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Square Set-off Combinations

Enron/Set-off

August 15, 2001

XA
YA



Legend:
X
non-defaulting party 



XA
affiliate of X




Y
defaulting counterparty




YA
affiliate of Y 

  X
Y


Claim
Cross-Claim
For Mutuality:

X owes Y
Y owes XA
Aggregate Liability Clause (“ALC”): Each Group Y Entity shall be liable to Each Group X Entity for Group Y’s Aggregate Obligations to Group X



Y owes X
Mutuality already exists


YA owes X
Guarantee by Y in favour of X, of YA's debt to X, and/or ALC


YA owes XA
ALC






X owes YA
Y owes XA
ALC



Y owes X
Guarantee by YA in favour of X, of Y's debt to X, and/or ALC


YA owes X
Mutuality already exists


YA owes XA
ALC






XA owes Y
Y owes XA
Mutuality already exists


Y owes X
ALC



YA owes X
ALC



YA owes XA
Guarantee by Y in favour of XA, of YA's debt to X, and/or ALC





XA owes YA
Y owes XA
Guarantee by YA in favour of XA, of Y's debt to XA, and/or ALC


Y owes X
ALC



YA owes X
ALC



YA owes XA
Mutuality already exists










�	The combinations multiply as the number of affiliates increases.





� As an alternative, mutuality may be achieved by assignment by XA to X of Y’s debt to XA.  However, mutuality will be lost by interposition of a bankruptcy trustee of Y (the party whose indebtedness is being assigned) before the assignment is completed.


�As an alternative (subject to the issue in footnote 2 concerning ineffectiveness of assignments not completed before bankruptcy of the party whose indebtedness is being assigned): Guarantee by Y in favour of XA, of YA's debt to XA, and Assignment by XA to X of (1) the Guarantee; and (2) YA's debt to XA.





�As an alternative (subject to the issue in footnote 2 concerning ineffectiveness of assignments not completed before bankruptcy of the party whose indebtedness is being assigned): Guarantee by YA in favour of XA, of Y's debt to XA, and Assignment by XA to X of (1) the Guarantee; and (2) Y's debt to XA.





�As an alternative (subject to the issue in footnote 2 concerning ineffectiveness of assignments not completed before bankruptcy of the party whose indebtedness is being assigned): Assignment by XA to X of YA's debt to XA.





�As an alternative (subject to the issue in footnote 2 concerning ineffectiveness of assignments not completed before bankruptcy of the party whose indebtedness is being assigned): Assignment by X to XA of Y's debt to X.





�As an alternative (subject to the issue in footnote 2 concerning ineffectiveness of assignments not completed before bankruptcy of the party whose indebtedness is being assigned): Guarantee by Y in favour of X, of YA's debt to X, and Assignment by X to XA of (1) the Guarantee; and (2) YA's debt to X.





�As an alternative (subject to the issue in footnote 2 concerning ineffectiveness of assignments not completed before bankruptcy of the party whose indebtedness is being assigned): Guarantee by YA in favour of X, of Y's debt to X, and Assignment by X to XA of (1) the Guarantee; and (2) Y's debt to X.





�As an alternative (subject to the issue in footnote 2 concerning ineffectiveness of assignments not completed before bankruptcy of the party whose indebtedness is being assigned): Assignment by X to XA of YA's debt to X.
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