
 SEQ CHAPTER \h \r 1PLEDGE AGREEMENT

PLEDGE AGREEMENT, dated as of January _______ 2000 (this “Agreement”), made by Enron Asset Holdings, LLC, a Delaware limited liability company (the “Pledgor”) in favor of Royal Bank of Canada (the “Pledgee”) in its capacity as Agent under that certain Facility Agreement (the “Facility Agreement”) dated as of November 29th, 2000 and executed by (amongst others) Heracles Trust, a Delaware business trust (the “Trust”), the Pledgee and the Lenders party thereto.  Capitalized terms used but not otherwise defined herein shall have the meanings assigned to them in the Facility Agreement.

W I T N E S S E T H:

Recitals

(A)
The Pledgor, the Pledgee and the Trust (amongst others) have executed that certain Assignment and Waiver Agreement dated as of the date hereof (the “Assignment and Waiver Agreement) whereby (amongst other things) the Pledgor has assigned to the Pledgee all of its rights, title and interest in and to all distributions payable to the Pledgor as the sole member of  Psyche, L.L.C.) and has directed the Trust to pay directly to the Pledgee all amounts due to Psyche, L.L.C. under Section 5.01 of the Trust Agreement and the Trust has undertaken to pay all such amounts directly to the Pledgee.

(B)
As security for the Obligations (defined below), the Pledgee requires that the Pledgor grant and pledge to the Pledgee a security interest in and to the Collateral (defined below) on the terms of this Agreement.

Operative Provisions

In consideration of the Pledgee’s obligations under the Assignment and Waiver Agreement and other good and valuable consideration, the receipt and sufficiency of which is hereby acknowledged, the Pledgor hereby covenants and agrees with, and represents and warrants to, the Pledgee, as follows:


1.
Definitions.

The following terms shall have the following meanings:


“Collateral” shall mean all rights, title, interest and benefits of the Pledgor in, to and under the membership interest of Psyche, L.L.C. and as a member of Psyche, L.L.C.


“Obligations” shall mean the respective obligations and undertakings of the Pledgor and the Trust under Section [     ] of the Assignment and Waiver Agreement.


2.
Grant of Security Interest; As security for the full and punctual payment and performance of the Obligations the Pledgor hereby grants and pledges to the Pledgee a continuing lien on, and security interest in, the Collateral.


3.
Representations, Warranties and Covenants.   The Pledgor hereby covenants with and represents and warrants to the Pledgee as follows:

(A)
The Pledgor is a limited liability company duly organized, validly existing, and in good standing under the laws of the State of Delaware. TC \l2 "
(B)
The Pledgor has the power and authority and the legal right to execute and deliver, to perform its obligations under, and to grant the security interest in the Collateral pursuant to, this Agreement and has taken all necessary action to authorize the execution, delivery and performance of, and grant of the security interest in the Collateral pursuant to, this Agreement. TC \l2 "
(C)
This Agreement constitutes a legal, valid and binding obligation of the Pledgor, enforceable in accordance with its terms, and upon the filing of a UCC-1 Financing Statement in the Office of the Secretary of State of Texas naming the Pledgee as secured party and the Pledgor as debtor, the security interest created pursuant to this Agreement will constitute a valid, perfected first priority security interest in the Collateral, enforceable in accordance with its terms against all creditors of the Pledgor and any Persons purporting to purchase the Collateral from the Pledgor, except the perfecting of security interests in Collateral as to which the filing of a financing statement does not result in perfection, and in each case as enforceability may be affected by bankruptcy, insolvency, fraudulent conveyance, reorganization, moratorium and other similar laws relating to or affecting creditors’ rights generally, and general equitable principles (whether considered in a proceeding in equity or at law). TC \l2 "
(D)
The execution, delivery and performance of this Agreement by the Pledgor will not violate any provision of any requirement of law or contractual obligation of the Pledgor and will not result in the creation or imposition of any Lien on any of the properties or revenues of the Pledgor pursuant to any requirement of law or contractual obligation of the Pledgor, except the security interest created by this Agreement. TC \l2 "
(E)
No consent or authorization of, filing with, or other act by or in respect of, any arbitrator or governmental body and no consent of any other Person (including, without limitation, any equity owner or creditor of the Pledgor), is required in connection with the execution, delivery, performance, validity or enforceability of this Agreement. TC \l2 "


(F)
The Pledgor is the legal and beneficial owner of and has good title to the Collateral free and clear of all Liens or options in favor of or claims of, any other Person, except the security interests created pursuant to this Agreement, and has the unqualified right to pledge and grant a security interest in the same as herein provided without the consent of any other Person.


4.
Successors and Assigns.  This Agreement, and all representations, warranties and covenants of the Pledgor made herein, shall be binding upon and inure to the benefit of the Pledgee and successors and assigns.  


5.
Further Assurances.  The Pledgor agrees to do such further acts and things and to execute and deliver to the Pledgee such additional conveyances, assignments, agreements and instruments as the Pledgee from time to time may reasonably require or deem reasonably advisable to carry into effect this Agreement or to further assure and confirm unto the Pledgee the rights, powers and remedies intended to be granted hereunder;


6.
Exercise of Rights.  Notwithstanding the security interest granted under Section 2, unless and until the Pledgor or the Trust fails to perform any of the Obligations and such failure is continuing, the Pledgor shall be entitled to exercise all of its rights as the member of Psyche, L.L.C., provided that the Pledgor shall not sell, assign, transfer or otherwise dispose of or create any other Lier over the Collateral.


7.
Termination.  The Pledgee agrees to terminate its security interest in the Collateral upon all amounts of principal, interest and all other amounts payable by the Trust to the Lenders under the Facility Agreement having been paid in full.  Any termination pursuant to this Section 7 and any documents delivered to confirm the same shall expressly provide that such termination is made without recourse and without any representation, warranty or covenant, express or implied.  If the Collateral is so terminated, the Pledgee, at the request and sole cost and expense of the Pledgor, will execute and deliver to the Pledgor a proper instrument or instruments acknowledging the satisfaction and termination of this Agreement and any financing statements filed in connection herewith, and will duly assign and transfer without recourse and without any representation or warranty, express or implied, the Collateral to the Pledgor 


8.
Governing Law.  THE PARTIES HERETO AGREE THAT THIS  AGREEMENT SHALL BE GOVERNED BY, AND CONSTRUED IN ACCORDANCE WITH, THE LAWS OF THE STATE OF TEXAS.


[Signature Page follows]

IN WITNESS WHEREOF, the parties have duly executed and delivered this Agreement as of the day and year first above written.

ENRON ASSET HOLDINGS, LLC






      a Delaware Limited liability company







By: Enron Finance Management, LLC







       Its Managing Member







By: Enron Corp., its sole Member







By: __________________________________







Name: ________________________________







Title: _________________________________







ROYAL BANK OF CANADA






By: __________________________________







Name: ________________________________







Title: _________________________________


