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NETTING AGREEMENT


	This Netting Agreement (this “Agreement”) is made and entered into this 15th day of November, 2001 (the "Effective Date"), by and between Counterparty’s name UNOCAL ENERGY TRADING INC. (UETI) and ENRON RESERVE ACQUISITION CORP. (ERAC).  UNOCAL ENERGY TRADING INC. and ENRON RESERVE ACQUISITION CORP. may also be referred to individually as a "Party" or collectively as the "Parties":

WHEREAS, ERAC and UETI have entered into separate agreements (the Contracts”) to purchase or sell various quantities of the Product at prices stated therein and/or exchanging various quantities of the Product with the differentials, if any, to be paid and/or received as stated therein.

WHEREAS, ERAC and UETI agree to establish a monthly credit balance arrangement by which monetary amounts which become due and owing to one Party for the purchase, sale, and/or exchange of the Product shall be set off or netted against monetary amounts which become due and owing to the other Party on an on-going basis during the term of the Contracts.
  
WHEREAS, ERAC and UETI represent and acknowledge that each party is a forward trading merchant and/or swap participant with respect to this Agreement and each Contract, and that each Contract is a forward contract, swap agreement, repurchase agreement and/or similar agreement for the purposes of the provisions of the United States Bankruptcy Code, 11 U.S.C. §§101 et seq., as amended from time to time.

NOW, THEREFORE, in consideration of the foregoing and of the mutual premises, covenants and conditions set forth herein, ERAC and UETI agree as follows:

	1.	Settlement Date:  Effective with respect to deliveries on and after the Effective Date, it is agreed that a net settlement arrangement shall be established for the purpose of effecting payment and thereby settling our respective accounts for all such purchases, sales, and/or exchanges under the Contracts.  The arrangement shall be handled as follows:

	(a)	For each calendar month in which transactions occur (the “Transaction Month”), each party shall determine the sales price for the crude oil sold to the other party and the exchange differentials, if any, from such other party under the Contracts, according to the respective pricing provisions contained therein, to determine the total amount owed by such other party.  [enter date of first transaction] November, 2001 shall be the first Transaction Month.

	(b)	The parties shall continue to issue invoices to each other in the normal course of business.  Each month, at least three days prior to the Payment Date, as defined in paragraph (e) below, each party shall confer by telephone, fax or E-mail and compare/confirm invoice amounts and total amounts owed by and/or each other.

	(c)	Any difference (the “Net Settlement” of account balances) resulting after offsetting the total amount each party owes to the other party shall be paid by the party owing the greater amount paying such difference to the party hereto owing the lesser amount by wire transfer in the manner set forth in (e) below of immediately available funds on the Payment Date.  If a Contract calls for payment based upon crude oil volume estimates, where actual volumes are not available (i.e., based on nominations), estimate should be included in the Net Settlement amount.
	
	(d)	In the event that any invoice or portion of an invoice covered by this Agreement cannot be timely verified and approved for payment by Net Settlement in the current month under this Agreement or if any invoice or portion of an invoice is subject to dispute, such invoice or portion of an invoice shall not be held for payment by Net Settlement in the current month but shall be settled independently, by prompt payment on the Secondary Payment Date as set out in paragraph (e) below.  However, each party agrees to use every reasonable effort to achieve the objective of timely verification of invoices in order to permit payment of such invoices on the Payment Date.

	(e)	Settlement for all Contracts between the parties subject to this Agreement shall be the 20th day of the month following the month of deliveries (the “Payment Date”), by wire transfer to the appropriate account as set forth below, if invoices are received by the buyer on or before the 18th day of such month.  For invoices received by the buyer after the 18th day, payment is due to the seller, by wire transfer, within ten (10) days after receipt of the invoice (the “Secondary Payment Date”).  If the Payment Date or Secondary Payment Date falls on a Saturday or bank holiday other than Monday, payment shall be made on the preceding banking day.  If the Payment Date or Secondary Payment Date falls on a Sunday or Monday, or bank holiday, payment shall be made on the succeeding banking day.


(i) For wire transfer payments to Counterparty’s name: 
	Unocal Energy Trading Inc.
			Bank:  The Northern Trust Company
City:    Chicago, IL
ABA #:  071000152
Account #:  99430
Name on Acct:  Unocal Energy Trading Inc.

		(ii)	For wire transfer payments to Company:
Bank:  Bank of America
City:    Dallas
ABA #:  111000012
Account #:  3750495001
Name on Account:  Enron Reserve Acquisition Corp.

		2.	Amendment of Contracts:  This Agreement shall have the effect of amending the provisions of all Contracts between the parties that relate to the manner and method of payment (but does not affect any “financial ability” or “creditworthiness” provisions therein), except as hereinafter noted.  Except as herein amended, such Contracts shall remain in effect.  Future purchase, sale, and exchange contracts between the parties shall also be subject to this Agreement unless it is otherwise specifically agreed in writing.  The parties may agree to except a specific transaction or contract from being governed by this Agreement by a specific provision to that effect therein or a separate written agreement.  This Agreement does not apply to any financial derivative transactions between the parties, such as swaps and options.  However, it does apply to exchange for physical transactions (“EFP”).

	3.	Term:  This Agreement shall continue in effect for a primary term of one (1) year after its Effective Date, and, unless terminated, from month to month thereafter.  Either party may terminate this Agreement at the end of the primary term or any month thereafter by giving at least thirty (30) days’ advance written notice to the other party.  Notice may be given at the address below by (i) certified U.S. Mail, (ii) telex or telegram, (iii) signed facsimile, or (iv) hand delivery (including by messenger).

	4.	Assignment:	Each party acknowledges that the Contracts covered by this Agreement are financial accommodations and that the identity and creditworthiness of the parties is a material consideration in entering into the Contracts.  Therefore, except for assignments made to an affiliate or subsidiary that is owned and/or controlled by a party, this Agreement may not be assigned by either party without the prior written consent of the other.  Any assignment made without obtaining the consent of the other party as provided herein shall be void and of no effect.


	5.	Law:  This Agreement shall be governed by, and construed, enforced and performed in accordance with Texas law and to the exclusion of the laws of any other legal system.  The parties agree that this Agreement shall be deemed to have been made in Texas.  The parties agree that the United Nations Convention on Contracts for the International Sale of Goods 1980 shall not apply to, or govern, this Agreement. 

6.	Arbitration.  Notwithstanding the submission herein of each party to the personal jurisdiction of the courts as provided below, any dispute arising out of or in connection with this Agreement, including any question regarding its existence, validity or termination, shall be referred to and finally resolved by binding arbitration governed by the Federal Arbitration Act and conducted in accordance with the American Arbitration Association Commercial Arbitration Rules, which Rules are deemed to be incorporated by reference into this clause.  The number of arbitrators shall be three, each party having the right to appoint one arbitrator, who shall together then appoint a third neutral arbitrator within 30 days in accordance with the Rules.  The third arbitrator shall be a person who has five years or more experience in the relevant industry.  The place of arbitration shall be Houston, Texas, USA, where all hearings and meetings shall be held.  The language to be used in the arbitral proceedings shall be English.  The parties hereby expressly waive any right of appeal to any court having jurisdiction on any question of fact or law.  There will be no written transcript or record of the arbitration proceeding.  The arbitrators will only make their award and will not render a written opinion explaining their award.  It is expressly agreed that the arbitrators shall have no authority to award attorneys' fees, or consequential, special, indirect, treble, exemplary or punitive damages of any type under any circumstances regardless of whether such damages may be available under Texas law, or federal law, or under the Federal Arbitration Act, the parties hereby waiving their rights, if any, to recover attorneys' fees and consequential, special, indirect, treble, exemplary and punitive damages with respect to this Agreement.  Any and all of the arbitrators’ orders and decisions may be enforceable in, and judgment upon any award rendered in the arbitration proceeding may be confirmed and entered by, any court having jurisdiction.  The parties agree that all arbitration proceedings conducted hereunder and the decision of the arbitrators shall be kept confidential and not disclosed, except to a party's affiliates, accountants, and lawyers, or to the extent necessary to enforce the decision.


	IN WITNESS WHEREOF, this Agreement is executed by the respective authorized representatives on the dates set forth below and shall be effective as of the Effective Date.


Counterparty’s Name UNOCAL ENERGY TRADING INC.

By:			
Name:	Thomas G. Creery	
Title:	Vice President, Crude Trading 	
Date:			
Address: 	14141 Southwest Freeway		
		Sugar Land, Texas   77478
Phone:	 	(281) 287-5045
Fax:	 	(281) 287-5395	

ENRON RESERVE ACQUISITION CORP.


By:			
Name:	Don Schroeder	
Title:	Vice President, Clean/Crude Products	
Date:			
Address:	1400 Smith Street
		Houston, Texas  77002
Phone:		(713) 853-3337	
Fax:		(713) 853-9476
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