and take into consideration any scheduled downtime for maintenance of facilities or vessels. The Annual Program shall be adjusted by the parties from time to time throughout the year to take into account LNG Buyer’s operational requirements.

10.
Payment

 -
Upon completion of loading, LNG Seller shall prepare and transmit an invoice to LNG Buyer showing the quantities of LNG delivered (together with any relevant documents showing the basis for such calculation) and the amount payable for such cargo, calculated by multiplying the Contract Sales Price by the relevant MMBTU content certified as delivered.

-
Payment shall be made by LNG Buyer in US Dollars to a Trustee located in New York.  Invoices shall be due on the 15th banking day after receipt of LNG Seller’s invoice.  

-
If a party fails to pay the other party an amount due under any invoice by the due date for payment, then the party so failing to pay shall pay interest thereon to the other party for the period commencing on the day following the due date up to and including the day when payment is made.  Interest shall be calculated at the rate of seven percent (7%) above LIBOR. 

-
All Taxes arising in the country where the unloading terminal is located shall be paid or borne by LNG Buyer.  All Taxes arising in Venezuela shall be paid or borne by the LNG Seller.  For these purposes, “Taxes” means all taxes, charges, royalties, duties, or other imposts whatsoever levied by any government or duly constituted authority on the purchase, sale, export, import or transportation (excluding customary port and marine charges) of LNG sold under the LNG Sales Contract, or on any income resulting therefrom, including income resulting from reimbursement made to the other party in this regard.  

11.
Quality







-
LNG to be loaded by LNG Seller shall, upon loading at the Delivery Point and when converted to a gaseous state, have (i) a gross heating value of not less than [___] BTU/SCF and not more than [____] BTU/SCF; and (ii) a density at 159 degrees celsius Kg/m3 of not less than [___] and not more than [___].

-
The composition of LNG loaded by LNG Seller shall, upon loading at the Delivery Point and when converted to a gaseous state, be within the following ranges (mole %):





Nitrogen (n2)

__  to __

Methane (C1)

__  to __

Ethane (C2)

__  to __

Propane (C3)

__  to __

i-Butane (i-C4)

__  to __

n-Butane (n-C4)
__  to __

I-Pentane (I-C5)
__  to __

n-Pentane (n-C5)
__  to __

n-Hexane (n-C6)
__  to __

-

LNG to be loaded by LNG Seller shall, upon loading at the Delivery Point and when converted to a gaseous state, have impurities of not more than:

Hydrogen Sulphide




_mg/m3(n)

Carbonyl Sulphide plus Hydrogen Sulphide

_mg/m3(n)

Total Sulphur





_mg/m3(n)

Carbon Dioxide





_ mole %

-
The LNG loaded shall contain no water, mercury, active bacteria or bacterial agents and no hazardous or toxic substances.

-
In the event LNG Seller becomes aware of any discrepancy between the quality specifications of any cargo of LNG to be delivered and the quality specifications required under the LNG Sales Contract, LNG Seller shall notify LNG Buyer in detail reasonably in advance of scheduled date of loading.  If the quality of the LNG to be loaded is outside the required quality specifications, LNG Buyer may reject the cargo by giving notice to LNG Seller, provided, however, that LNG Buyer shall use reasonable endeavors to accept such off-specification LNG.  If the quality of LNG loaded is outside the required quality specifications (regardless of whether notice is given by LNG Seller to that effect), LNG Seller shall reimburse LNG Buyer for any reasonable incremental costs incurred by LNG Buyer in the acceptance and/or disposal of such LNG.    

12.
Force Majeure
-
A Party shall not be liable for any failure in performance of an obligation under the LNG Sales Contract, and is not in breach of the LNG Sales Contract, if and to the extent to which its performance has been delayed, interfered with or prevented by an Event of  Force Majeure beyond the reasonable control of the party affected.  A Party affected by an Event of Force Majeure shall use reasonable endeavors to eliminate such adverse circumstances to enable it to resume full performance of its obligations and to minimize the effects of the Event of Force Majeure.  

-
[We need to discuss potential options for enhancing mark to market opportunities, if appropriate, with respect to Force Majeure.  See attached Rider which proposes payment from available insurance proceeds.  There would be a requirement in the Insurance section of the LNG Sales Contract that a Party obtain and maintain appropriate insurance coverage.]

-
An Event of Force Majeure shall be limited to the following:

· fire, flood, atmospheric disturbance, lightning, storm, typhoon, tornado, earthquake, landslide, perils of the sea, soil erosion, subsidence, washout, epidemic, and other acts of God;

· war and other types of civil disturbance;

· strike, lockout or other industrial disturbance;

· serious accidental damage to or other serious failure of LNG Seller's Facilities or LNG Buyer’s Facilities, unless such damage or failure is caused by the willful misconduct of supervisory or management personnel of such facilities;

· act of government which directly affects the ability of a party to perform any obligation hereunder other than LNG Buyer’s obligation to remit payments; 

· the removal of an LNG tanker from service due to loss, serious accidental damage, serious failure or other unavailability;

· weather or sea conditions sufficiently severe to make it unsafe for an LNG vessel to sail or to berth, load, unload or depart from the berth; or
· the occurrence of a Force Majeure Event under the Methane Gas Supply Agreement which prevents a party thereunder from performing its contractual obligations under such agreement.
-
“LNG Buyer’s Facilities” means the facilities at a unloading terminal necessary for berthing of LNG vessels and the receipt, storage and regasification of LNG which, if not operational, would reduce the amount of LNG which LNG Buyer is able to receive from LNG Seller. “LNG Seller’s Facilities” shall mean the LNG Plant and marine and other facilities necessary to produce and deliver the LNG sold under the LNG Sales Contract. 

13.
Parent Guarantee
-
LNG Seller is relying on an unconditional and irrevocable guarantee executed by LNG Buyer’s parent company fully securing LNG Buyer’s payment and performance obligations under the LNG Sales Contract.

14.
Conditions Precedent
-
The LNG Sales Contract will be subject to the following conditions precedent: (i) execution of the Transaction Documents; (ii) execution and delivery of the necessary unconditional and irrevocable parent guarantees of the LNG Sales Contract and all related transactions; and (iii) the parties obtaining all necessary consents and approvals. 

15.
Measurements
-
The quantity and quality determinations of the LNG loaded and other measurements shall be carried out consistent with internationally recognized standards of the LNG and natural gas industry.   The exact standards to be applied shall be set forth in the LNG Sales Contract.
16.
Law, Arbitration

-
The LNG Sales Contract is to be governed by the laws of the State of New York, USA, excluding the application of the United Nations International Sale of Goods Convention or the Convention on the Limitation Period in the International Sale of Goods.

· Disputes on measurements of LNG shall be resolved by an agreed independent expert.

· All other disputes to be finally settled by arbitration by three arbitrators in New York, USA (or any other location agreed by the parties) under the Rules of Conciliation and Arbitration of the International Chamber of Commerce.

17.
Amendments

-
The LNG Sales Contract may not be supplemented, amended, modified or changed except by an instrument in writing signed by LNG Seller and LNG Buyer and expressed to be a supplement, amendment, modification or change thereof.

FORCE MAJEURE RIDER

 EXHIBIT B

Notwithstanding a Party’s release from performance obligations under the LNG Sales Contract due to an Event of Force Majeure, a Party shall be obligated to meet its payment obligations under the LNG Sales Contract to the extent a Party is in receipt of insurance proceeds directly related to such Event of Force Majeure and to the extent such Party is permitted in the circumstances to make such payment out of insurance proceeds pursuant to its financing arrangements.  A Party affected by an event of Force Majeure shall diligently pursue recovery of insurance proceeds directly related to such Event of Force Majeure.

EXHIBIT C

TERM SHEET FOR FOB SALE OF LNG 

BETWEEN PROJECT COMPANY AND PDVSA GAS (OR ITS AFFILIATE)

The purpose of Exhibit C is to record the key commercial terms that would form the basis of a detailed LNG Sales Contract between PROJECT COMPANY and PDVSA Gas (or its Affiliate).
EXCEPT AS STATED BELOW, THE TERMS AND CONDITIONS OF THE LNG SALES CONTRACT SHALL BE THE SAME AS THOSE CONTAINED IN THE LNG SALES CONTRACT BETWEEN THE PROJECT COMPANY AND ENRON AFFILIATE, AS SET FORTH IN EXHIBIT B (INCLUDING THE REQUIRED PARENT GUARANTEE). 

1. 
Parties to LNG Sales Contract

LNG Seller
:
PROJECT COMPANY

LNG Buyer    
: 
PDVSA GAS (or its AFFILIATE)
2.
Quantities - Supply and Purchase Obligations

· LNG Buyer's obligation (“Fixed Quantity”) shall be to take (or pay for if not taken) __________ MMBTU (such amount to be the determined by multiplying (i) the agreed quantity of LNG under the termsheet  included in EXHIBIT B by (ii) PDVSA Gas’ voting equity interest in the Company purchased via exercise of the Option).  

EXHIBIT D

TERM SHEET FOR FOB SALE OF LNG 

BETWEEN PDVSA GAS (OR ITS AFFILIATE) AND ENRON LNG MARKETING LLC
The purpose of Exhibit D is to record the key commercial terms that would form the basis of a detailed LNG Sales Contract between PDVSA Gas (or its Affiliate) and ENRON LNG MARKETING LLC.

EXCEPT AS STATED BELOW, THE TERMS AND CONDITIONS OF THE LNG SALES CONTRACT SHALL BE THE SAME AS THOSE CONTAINED IN THE LNG SALES CONTRACT BETWEEN THE PROJECT COMPANY AND ENRON LNG MARKETING LLC, AS SET FORTH IN EXHIBIT B (INCLUDING THE REQUIRED PARENT GUARANTEE).                                      

1. 
Parties to LNG Sales Contract

LNG Seller  
:
PDVSA GAS (or its AFFILIATE)
LNG Buyer    
: 
ENRON LNG MARKETING LLC

2.
Quantities - Supply and Purchase Obligations

· LNG Buyer's obligation to be to take (or pay for is not taken) the same amount of LNG per year as that purchased by PDVSA Gas (or its Affiliate) from PROJECT COMPANY under the LNG sales contract (as set forth in Exhibit C), executed simultaneously with this LNG Sales Contract.

3.
Price  
· The FOB Contract Sales Price (PPDV), as adjusted from time to time, is to be calculated according to the following formula:

PPDV = ([0.4] x PLCh + [0.6] x PEI ) x MF – SC – TC

Where: 

PLCh : 
Is the sum of (i) the average of the daily settlement prices for the last three (3) scheduled Trading Days of the NYMEX Henry Hub Natural Gas Futures Contract for the applicable calculation period and (ii) the basis differential for Lake Charles for the applicable period as published …[to be completed].

PEI : 
Is the sum of (i) the average of the daily settlement prices for the last three (3) scheduled Trading Days of the NYMEX Henry Hub Natural Gas Futures Contract for the applicable calculation period and (ii) US$ 0.02 / MMBtu


MF :
Marketing fee factor that shall be equal to [0.97]

SC : 
Market based cost of shipping [40%] of the LNG from Jose to the Lake Charles LNG terminal and [60%] of the LNG from Jose to the Elba Island LNG terminal. Such costs shall include all costs associated with LNG shipping including but not limited to, tug services, boil-off, taxes, port charges and administrative expenses. SC and its escalation will be determined at the time of entering the definitive LNG supply agreement and will be fixed for the term thereof 

TC: 
Actual terminalling costs charged by the Lake Charles and Elba Island LNG terminals and all costs associated to unloading and other operations.

xi
--

xi
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