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NY/NJ Baykeeper, Executive Director and Baykeeper
Co-Chair Passaic River Community Advisory Group
April 18, 2017

My name is Debbie Mans and | am the co-chair of the Passaic River Community Advisory Group
or CAG. The Passaic River Community Advisory Group {CAG) provides advice and
recommendations to the Environmental Protection Agency and its Partner Agencies to help
ensure a more effective and timely cleanup and restoration of the Passaic River.

[ am also the Executive Director and Baykeeper for NY/NJ Baykeeper. An organization founded
in 1989 to protect, preserve and restore the NY-NJ Harbor Estuary, which includes the lower
Passaic River.

I am here today to represent the communities that have been harmed by the pollution in the
Passaic River for many decades.

This site was first listed on the Superfund National Priorities List (NPL} in 1984, over 30 years
ago. Many members of our CAG can still remember when the federal and state agencies came
into their neighborhood in protective gear, sweeping the streets and local farmer’s stand for
dioxin dust.

Dioxin, pesticides and other hazardous substances were found in the soil and groundwater at
80-120 Lister Avenue; and dioxin, polychlorinated biphenyls (PCBs}), metals, polycyclic aromatic
hydrocarbons (PAHs) and pesticides were found in sediment in the Lower Passaic River.

Over the years the cleanup had progressed slowly along, primarily consisting of a constant back
and forth between the Responsible Parties and the EPA over sampling locations and
methodologies, sampling resuits, new-fangled ideas to “clean” the River or recommendations
to “let the River heal itself.”

WhQn\ew Administration arrived in 2009, the community knew it had a chance to really
achieve a comprehensive cleanup plan and in the Fall of 2009 instituted the CAG. Since that
time, we have been meeting on a near monthly basis, in the basement of a Newark church, to
advise and push for a cleanup that would make it safe for people to fish and crab from the
River. Right now, it is illegal to catch a blue claw crab from the River and there is a “Do Not Eat”
advisory in place for all fish and shellfish in the tidal portion of the Passaic River.

This risk to public health is unacceptable. That is why it is always very frustrating to me that
some of the polluters continue to shrike their responsibilities when it comes to cleaning up the
River. For years these companies benefited, at our expense, by dumping their waste into our
River. The communities bear the cost, not the companies, for these many years of
contamination.
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In March 2016 a comprehensive remedy was finally selected for the lower 8 miles of the River,
the most contaminated section and the source for ongoing contamination spreading .
throughout NY-NJ Harbor. The occasion was celebrated by the City of Newark, our two
Senators and all the Congressional Representatives in the region. Design of the remedy is
underway.

Yet, here we are, with a major polluter trying to get out from under its responsibility to the
people of New Jersey. This could also set a dangerous precedent for other cleanups.

Today, | am here to put a face on the Passaic River and to ask the faceless corporations that
have poisoned our River to step up and take responsibility.
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Written Statement of Steve C. Gold
Professor of Law and Judge Raymond J. Dearie Scholar
Rutgers Law School, Newark, NJ
Submitted for New Jersey State Legislature
Senate Environment and Energy Committee and
Assembly Environment and Solid Waste Committee
Hearing on SR-107
April 18,2017

I. Introduction

Chairman Smith, Chairman Eustace, Senators, Assemblypersons, good
morning and thank you for allowing me to participate in this hearing on an issue
that is important to the citizens of New Jersey. My name is Steve Gold and I am a
Professor of Law and the Judge Raymond J. Dearie Scholar at Rutgers Law
School, at Rutgers University — Newark. To be clear, I am testifying today in my
indtvidual capacity and not on behalf of Rutgers University; the views expressed
are my own and should not be ascribed to Rutgers or any unit of Rutgers.

The subject of this hearing is “actions taken by corporations to avoid their
Superfund obligations in New Jersey through federal bankruptcy proceedings.”
The first step in addressing that subject is to understand the nature of Superfund
obligations. To that end the main focus of my testimony is an explanation of
federal Superfund law.

After describing Superfund liability I will infroduce the reasons that the

. federal Superfund statute and the federal Bankruptcy Code frequently intersect and
identify some of the issues that arise in the context of such intersection. Some of
these issues are beyond the literal scope of the Superfund statute and Bankruptcy
Code but nevertheless can profoundly influence the outcome of Superfund cases
and Bankruptcy cases. [ present these issues in general terms and do not claim
expertise in the technicalities of the Bankruptcy Code or corporate law. My
testimony is not intended to describe or opine on any particular Superfund site or
on any particular Superfund or Bankruptcy case nor to address issues of State law,
despite New Jersey’s robust statutes and case law dealing with hazardous waste,
hazardous substances, and site remediation.
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I1. Federal Superfund Law

The federal statute generally known as the Superfund law, formally the
Comprehensive Environmental Response, Compensation, and Liability Act
(CERCLA), originally was enacted in 1980. The law has two basic purposes: to
give the United States government the tools it needed to respond to releases of
hazardous substances and to try to ensure that, as much as possible, the cost of
responding to hazardous substance releases is borne by those who created or
profited from the conditions that led to those releases. CERCLA thus embodies a
“polluter pays” principle, on which I will elaborate shortly.

The primary trigger for response action under CERCLA is a release or
threatened release of a hazardous substance into the environment, to which the
President is authorized to respond to protect “public health or welfare or the
environment.” Thus CERCLA established a uniquely federal response authority,
which was initially funded by the proceeds of a special tax deposited into the
“Hazardous Substances Superfund” within the United States Treasury. Pursuant to
CERCLA, the United States Environmental Protection Agency (EPA) has
promulgated an extensive regulation, the National Contingency Plan, which sets
forth procedures for selecting a response action.

Response actions fall into two categories: removal actions and remedial
actions. Although there are exceptions, generally speaking removal actions are
relatively small, inexpensive, or preliminary. Remedial actions are those
“consistent with permanent remedy” and may be taken instead of or in addition to
removal actions.

EPA may use federal Superfund money for remedial action only if a release
is listed on the National Priorities List (NPL). With limited exceptions, releases are
added to the National Priorities List based on their score in EPA’s Hazard Ranking
System, a complex algorithm for comparing the danger different releases of
hazardous substances pose to human health, welfare, and the environment. The
term “Superfund Sites,” as used by the general public, usually refers to releases on
the National Priorities List. As you know, New Jersey includes within its borders
more Superfund Sites than any other state. This affects the State as well as the
federal fisc, because EPA funding of remedial action is contingent on the State
agreeing to contribute ten percent to the cost of the remedial action. CERCLA and
the National Contingency Plan specify elaborate procedures for EPA’s selection of
remedial action, including a Remedial Investigation and Feasibility Study, a
Proposed Plan, consideration of public comment on the Proposed Plan, a formal
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Record of Decision, and sometimes post-decisional changes to the selected
remedy. The essential criterion for a remedial action is protectiveness of human
health, welfare, and the environment; state and public acceptability of the cleanup
are among the other factors considered.

CERCLA gives EPA two ways to secure response actions. EPA (or a state
agency under a cooperative agreement with EPA) may perform the cleanup itself,
in a so-called “Fund-lead” response action, recovering the costs later from
responsible parties if possible. Alternatively, an “Enforcement-lead” response
action is undertaken by responsible parties. There are several mechanisms for
obtaining responsible party response actions. Responsible parties may undertake
response actions: (1) voluntarily (although both the government and the
responsible parties usually prefer some type of agreement; (2) consensually,
through a settlement agreement — a consent decree entered by a court, for remedial
action, or a consent decree or administrative order on consent for removal action;
(3) under compulsion, through a unilateral administrative order issued by EPA or
an injunction issued by a court.

The government’s ability to recover costs in Fund-lead response actions or
to compel cleanup in Enforcement-lead response actions derives from the liability
provisions of the statute. All CERCLA liability depends on four common elements.
There must be (1) a facility (2) from which there is a release or a threatened release
(3) of a hazardous substance which (4) causes the incurrence of response costs.
The statute defines “facility” and “release” very broadly; “hazardous substances”
are listed by regulation; EPA would have no reason to seek to hold parties liable if
there were no need to incur response costs. Therefore these four common elements
of CERCLA liability are rarely controversial in any given case.

If the four common elements are satisfied, CERCLA makes liable four
categories of “covered persons” (often referred to as responsible parties). These
are: (1) the owner and operator of a facility; (2) the owner or operator of a facility
at the time of disposal of hazardous substances; (3) any person who by contract or
otherwise arranged for the disposal or treatment, at a facility that person did not
own or operate, of hazardous substances which that person owned or possessed,;
and (4) any person who transported hazardous substances for disposal or treatment
at a facility which that person selected. A party that is in one of these four
categories is liable under CERCLA, as pertinent here, for all costs of removal or
remedial action incurred by the United States government or a State or an Indian
Tribe not inconsistent with the National Contingency Plan.
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CERCLA also provides for liability for damages for injury, loss, or
destruction of natural resources resulting from a release of hazardous substances.
Claims under this provision are commonly known as “natural resource damages”
or “NRD” claims. A claim for natural resource damages is distinct from and
additional to a claim for response costs caused by the same release of hazardous
substances. NRD liability is liability for the residual environmental harm that
remains notwithstanding the response to a release, including the interim losses
caused by the release before it is cleaned up. NRD claims may be brought only by
sovereign entities — the United States government, a State government, or an
Indian Tribe — that holds natural resources in trust for the people. A trustee agency
that recovers natural resource damages must use the recovery to restore, replace, or
acquire the equivalent of the natural resources that were lost, injured, or destroyed.

CERCLA lability has several key features pertinent to the subject of today’s
hearing. First, CERCLA liability is strict liability. That is, it is not based on fault or
negligence. Even legal, non-negligent conduct can give rise to CERCLA liability
for a party that fits into one of the categories of responsible persons, if the elements
of liability are satisfied. Second, CERCLA liability is status-based. That is, a
defendant that meets the description of one of the categories of responsible parties
is liable for that reason. Therefore, the standard of causation is attenuated as
compared to, for example, a tort claim. The government need not “fingerprint” the
release of hazardous substances to show, for example, that materials sent to the site
by a particular arranger are among the hazardous substances physically cleaned up
in the response action. Third, CERCLA liability, in most circumstances, is joint
and several. This means that if multiple responsible parties are liable for the same
release, any one of them may, in principle, be held liable for all of the response

~costs or for performing the entire response action. As a result, the risk that some
liable parties may be insolvent is borne by other liable parties ~ not by the EPA or
other responding government agency.

Finally, and perhaps most significant for today’s hearing, CERCLA liability
is retroactive. A primary purpose of CERCLA was to clean up — and to hold
responsible parties liable for cleaning up — a legacy of contamination resulting
from an earlier era of haphazard disposal of industrial waste. To achieve that
purpose, CERCLA liability must reach back into the past. A party may be liable
for removal or remedial action taken after the statute’s enactment in response to
releases that occurred before the statute’s enactment, or in response to post-
enactment releases that result from pre-enactment disposal. A party may be liable
because it fit one of CERCLA’s categories of covered persons at a time before the
statute was enacted — for example, if disposal of hazardous substances at a facility
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occurred before CERCLA’s enactment, the owner or operator of the facility at the
time of disposal, as well as the arrangers and transporters involved in the disposal,
would be liable. A party may even be liable for response costs incurred before the
statute’s enactment (although that issue rarely arises today). The notable exception
to CERCLA’s retroactivity is liability for natural resource damages. A trustee may
not recover on an NRD claim if both the release of hazardous substances and the
injury to natural resources occurred entirely before CERCLA’s effective date.

III. CERCLA Liability and Bankruptcy and Corporate Law Limitations of Liability

Given the scope and nature of CERCLAs liability scheme, it is unsurprising
that issues of bankruptcy law, and more broadly corporate law, arise in CERCLA
litigation. To effectuate its key purpose of making “polluters pay,” CERCLA
embodies a sweeping liability scheme. To effectuate its key purpose of giving
debtors facing overwhelming liabilities to make a “fresh start,” the Bankruptcy
Code allows debtors to discharge many of those liabilities. Although CERCLA and
the Bankruptcy Code do not necessarily conflict, they frequently intersect in
Superfund cases, and their goals may be in tension.

It is useful to think about how this intersection occurs in “backward looking™
versus “forward looking” circumstances. These are not classifications with legal
significance, but rather conceptual categories to aid understanding.

“Backward looking™ intersections relate to the retroactive liability effects of
CERCLA when enacted. Given the reach of Superfund liability — companies have
been held liable for releases of hazardous substances originally disposed of in the
nineteenth century — it is entirely understandable that many potentially responsible
parties have been through one or even more than one bankruptcy. Indeed, many
potentially responsible parties are defunct or dissolved. It is also understandable

that relevant assets have been transferred to or from potentially responsible parties,
and that many of potentially liable companies have themselves been bought, sold,
or reorganized possibly several times.

Defunct is defunct; EPA cannot recover from an entity from which all assets
are long gone. One reason CERCLA established the Hazardous Substances
Superfund was to provide EPA with the resources to clean up “orphan sites” —
hazardous substance releases for which no viable liable parties exist. But if only
some liable parties are insolvent, CERCLA provides a different solution: joint and
several liability. One purpose of joint and several liability is to avoid sticking the
taxpayers with the “orphan shares” of individual insolvent parties who are liable
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along with other parties that do have assets available to satisfy the liability.
Furthermore, if an entity that would have been liable under CERCLA has ceased to
exist but has been succeeded, under applicable corporate law principles, by another
entity, the corporate successor is liable as well.

The foregoing discussion of the “backward looking” intersection of
CERCLA with bankruptcy and corporate law foreshadows the “forward looking”
application of liability-avoiding mechanisms once CERCLA was enacted and
potentially responsible parties began to understand the scope of their possible legal
liabilities. CERCLA liability can be very large indeed, and some entities may quite
legitimately seek the protection of the Bankruptcy Code if they cannot meet those
obligations. Other entities may confront economic conditions, independent of
Superfund liabilities, that cause them to seek file a bankruptcy petition to seek
protection from all of their creditors’ claims, including the government’s claims
under CERCLA. To give the debtor a “fresh start,” at the end of a bankruptcy
proceeding all pre-petition claims against the debtor are discharged, unless there is
an applicable statutory exception.

After a debtor files a bankruptcy petition, CERCLA claims are handled in
the bankruptcy proceeding in diverse ways, as directed by the Bankruptcy Code
and by judicial interpretations of the Bankruptcy Code as that statute intersects
with CERCLA. With respect to post-petition cleanup obligations, it is fairly well
established that a debtor must comply with environmental laws; such post-petition
obligations of the bankruptcy estate are entitled to administrative expense priority
in the bankruptcy. Existing injunctive obligations for response actions (embodied
in consent decrees, administrative orders, or injunctions) may survive the
bankruptcy and may not be discharged. Under certain circumstances, even a
reorganized entity that emerges from a bankruptcy must comply with such an
obligation so long as the obligation could not have been satisfied simply by the
payment of money (which would make the obligation a dischargeable “claim™).
Creative mechanisms can be used to account for these obligations. For example, in
the GM bankruptcy a massive trust was established to finance response actions at
contaminated facilities that GM owned.

By contrast, in bankruptcy a debtor’s pre-petition liability for a cost recovery
claim under CERCLA, typically, is treated as a general unsecured claim. In simple
terms this means that the government must stand in line with other unsecured
creditors, behind secured creditors and administrative expenses, for payment. The
government’s claim may be allowed but the actual amount recovered often is a
small fraction of the lability, and after the bankruptcy the claims is discharged.
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Sometimes, of course, entities that have both substantial assets and
substantial Superfund liabilities may feel a strong incentive to attempt to protect
their assets from those liabilities. In a bankruptcy, issues may arise if the debtor
responsible party cannot satisfy its CERCLA liabilities but related entities hold
valuable assets or have income streams that could have satisfied those liabilities,
especially if pre-petition transactions have separated such assets or income streams
from the debtor. In such circumstances, the government may assert theories of
liability in an effort to reach the assets, including: successor, corporate veil-
piercing (holding a parent corporation liable based on a subsidiary’s liability),
fraudulent conveyance, or indemnification. These legal doctrines derive neither
from CERCLA nor from the Bankruptcy Code. They are designed to protect
creditors — including EPA and State agencies that have incurred response costs —
from fraudulent corporate shenanigans that would make liability — including
CERCLA liability — magically disappear, or, more accurately, make assets
magically unavailable to satisfy that liability. The application of those legal
doctrines, to distinguish fraudulent from legitimate transactions, is context-specific
and highly fact-dependent.

As I stated at the outset, I cannot express an opinion about the specific
transaction of concern to the Committees: the bankruptcy of Maxus Energy and its
effect on the remedial action for the Diamond Alkali / Passaic River / Newark Bay
Superfund Site. The limited information I have been able to review, however,
raises red flags that, at the very least, in my opinion warrant serious inquiry.

In conclusion, CERCLA provides a powerful liability scheme to hold
accountable responsible parties who contributed to or benefited from disposal
activities that engendered costly response actions implemented or supervised by
the government. Bankruptcy provides a powerful framework to relieve debtors of
certain obligations and give them a fresh start. Corporate law allows entities o
structure their assets and limit their liabilities, but only if legitimately used. The
desire of entities facing Superfund liabilities to seek to limit the exposure of their
assets to those liabilities is understandable, but must be subject to existing legal
constraints. Whether those constraints have been breached in a particular case
necessarily depends on the facts of the specific circumstances and transactions.

Respectfully submitted,

Steve C. Gold
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Testimony of Frank Parigi
Joint Hearing, Senate Environment & Energy Committee and Assembly Environment & Solid Waste

Committee, April 18, 2017
Good morning Chairman Smith, Chairman Eustace and Honorable Committee members.

* 1am Frank Parigi, Vice President and General Counsel for Glenn Springs Holdings, Inc. | am here
representing Occidental Chemical Corporation. Glenn Springs is an affiliate of OxyChem and both
companies are subsidiaries of Occidental Petroleum Corporation. Glenn Springs manages legacy sites on
behalf of OxyChem. We are committed to working with the state of New Jersey, the U.S. Environmental
Protection Agency and other stakeholders to address sites like the Passaic River.

We appreciate the invitation to testify here today and for your leadership in examining the important
policy issue of holding companies accountable for their clean up responsibilities. Because New lersey
has more Superfund sites than any other state, we know that this issue is of particular interest to New
Jersey’s citizens. We appreciate that there is bipartisan support for the resolution before this

Comimittee.

OxyChem has a plant in Pedricktown, New Jersey, where it makes PVC, a raw material used in household
piping construction materials and medical applications. More broadly, OxyChem is a major American
chemical manufacturer with operations in 12 states, as well as in Canada and Chile. OxyChem makes
PVC, resins, chlorine and caustic soda—key building blocks for a variety of plastics, pharmaceuticals and
water treatment chemicals.

Like you, we believe that the issues examined today are not about right or left. They are about right or
Wrong.

Because OxyChem is involved in litigation with Argentina’s state-controlled oil company, YPF, and its
wholly owned subsidiaries -- Maxus Energy Corporation and Tierra Solutions, Inc.--and others, my
testimony today is limited to matters of public record.

In 1984, EPA designated Maxus’ Lister Avenue facility as the Diamond Alkali Superfund site. OxyChem
purchased the stock of Maxus’ chemical business two years later, in 1986. It's important to underscore
that this was 17 years after Diamond closed the Lister Avenue facility. Although OxyChem acquired
other plants in this transaction, it never owned the Lister plant. In 1986, Maxus affiliate Tierra owned

Lister and still owns it today.

As part of the 1986 transaction with OxyChem, Maxus retained financial responsibility for numerous

- environmental sites-and-issues across the country, including the Lister-Plant. There is no question about - -

Maxus’ responsibility for the Diamond Alkali Superfund Site and other sites; it has been confirmed by
courts in New Jersey, Texas and Ohio.

When YPF bought Maxus in 1995, it was fully aware of Maxus’ obligations to OxyChem and knew that
Maxus’ environmental liabilities were likely to be substantial. Very soon after YPF bought Maxus, one of
YPF's outside lawyers, who also served on the YPF board, informed YPF that Maxus’ indemnity
obligation to OxyChem was uncapped, unlimited, and, with regard to sites like the Passaic River,
substantial. As a result, YPF orchestrated and implemented a long-range plan to strip away all $2 billion
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of Maxus’ valuable oil and gas assets and shield itself from Maxus’ environmental liabilities. Today,
Maxus has virtually nothing but liabilities.

The EPA has determined that the Passaic River has been polluted with dioxin, PCBs, mercury, and other
contaminants. EPA has also identified hundreds of potentially responsible parties. In March 2016, the
EPA selected a $1.38 billion plan to address the lower 8.3 miles of the river.

Between March and June 2016, Maxus and Tierra had been meeting with OxyChem and EPA to
negotiate an agreement to perform the design of the remedy and informing YPF of the status. But, late
on the night of June 17, 2016, YPF put Maxus and Tierra into bankruptcy.

The timing of this bankruptcy filing was no coincidence. it was, we believe, part of YPF's master plan to
attempt to make Maxus’ environmental liabilities evaporate from YPF's balance sheet.

YPF also forced Maxus and Tierra into bankruptcy just one business day before OxyChem was setto

begin trial in New Jersey state court where—once again—OxyChem had to enforce its indemnity from
Maxus. At this trial, OxyChem also sought to hold YPF liable for Maxus’ obligations. Because of the
bankruptcy filing, the trial never happened.

After YPF threw Maxus into bankruptcy, OxyChem reached an agreement with EPA to design the remedy
selected by EPA for the Lower 8.3 miles of the Passaic River. The Passaic River was not the only site
OxyChem had to take over from Maxus. OxyChem also began implementing an orderly transition of
remediation at more than 50 other Maxus sites and projects in New Jersey and elsewhere. Qur objective
is to ensure that work continues without delay and without adverse impacts on human health and the
environment.

The bankruptcy filing immediately had an effect on the state of New Jersey and its citizens, and could
have jeopardized the progress being made on cleanup of the Passaic and other sites. However,
OxyChem immediately stepped in in a responsible fashion.

If YPF, an Argentine state-controlled entity, can abandon its environmental liabilities in America, a
dangerous precedent could be set. Other companies—foreign or domestic—would see YPF's scheme as
a viable option to manage their balance sheets, which will harm American citizens, communities and
corporations as well as state and federal government agencies.

It appears that YPF’s conduct may have had another objective. Last August, the Wall Street Journal
reported that during 2016, YPF completed a $1.75 billion private bond issuance in the United States,
using American capital markets for YPF's sole benefit. In other words, YPF raked in billions in American
capital markets at the same time that it forced Maxus to plead that it was “hopelessly insolvent” and

~unable‘to pay-its-environmental liabilities. - YPF publicly announced-in December-2016 that it intendsto-—

raise another $1 billion during 2017—all while the Maxus bankruptcy continues.

We share the Committee’s concern. YPF should not be allowed to profit from American capital markets
at the same time YPF seeks to avoid paying its fair share of Superfund costs in New Jersey and elsewhere

in the United States.

OxyChem has a proven record of participating in the cleanup of Superfund sites and environmental
remediation projects throughout the United States, even those where the liability was inherited from
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another company. OxyChem takes pride in being a responsible corporate citizen, and asks that aff
legally responsible parties pay their share and act responsibly.

Thank you for your time this morning. We are grateful that this Joint Committee of the New Jersey
Senate and Assembly is examining these important issues. OxyChem supports this Committee’s
bipartisan Resolution, SR-107/AR-2189, which demonstrates that these issues are not about right or
left—they’re about right or wrong. We hope that the resolution will be passed expeditiously. | am now
happy to answer questions you may have.
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State of New Jersey
OFFICE OF THE ATTORNEY GENERAL
CHRIS CHRISTIE DEPARTMENT OF LAW AND PUBLIC SAFETY CHRISTOPHER S. PORRING
Governor PO BOX 080 Attorney General
TRENTON, NJ 08625-0080
KIM GUADAGNO
Lt Governor

April 17,2017

Hon. Bob Smith, Chairman

Senate Environment and Energy Committee

Hon. Tim Eustace, Chairman

Assembly Environment and Solid Waste Committee
State House Annex

P.O. Box 068

Trenton, New Jersey 08625-0068

Dear Chairman Smith and Chairman Eustace:

Please accept this letter in response to your invitation to Attorney General Porrino or appropriate
representatives of the Attorney General’s Office to testify before the joint legislative committee hearing on
Tuesday, April 18, 2017 to provide our perspective on actions taken by corporations to avoid their
Superfund obligations in New Jersey through federal bankruptcy proceedings. As you know, this issue has
ramifications related to the State’s settlement of a civil action against numerous defendants in litigation over
environmental contamination of the Passaic River. Specifically, as set forth in two pending resolutions,
Senate Resolution 107 and Assembly Resolution 219, concerns have been expressed over the actions of
YPF, S.A. in placing its subsidiary, Maxus Energy Corporation, into bankruptcy “in an apparent attempt to
avoid paying the company’s environmental liabilities[,]” which includes responsibility for environmental
remediation of the Passaic River arising out of the Lister site.

The pertinent settlement agreement with Maxus, YPF, Repsol and other settling defendants contains
a neutrality clause in which the State agreed not to support Occidental Chemical Corporation, directly or
indirectly, in connection with the prosecution of its cross-claims (or any claims based on the same operable
facts) against the settling defendants, except as required by law. Similarly, the Consent Judgment entered
by the Court governing Occidental includes a covenant prohibiting the State from assisting or supporting
Occidental, Maxus, Tierra or the Repsol-YPF defendants in connection with the prosecution or defense of
Occidental’s cross-claims, except as required by law or a court of competent jurisdiction. Due to the
significant concern that testifying on this issue at the joint committee hearing could invite a contention that
we have breached this clause by indirectly supporting Occidental’s cross-claims (placing in jeopardy the
$130 million received from those defendants as a result of the settlement), we have decided that the
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“appropriate course of action under these circumstances is to respectfully decline the invitation. Your
understanding of our position in this matter is appreciated.

Respectfully submitted,

5. fzprnn Tkl
B. Stephan Finkel
Assistant Attorney General

c¢: Matthew Peterson, OLS
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Congressman Bill Pascrell, Jr. Testimony for
Senate Environment and Energy Committee and Assembly
Environment and Solid Waste Committee Joint Legislative

Committee Hearing on April 18, 2017

Chairman Smith and Assemblyman Eustace, due to prior obligations I am unable to join you in
the Meadowlands today to support your efforts to highlight the importance of holding corporate
polluters responsible. In my absence, I submit to you the below testimony for the New Jersey
Senate Environment and Energy Committee and Assembly Environment and Solid Waste
Committee joint legislative committee hearing.

As home to the largest number of Superfund toxic-waste sites in the nation, New
Jerseyans know the importance of making sure polluters, not taxpayers, pay for the clean-
up. From the Passaic River’s contamination from Agent Orange to Garfield’s chromium
polfuting the groundwater, we know these sites are expensive to make whole again. But
tHe risks these public hazards pose to families demand our attention. Polluters have used
our state as a dumping ground for years and most people live 10 miles from a Superfund
site. These sites contaminate our drinking water and release hazardous chemicals into the
environment. That is why I will continue to oppose President Trump’s proposed budget
cuts of 31 percent and attempts to shrink the size of EPAs staff. With the ongoing assault
on the environment and public health that will put people at risk, the President is doing
everything possible to ensure there will not enough personnel to make sure our water is
safe to drink, our land is clean, our air is breathable, and New Jersey’s Superfund sites
are cleaned-up.

I have spent my career fighting to ensure that the Passaic River has the comprehensive
restoration that the communities along its bank deserve. As part of that, the parties responsible
for Diamond Alkali’s pollution of the Passaic River are held accountable. Pollution in the
Passaic River has plagued constituents in my district for several decades and [ have always
maintained it is the polluters, not the taxpayers who should be responsible for paying for the
clean-up efforts. To ensure polluters are held responsible for their actions, we must reinstates the
excise tax on polluting industries to pay for the cleanup of Superfund sites. [ am committed to
fighting for this increased federal funding to cleanup Superfund sites in communities across our
state.

As you may know, the Passaic River, which flows through my district in northern New Jersey, is
one of the most polluted waterways in country after decades of industrial pollutant dumping by a
host of now-defunct manufacturing facilities once located along the banks of the river. In 1984
the Passaic River and one of facilities along the river, Diamond Alkali, were declared Superfund
sites. Diamond Alkali manufactured Agent Orange and regularly dumped “bad” batches of the
toxic herbicide in the Passaic River. A number of investigations from the EPA determined that
contaminants from the Diamond Alkali site and its dumping heavily contributed to the pollution
of the Passaic River. In March 2016, after many years of stalled clean-up efforts, the EPA
finalized its plan to restore the Passaic River, which will cost $1.38 billion over 10 years.

/5K



Like many of the companies responsible for the rampant poliution of the Passaic River, Diamond
Alkali is no longer in business. After a number or mergers and reorganizations, Diamond
Alkali’s holdings and environmental responsibilities were transferred to Maxus Energy
Corporaticn. In 1986, Occidental Chemical Company purchased Diamond Shamrock Chemicals
(which included Diamond Alkali) from Maxus.! Also in the late 1980s Chemical Land
Holdings, Inc., now Tierra Solutions, Inc. —an affiliate of Maxus, took title to the properties that
were once the site of Diamond Alkali’s manufacturing facilities along the Passaic River. In
October 2016 the EPA announced a $165 million settlement with Occidental for legal
responsibilities stemming from the Diamond Alkali site and dumping.m The State of New Jersey
has reached a settlement of $130 million with Maxus in 2013.P! However, to date, no scttlement
has been reached between the EPA and Maxus or Tierra, which are subsidiaries of YPF S.A., an
Argentinian state-owed oil company.

In June 2016 Maxus filed for bankruptcy after reaching an agreement with YPF S.A. Under the
agreement, YPF S.A. will provide Maxus with $130 million and an additional $63.1 million in
bankruptcy loans in exchange for drop?ing any “alter ego” claims Maxus may have against YPF
S.A. for cleaning up the Passaic River. 4l

To make the committee aware, earlier this year | presented all the facts in this testimony to the
U.S. Departments of State, Justice, Interior and Commerce for their review and action. It is
important that we ensure that the parties responsible for polluting the Passaic River are held
accountable and contribute meaningfully to its remediation. As mergers, acquisitions, and
bankruptcies of various parties occur now and in the future, business decisions must not become
tactics for allowing any party to shirk responsibility for the rampant pollution of the Passaic
River that occurred.

I commend you and your committees for your efforts to ensure no entity is able to shirk their
environmental remediation responsibilities. I also stand ready to work with you to do everything
possible to ensure that the parties responsible for Diamond Alkali’s pollution of the Passaic
River are held accountable.

Thank you for the opportunity to submit testimony and [ yield back the remainder of my time,

(1122, M. (1986, May 22). Occidental to Acquire Shamrock Chemical Unit, Sell Oil, Gas Wells. Retrieved January
06, 2017, from http://articles.latimes.com/1986-05-22/business/fi-7302 1 occidental-chemical

21 EPA Secures $165 Million Agreement with Occidental Chemical to Conduct the Work Needed to Start the
Cleanup of the Lower Eight Miles of the Passaic River. (2016, October 05). Retrieved January 06, 2017, from
hitos://www.epa.gov/newsreleases/epa-secures-165-miil jon-aoreement-occidental-chemical-conduct-work-needed-
start-cleanup

Bl Fitzgerald, P. (2016, June 18). Maxus Energy Files for Bankruptcy Protection. Retrieved January 06, 2017, from
httn://www.wsi.com!articleslmaxus-energv-ﬁ!es-for-bankruptcv-t)rotection-1466268975

1 Fitzgerald, P. (2016, June 18). Maxus Energy Files for Bankruptcy Protection. Retrieved January 06, 2017, from
httn:l/www.wsi.com/articlcs/maxus-energv-ﬁles-for—bankruutcv-protection—1466268975
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The Honorable Gina McCarthy
Administrator

U.S. Environmental Protection Agency
1200 Pennsylvania Avenue, NW
Washingion, DC 20460

Dear Administrator McCarthy:

In light of the recent bankruptcy filing of Maxus Energy, I write in strong support of the
Environmental Protection Agency’s (EPAs) efforts to ensure that the parties responsible for Diamond
Alkali’s pollution of the Passaic River are held accountable. The pollution of the Passaic River has
plagued constituents in my district for several decades and it should be the polluters, not the taxpayers,
who are responsible for paying for the clean-up efforts.

As you may know, the Passaic River, which flows through my district in northern New Jersey, is one
of the most polluted waterways in country after decades of industrial pollutant dumping by a host of
now-defunct manufacturing facilities once located along the banks of the river. In 1984 the Passaic
River and one of facilities along the river, Diamond Alkali, were declared Superfund sites. Diamond
Alkali manufactured Agent Orange and regularly dumped “bad” batches of the toxic herbicide in the
Passaic River. A number of investigations from the EPA determined that contaminants from the
Diamond Alkali site and its dumping heavily contributed to the pollution of the Passaic River.! In
March 2016, after many years of stalled clean-up efforts, the EPA finalized its plan to restore the
Passaic River, which will cost $1.38 billion over 10 years.

Like many of the companies responsible for the rampant pollution of the Passaic River, Diamond
Alkali is no longer in business. After a number or mergers and reorganizations, Diamond Alkali’s
holdings and environmental responsibilities were transferred to Maxus Energy Corporation. In 1986,
Occidental Chemical Company purchased Diamond Shamrock Chemicals (which included Diamond
Alkali) from Maxus.? Also in the late 1980s Chemica! Land Holdings, Inc., now Tierra Solutions, Inc.
— an affiliate of Maxus, took title to the properties that were once the site of Diamond Alkali’s
manufacturing facilities along the Passaic River. In October 2016 the EPA announced a $165 million
settlement with Occidental for legal responsibilities stemming from the Diamond Alkali site and

! Superfund Site Information. (2014, February 20). Retrieved January 06, 2017, from

httpsy/curaulis.epr.govisy ad‘cursites/dsp ssppSiteDatat.cfin?id=0200613

TEPA Finalizes Passaic River Cleanup, One of the Largest Superfund Projects in EPA History Will Protect Peoples Health
and the Environment, (2016, April 18). Retrieved January 06, 2017, from https://www.epa. povinewsreleases/ena-finalizes-

Egassa.ic-river-clmnumu&lggest—sugﬂﬁmd-gmjcctsgpa-histog-wilE
22, M. (1986, May 22). Occidental to Acquire Shamrock Chemical Unit, Sell Oil, Gas Wells. Retrieved January 06, 2017,
from http:/articles Iatimes.com/1986-05-22/bosincss/fi-7302_1 gceidental-chemical
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dumping,* The State of New Jersey has reached a settlement of $130 million with Maxus in 2013. >
However, to date, no settlement has been reached between the EPA and Maxus or Tlerra, which are
subsidiaries of YPF 8.A., an Argentinian state-owed oil company.

In June 2016 Maxus filed for bankruptey afier reaching an agreement with YPF S.A. Under the
agreement, YPF S.A. will provide Maxus with $130 million and an additional $63.1 million in
bankruptcy loans in exchange for dropping any “alter ego” claims Maxus may have against YPF S.A.
for cleaning up the Passaic River.

My primary goal has always been ensuring that the parties responsible for polluting the Passaic River
are held accountable and contribute meaningfully to its remediation. As mergers, acquisitions, and
bankruptcies of various parties occur now and in the future, it is essential we ensure that these business
decisions do not become tactics for allowing any party to shirk responsibility for the rampant pollution
of the Passaic River that occurred.

I strongly urge you to work with your colleagues at the U.S. Departments of State, Fustice, Interior and
Commerce to do everything possible to ensure that bankruptcy proceedings for Maxus Energy or any
of the other parties responsible for Diamond Alkali’s pollution of the Passaic River do not prevent
them from being held accountable. I stand ready to work with you in order to achieve this goal. Please
contact Dylan Sodaro in my office at (202) 225-5751 or Dylan.Sodaro@mail house.gov if there is
anything my office can do to assist you in these efforts.

Thank you in advance for your attention to this matter.

Sincerely,

Bill Pascrell, Jr.
Member of Congress

Cc:  John Kerry, Secretary of State
Loretta Lynch, Attomey General
Sally Jewell, Secretary of the Interior
Penny Pritzker, Secretary of Commerce

4 EPA Secures $165 Million Agreement with Occidental Chemical to Conduct the Work Needed to Start the Cleanup of the
Lower Eight Miles of the Passaic River. (2016, October 05). Retrieved January 06, 2017, from

https; !!www,gza govinewsreleaseslepa-secures. 1 65- m:lepn-aarct&:nt-uccxd:ntal-chermcal-conduct—work-nccded»stan-
cleanun
5 Fltzgerald P. (2016, June 18). Maxus Energy Files for Bankruptcy Protection. Retrieved January 06, 2017, from
http:/iwww, wl.com/articles/maxys-chergy-files-for-barkauptey-protection-1 466268975
® Fitzgerald, P. (2016 June 18). Maxus Energy Files for Bankruptcy Protection. Retrieved January 06, 2017, from
hittpe/fwrww, wsi.comfarticlesfmaxns-energy-files-for-bankauptey-protection-14 66268975 ,
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MORRISON FOERSTER NEW YORK, NY 10019-9601 BEIJING, BERLIN, BRUSSELS, DENVER,
HONG KONG, LONDON, LOS ANGELES,
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April 18, 2017 Writer’s Direct Contact

+1(212) 336.8638
ALawrence@mofo.com

Via E-Mail and Express Mail

Senator Bob Smith

Chairman, Senate Environment and Energy Committee
New Jersey State Legislature

State House Annex

P.O. Box 068

Trenton, NJ 08625-0068

Assemblyman Tim Eustace

Chair, Assembly Environment and Solid Waste Committee
State House Annex

P.O. Box 068

Trenton, NJ 08625-0068

Dear Senator Smith and Assemblyman Harris:

We write in response to your April 5, 2017 letter to Mr. Daniel Rico and to follow up with
my conversation on Tuesday, April 11, 2017, with Matthew Peterson, Associate Counsel at
the Office of Legislative Services. Morrison & Foerster LLP represents Maxus Energy
Corporation (together with its affiliates, “Maxus”) in ongoing Chapter 11 bankruptcy
proceedings in the United States Bankruptcy Court for the District of Delaware. Mr. Rico
and Maxus regret not being in a position to accept your invitation to testify. Mr. Peterson,
however, suggested that we write to provide additional details regarding the bankruptcy
proceedings, and we are happy to do so.

An issue of utmost itportance to the Honorable Christopher S. Sontchi, the judge presiding
over Maxus’s bankruptcy proceedings, has been the responsible management of Maxus’s
existing remediation activities. In fact, due to Maxus’s financial condition, one of the
primary goals of the bankruptcy proceedings has been effectuating a seamless transition of
responsibility for the ongoing environmental remediation activities taking place in New
Jersey from Maxus to Occidental Chemical Corporation (*OCC”). While Maxus has
contractual indemnification obligations to OCC, it is OCC that is primarily liable for
environmental contamination and natural resource damages issues arising from the historical
operations of the Diamond Shamrock Chemicals Corporation. As such, OCC is the entity

ny-1279792
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that is named as primarily responsible for remediation under the administrative orders and
other agreements governing the New Jersey Diamond Alkali and Diamond Shamrock sites.

Maxus and OCC have worked together over the past several months to effectuate this
transition. On November 1, 2016, OCC and Maxus affiliate, Tierra Solutions, Inc.
‘(“Tierra™), entered into a Transition Services Agreement that established a framework by
which Tierra could effectuate a transition to OCC of certain remediation projects and
services for which OCC is primarily responsible, but for which Tierra historically has been
taking the leading role as part of Maxus’s indemnification obligation to OCC. The
Transition Services Agreement was approved by the Bankruptcy Court. Pursuant to the
Transition Services Agreement, Tierra has been providing OCC with the information that
OCC requires to continue cleanup efforts at certain environmental sites across the country,
including ali of those in New Jersey.

In November 2016, Maxus and OCC also finalized a plan to transition existing remediation
projects to OCC in a manner that is acceptable in form and substance to OCC and that would
also be subject to approval of the Bankruptey Court. Maxus and OCC then spent several
weeks coordinating the transfer of all relevant legal rights and documentation that are
necessary for a seamless transition. On March 28, 2017, Maxus and OCC executed a Site
Transition Agreement. The Site Transition Agreement provides for the safe, orderly and
efficient transfer, from Maxus to an OCC affiliate, of all available information, including
technical files, agreements, permits, access agreements, and service provider contact
information related to and necessary for the future management of environmental
responsibilities. The Transition Agreement also provides for the transfer or assignment of
agreements and permits, and the provision of any required notification to regulators
concerning such transfers.

Copies of orders approving both the Transition Services Agreement and the Site Transition
Agreement, and the agreements themselves, are available on the public docket for the
bankruptcy proceedings at docket entry numbers 495 and 1208, respectively. Maxus would
also direct your committees’ attention to the current Amended Disclosure Statement filed at
docket entry number 1058 in the bankruptcy proceedings. This Amended Disclosure
Statement includes explanation of how the current proposed bankruptcy plan will, if
approved, fund ongoing environmental remediation efforts in New Jersey and elsewhere.
The Debtors expect to file a further amended disclosure statement with additional
information about environmental remediation efforts this week.

Maxus would also direct your committees’ attention to the current proposed plan for
resolving the bankruptcy proceedings filed at docket entry number 1056. Under this
proposed plan, a liquidating trust will actively pursue claims against YPF S.A. and other

ny-1279792
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YPF entities for asset-stripping and other injuries to Maxus’s creditors, including
environmental creditors. The United States Environmental Protection Agency, along with
other federal agencies, has withdrawn its objections to Maxus’s motion for approval of its
Disclosure Statement, and we understand that it is currently supporting the current proposed
plan.

Sincerely,
/s/ J. Alexander Lawrence

J. Alexander Lawrence

ny-1279792
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VICKI HOLLUR
SRRESIDENT

ANE
GHIEF EXECUTIVE OFFICER

October 11, 2016

The Honorable Penny Pritzker
Secretary of Commerce

1401 Constitution Ave, NW
Washington, DC 20230

Dear Madam Secretary:

The upcoming U.5.~Argentina Commerce Ministertal presents an opporiunity to deepen
commercial ties established since the election of President Macri. It also is an opportunity to
raise concerns that threaten to undermine this progress. Iam writing to bring one such issue to
your attention. '

Specifically, Argentina’s state-owned oil company, YPF S.A., is abusing the U.S. bankrupicy
laws in a carcfully orchestrated effort to attempt to eviide financial and environmental
tesponsibilities under the Superfund program. Their actions could potentially shift the burden of
hundreds of millions of dollars in liabilities to other stakeholders, including but not fimited to the
U.S. Government. Both the Department of J ustice and EPA have raised significant concerns
about YPF actions in the bankruptcy court, |

The attached background paper details how YPF systematically stripped billions in assets out of
its U.S. subsidiary, Maxus Energy Corporation, leaving Maxus a shell company with significant
environmental liabilities and virtually no revenufe-‘.prqducing asseis. Itis especially noteworthy
that barely two months after EPA announced its Record of Decision for a $1.38 billion clean-up
of the Pussaic River in New Jersey, YPF ceased funding Maxus and put the compariy into
bankruptcy to avoid paying Maxus' share of these Superfund clean-up costs. While YPF's
actions are curréntly the subject of ongoing legal proceedings, the ramifications extend far
beyond the courtroom. ; :

Abuse of bankruptcy laws (o evade Superfund dbligations has been a subject of intense and
tongstanding concern both in Congress and within DOJ and EPA. What makes YPF's actions
even more troubling is that, while simultaneously attenipting to shed environmental liabilities in
bankrupicy court, this Argentine state-owned entity successfully raised $1.75 billion on Wall
Street as part of a bond issuance, YPF then doubled down on its Wal] Street-bankruptey court

RAAN
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charade by telling investors that it no longer hasicontrol over Maxus and is not burdenzd by
Maxus' debts. Yet, YPF's bankruptey posture reveals that it continues to control Maxus in an
eifort to shed Maxus® environmental liabilitiss for a fraction of what is owed.

We trust that Minister Cabrera will share concefns raised by the State Department during
Secretary Kerry's recent visit to Argentina about the significant risks of YPF's actions, which
could undermine progress in restoring the counfry’s reputation with investors and continued
access to capital markets. If YPF is successful, then it will have created a dangerous preeedent
for other foreign or domestic companies looking for an environmental liability loophole to the
detriment of the U.S, Government and U.S. companies. This precedent would also signal that

access to U.S. capital markets will remain unfettered by any reciprocal obligation to abide by
LS. law,

We urge you (o raise this important issue with Minister Cabrera. His direct engagerment may
help avoid serious negative fallout both for Argentina’s reputation and progress in strengthening
bilateral commercial relations. '

Thank you for your consideration.
Sincerely,

Dol il

Vieki Hollub
President and Chief Executive Officer
Oecidental Petroleum Corportion

Ce:  Judith A. Enck, Regional Administrator, Region 2
U.S. Environmenta) Protection Agency ..

John C. Cruden, Assistant Attorney General, Environment and Natural Resource Division
U.S. Department of Justice

Adx
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MEMORANDUIM
TO! Board of Tirestors of YPF Sociedad Andsims o
FROM; Antrews & Kunth LLP.
DATE: May 22. 1996
. SUBJECST:  Mpae Reoryanizstion Proposals

This sierooraodum is being sbmutted to the Board of Directors of YPF in conncetion
with propossls to authorize (2) the transfer of Maxus™ enviroomental lishilifies 1o & new mdirect
wholly ovned subsidiary of YPF (Chermical Land Holdings, Inc., or “CLH) and the issuance by YPF
of an underteking 10 fund up 1o 2bow $117 million of such liabilitics, (b) the redemption of Mo’
$4.00 Cumulative Convertible Profirned Swek (“$4,00 Preferred™), () the transfer by Maxus 10 new
Cayman Island subsidieries of YPF of Maxus' properties and isteresia in Veneancls and Bolivia, and
{d) the guasantes by YPF of the performance of all of Maxus® obligations under its $2.56 Cumulative
Preferred Stock (“S2.50 Preferced"), in exchange for the consent by the bolders thoreof to cerikin
amendnients to Maxus' Certificate of Incorporation. :

These proposals have grown out of extensive enalysia by officers of YPF and Maxus,
€S First Boston and Andrews & Kurth, snd are believed by alf participasts {o confer significant
advaniages and bonefits on YPF. In this memorandum, we seek to explain various aspects of these
reorganizations, with particular crophasis on the ransfer of Maxus® enviroamenial liabilities.

Background
.. . g

Late lest year, in view of the fact that Maxus’ debt and preferred stock issues will
eventually have to be refunded or otherwise retired, Nells Leon, Cedric Bridger and Roberto Monti
requested CS First Boston and Andrews & Kurth to develop a master plan for dealing with this
problem. Overlaying this issue Is a major tax leakage that has begun to occur aow that YPF has
become taxable n Argenting, YPF cannot deduct Maxas® interest payments from its Argentine taxes,
and Maxus gets no current devefit for those deductions under U.S, tax law becauss it does not
curvently generute taxable income i the U.S. A sccond msjor concem was that the addition of
Maxs' gpetstions 10 YEF’s gavo rise to a need to rationalize Maxus® global isx structure to
minimize the egpregate impact of taxes on YPF's worldsrido income. Fimally, it was besoming .
increasingly obvicus that the finencial markets were going to penalize YIF for its acquisition of
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Maxuz until YPF could demonsteate that it had made Maxus profiteble, The third concem, then, and
the one with which this memorandum primanly desls, was that sdditional environmental costs or
Jusses &t M, which wonld flow through Masus” income statement, would obseure the impressive
progress tmt VPY and Mr, Nontis team were making at Maoxus.

As the working groups began to consider and analyze various solutions 1o thess three
problems, it became apparent that the solutions to all three issucs were closely related and in fact
interdependent. While this memo deals primarily with the transfer of euvisonmenial Babifities out of
Maxus, it will bs important to keep the interdependence of thess proposels in mind,

. Meaxws' Envirenpriendad Ligbiilties

At present, Maxus® primary eaviroamentad ability derives from indemoifications
included in the contrac! by which Maxus, then named Diamend Shamrock Corporaion, Maxus’®
predecessor, sold ity former chemieat mmuf‘eeimmg busiaess to Octidenini Chemical Company
£OxyChen™). The prinicipal such indemuiBeation i uniimited either as to fime or as to emount, Jt
i3 under thiy indemnification provision thet Mawus, on behsll of OxyC‘hem, has undertaken
environmenal studics and elean-up eflorts at alf three of itg main fiability sites: Keamy, Newe Jersay,
Prinesville, Ofo; 2od the former Newark plant site, inchiding 2 portion of the sdjacent Paseaic River.

In its cfforts 1o addsess these sites, Maxus is dealing with several federal agencies,
including the Environmental Protection Agency (“EPA™, thie Army Corps of Enginecrs, and the )
National Oceanic and Atmospheric Agency, ns well as the Ohio and New Jersey enviconmental -
agencies. Collectively, these agencics have the power to require investigation and remediation of
environmental demsege consistent with the standard of “protecting the public health or welfare or the
environment,” (Sce, e.g., 42 U.S.C. Sec. 9606). This statutory standard leaves great latitude and
diserction to the various agencies involved in a given site in the studies and remedies they cap require.
In praciice, the semedy is developed in edversarial negotiations between the agency or agencies and
. R tho partics having the obligation to remediate, based on scientific and engineering studies &8 unch a3
) {agal anslyses.

These ageacies 0lso can require prospective financial assurances for remediation and
other costs and impose licns on assets to insure complience with binding orders. Maxus, on behalf
of OxyChem, is cutitled to initiste legal procesdings against any other company thet can be shown
to have contributed to the contamination at the site, and such other persons could be Jinble for the

- perceatage that corresponds to the degree they contributed 10 the contemination. Provided () EPA
idemtifies & paty es responsiiio and (i) EPA actively pursues a party for clean-up, that party would
#iso be joitly snd severally lishle to EPA {or the clean-up costs, along with GxyChem and, through
OxyChem, Mwoais. “Joint and several linbility” meana that any party with such liability, such as
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OxyChem, could be required to pay all of the costs of the clean-up even though it caused legs then
all of the damage. :

A description of the thres main sites and ail other matesisl known covironmental
liabfliGes is inchadad in Mous® Annunl Report on Form 10-K Bled with the United States Secuitics
and Exchange Cormmission, refevent excerpte Fom which are appended to tus memorendum as
Annts A Maxus has established 4 loss reserve of abowt $117 mullion s of March 31, 1996, ageinst
these lisbifities. [t is importam to note, however, thet under accounting principles a loss reserve may
only inrjude Habilities that the company can determine are reasonably likely to aeeur sad as (o which
it can reasonsbly estimate the costs. That is to say that even if the Company belicves that s joss is
reasomsbly likely [0 ocour but is unable to estimate the amount of such loss, such future Joss would
not be iacluded in the reserve, Tt is possible, for instance, that the awrrent loss reserve docs not
include all of the costs that Maxus will vitimately incur sssociated with the elean up of the mais sitcs,
beceuss the peture of the remedy that will be required is nol yet known for most of such sites. It s
not uniesasf for the vanous siages involved in environmentn! cleen-ups like these 1o takie Gfteen years.
Ag matters develop over tire, i may be neccssary to Increase Maxus™ environmental loss reserve.
If rdditional reserves are vequired to be faken, they will bo acopumcd for as fosses in the year in which
the reserve is increased and would therefore, absent tho proposed reorganization, mup through
Maxus’ jocome statement.

_ In summary, if is generally inipossible fo estimate the costs of an ¢nvirosrcms! clesn
up-before the remedy bag bees: detesmines. Therefore, Maxus’ cavironmoeaial fubiliics, particularly
eprly-siags problems fike the Passaic River, carry the potential of incresses. beyond the currcnt
amount of the resorye.

YP¥’s Current Resporsibifitics Regarding Mweus’ Environmental Linbilities

As a sharsholder of Maxus, YPF showld have no direct liability for Maxus'
environmental lishilitiag, so long ag it observes certain guidelines in dealing with Maxus and its
environmental operstions, First, it must respect Mmais” corporate integrity end independance, so that
& U.S. Court would oot “piercs the corparate veil.” These rufes are basic and well known uader UJ.S.
corporals faw, and YPF does not now aad should not in the future have any cause 1o be concerned
sbout this doctrine, so Jong as it respects the corporate formalities of Maxus® end CLH's separate
existence, Another way in which a corporate pareat can be found linble for environmental lishilitics
of a subsidiary is if the parest actually controls the day-to-dey operations of the subsidiary or
interferes with the environmental operations at the subsidiary in a way that impedes or degrades,
financisBy or otherwise, the subsidiary’s ability to discharge Hs cavironmental obligations effectively.
Andrews & Kurth has previously issued a written memorandum to YPF setting forth these rules and
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guidelines, and YPF is currenily behsving toward Maxus in 2 way thst should not give rise 6
vicarious lability oo this account.

_ Further, @ cOURt piesiding overa bankrpley of Maxus or CLH could be requested to
reach the assers of YPF 1o satisfy creditors of Maxus or CLH (this doctrine is known as the
“eubstantive consolidation” doctring). The rules determining whether substantive consolidation
would be allowed arc in part somowhat similar to thosc described above with respect 1o “piercing
of the corporate veil”, but include a “balagcing of interests” concept as well, The judicial decisions
in this mrea are Bighly specific 1o the faeis of each case. Conrts examine whether the affifiated entitics
structured themselves and their affairs <o as to mainiain appropnate indicia of scparateness, of ;
whaother (for exaemple) they comeningled assets, had coextensive boards and officers, issued no
separate financiel statemeats and deah with cacl other not &t amm’s length. Creditor percaptions are
also releveni: wers the enbiies in fact perceived by thoss extending credit &s scperate or unitary? In
addition to considesing such factors, in mling for or against substantive coasolidation courts will also
attempt to balance the interasts of various creditors or creditor groups. Thus in a leading case the
court analyzed the issue in terms not only of whather creditors denlt with the cntities £4 a single
economic unit and did no1 rely on thelr sepamts idemities in extending credit, but also whether the
affairs of the debtors proposed 1o be consolidated were 5o entangled that consolidation would benefis
all creditors of those debtors. Tt is difficult to imagine any benefit to YPF ereditors acenung from
such an after-the-fact consolidation,

Substantive consolidation is an carsordinary remedy not lightfy gremted by courts.
Indeed, Delaware bankruptcy courts, where Maxus or CLH would be entitled to file in banknptcy,
curreatly appear hostile to the docizme. Finglly, it i5 important to note that, es with the other two
doctrines discussed ébove, any concern a3 {o substantive consolideiion does not arisc because of ihe
proposed reorgenization. To put it asother way, if appropriate formalitics are observed we belicve
that none of these doctrines, inchiding suhstantive consolidation, is any more likely 10 be applied 1o
YPF in respect of Mg or CLH after (and by virtue of events occurring in) the reorganization than
it is in respect of Maxus in the event the proposed reorpagizalion were not approved.

‘Wwhila we are not experts in or qualified to commeat on Asgentine law, we further

belisve that the fect that YPF is an Argentine company represents a significant additional difficulty
with wifich sny U.S. liigant trying to reach the assets of YPF would have fo contend.

'YPE's Indirect Liability for Maxus® Environmenta! Frablepis

Tt is eritical to an understanding of the propasals being made (o the Board, however,
16 understand thet YPF gevertbeless bas substantial indirect exposure 10 Mus' envirormental
liabilities.
4
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Furst, YPF paid over $700 million for alf of Maxus” ouisiending common stock. it has
also undertaken to support Maxus’ obligations, o the exteat Maxys cannot fulfill them, for the
benefit of Maxus Preferrad Stock holders (the so-called “Keep Well™ agrecmeat) until June 2004 in
an amount up to ali debt service fequirements on indebtedness placed by YPT on Maxus’ essets in
conmection with the acquisition of and subsequent merger with Maxaus (the original principal mount
of this benk debt was $425 million). YPF contributed $64 million to Maxus in the frst quaner of
1996 and hes anmounced that it expects to contribule a total of between $200 and $230 million to
Maxng in 1996, In addition, as discussed above, YPF nesds to move Maxus debt (which YPF has
guarantead end which totals sbout $1.2 billion} up to YPF so that YPF can obtain tax deductions for
interest payments that are now being made on en afler-tax basis. The redemption of the $4.00
Preftared, which is a step in that direction, would nerease YPF’s current eash investment in Maxus
by about $217 million.  { We understand there may be kmils under Argentine law on how much of
Maxus' debt an be refinanced at the YPF lovel without losing the deductibifity of the interest
payments, but we are not qualificd to comment on this issue,)

V In short, YPF has slready oxposed, or will by the cad of this year will have exposed
(assuming the Mivkus 54,00 Preferved is redesmed) o total of ehout 51.1 billion in cesh to Maxus®
enyironmiental liahilities. As time goes on, that figure will go up repidly, and it sbowld not be
forgotten that YPF bas guarantesd $1.2 billion of Maxus debt on tup of i1s cash investment. To put
it anothier way, YPF has afréady placed at risk to sdverse devefopmenty an amount more than 10
times as Jarge 85 Maxus’ corrent loss reserve for covironmenal lisbilities, Egvironmental projecis
‘are nonmalfy siaw to dévelop (they frequeatly 1ake 135 years from start 1o finish), And this Sgure can
only-grow with time. '

Transfer of Maxs’ Environtiental Qperations (o a Subsidiary of YPF

Tn general fermy, the proposal is to dividend up to a subsidiery of YPF the stock of
Chemicat Lend Hoidings, Inc, (CLH), surrently a second-tier subsidiary of Maxus whoss assets s
consists mainly of contaminated properties previously used in connection with discontinued N
operations of its former chemicals busincss or purchased by Maxus or its predecessors as 8 part of
its overall emvironmentsl defense strategy. YPF would creatc 8 new U.S. subsidiary (YPF Holdings
{USA), Inc.) to hold the stock of both Maxus and CLH. (A new international tax haven holding
company subsidiary may be interposed between the new U.S. holding company end YPF.} CLH
would assume Maxus® operational and finsncial responsibifities undes the OxyChem indemnification
agreements, supported by an underiaking from YPF to CLH to contribute capitel 10 CLH so that
CLH may moet its obligations for the assumed eqvironmental liabilities up to the amount of the
current envirotmuental [oss reserve (about $117 million at preseat), plos certain periodic amounts to .
cover generel and adnsmstrative overhead expenses of CLH {estimated in the range of $10 million : )
per year¥the “Undertaking”). Moous would remain responsible for any environmental fisbilities in
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excess of such amount, and would remein primerily tiable to OxyChenm vader the indemnities. Al
peyments morde by YPF under the Undertsking would reduce YPI's obligations under the Keap Well.

CLH'’s principal esser would bo the YPF Undesiaking, which would be Bmited in
menouni. This mechanism is intended a3 a means of cutting off YPF's direct fisbility for Maxys’
envirgnmental lisbilities. YPF would have ac obligation to increase the amount of its contribusion
obligation to CLH under this Underialing Ifit became nesessary to fncrease the loss restrve related
to CLH’s lisbilities, YPF would have the chaies either {o inorease the amount of the Underiaking
by & like amount, in which case the loss rescrve would run through the income statement only of ¥YPF,
or to deglinc i do 56, in which case the loss reserve would be increassd on the books of Maxus agd
would run through the income stalemem of both Maxus and YPF (on a consolidated basig).
Obvisusly, a decision to increass the amount of the Underiaking would also increase YPE's direct
financial sesponsibifity in an"amount equat to the zmount of the increase, but not ils indirect
responsibility therefor,

. In practice, we anticipate that YPF would under normal cireumsatances accept a
request 1o increase the amount of the Underaking, to praserve the edvantages to i under this
areangemient. I, however, the incréass (o the loss reserve were very high in relation to the amount
of ssacts YEF already bas 8t cisk, YPF would have the option of refitsing the ineresse, paying to CLH
‘the noongt of the Underteking as it st00d prior to the requested incresse, and allowing CLH 1o
. Bl om 1ts ussumption of Maass’ fiabitities under the OxyChem idemnity. Tt wilk be remembered

‘that Maass will vewsin prisnanty eble on that inderssity and that the proposed reorganization cannot .
chiange that relationship with OyChem without OxyChem’s consciit, which will not be sought.

Advantages To YPF Expected From the Fraposed Revrganization

We are informed that magagement of YPF secs the following advantages from this
recrgamzation:

1. The reorganization will sharpen the management focus on Maxus® enviconmental -
liabilities and bring greater accountability to its operations in this area. The environmental resposse )
division umently hias 06 revemues, no eperations, oo customers, 1o products, It is not & business at
all, and its management problems ars completely uniike, and in no way associated with, the rest of
Maxuy” operstions. At presest, it represents 8 major distraction at Maxus that diverls attention from
Maxus' seal business—exploring for and producing oil and gas.

2. After the reorganization, the costs and losscs generated by the environmental
lisbilities will o Ionger run through Maxus’ income statement, This will profect Mexus® financial -

results from isundation from additions fo the loss reserve and permit the financial markets to see 3
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clearly the progress being made at Maxus in its E & P business. We balieve CS First Boston will
advise the Board that this is importart. The financial effect on YPF is mil, becavse the resulis of the
covirommental group’s operations flow through YPF's consolidated hnanc:al statenents either way--
thmugh Maxus, as is currently the case, or through YPF Holdings, a8 would be the case afler the

morgmnznuﬁa

3. It is intended that CLH will usc the specislized and in some cases unique know-
how Maaus has developed to supply esvironmental consulting services to other YPF divisions aad,
Iater, io third parties, cresting a new profit center st YPF.

Redemption of Maxrs' 34.00 Preferred

'I‘lwpnnmpai “gont” of xmp?cmmﬁng, the transfer of environmenta! lisbilitics 1o CLH,
although it is in fact merely o refinding, is the redomption of Muas' $4.00 Preferred.  The
redemption vajue of this series is epprasimately $217 millico.

In order 1o enabla YPF 1o dethict CLH¢ costs and losses against Maxus’ income tax
Bability in the U.5., Maxus and CLH must remein in the 2ame consolidatad group for tax purposes
under U1.5. tax law. One of the requirements for consolidation is that the same parent own at least
80% of tho vahee of nll voiing stocks of 81 companies 1o be consolidated. Since the $4.00 Preferred
is & voting stock, it must be taken into sccount for this purpose. Because of the debt YPF has placed
onMaxss’ assels, it is believed that the common stock does not represeat $0% or more of the value
of Maxus combined voting stocks. Accordingly, the $4.00 Preferred must be teken out of the

equation by redemption.

The 34.00 Preforred mwst eventuslly be dealt with, whether or not Maxus’
environmental operations are reargenized, because it s convertible into Maxus common siock. The
cash for such tedeamtion is expected 1o come from a new issue of YPF crude oil reccivable noics,
probably in the form of a volumetyic production payment. YPF will use the cash to purchase certain
Takin American B & P assets from Mixus i connection with the global tax reorganization described
2t the begimiog of this memorandum. Maxus will in turn-use the procesds of the sale of these
properties fo redeem its $4.00 Prefermed.

Redemption of the 54,00 Preferred with YPF debt in this manoer is also intended to

accoruplish part of YPF's goal of replacing debt or quasi-debt obligations at Maxus that must be
serviced with afler-tax dollars with YPF debt obligations that can be serviced with pre-tax pesos.
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Guarautee of Obligations Under Maxus? $2.50 Preforred

Once the 54,00 Preferred has been redeerved, we recommend thet YPF atteopt to
obtain the consent of sufficiem holders of the $2.50 to remove Article Ninth of Maxus' Certificate
of Incorporation, Article Ninth cootgins mumerous resirictions on any person thet holds 5% or more
of Maw' coromon stock in dealing with Maxus' assots. It forbids any trensfer of gesets with 8 value
of more than $25 snillion, loans of morc that $25 million, dividends or guazantees of more than 525
ruillion, and abmost every other means of transforting velue fom Maxus o YPF, without either a
majority vote of the holdess of ell dasses of vating stock or the effinnetive vote of & majority of the
directors on Mexus' Board who wers directors before YPF scquired Maxus. i is oot feasible o
obtain the vote of 8 majority of the preferred stockiiolders in such instances, beeause it is customary
under U.S. practive for preforred siockholders (o insist on being paid for such consents. That is the
primary reason YPF has asked soveral directors of the "old” Maxus to remain 60 Mexus' Board, and
YPE hes had to rely on thelr approval in several instances,

Article Ninth cannot b smanded or eliminated without the conscat of epproval of the
holders of the requisite percentags of all classes of Maxus equsty stock. Onoe Maxus redesms the
34.00 Preferred, only the common stock and the 82,50 Preferred wall be left {other than the last of
the $9.75 Preferred Stock, which is schaduled for redempiion on February 1, 1997, and whosc holder
bus already watved its rights unger Article Niath). The $2.30 Preferred was distrbuted retedl and s
widely beld, and numerous holders of this series have in the past demanded that YPF guerantee
Mexys’ obligations to them, There is approsimagety 337.5 million of this Preferved ouistanding, and
the approval of the holders of two-thirds of the shares is necessary 10 amend Maxus' Cestificate of
Incorporation. Holders who did aot consent would no! receive the guaruniee,

We do not beliove YPF would permit 2 default under this or any other material
obligation of Maxis, becmsse ol the damage that would be done 10 YPF's sbility to finance its own
operations, aud YIF is formally obligated to suppor! the preferred under the Keep Well anyway.
Therefore, the addition of a YPF guarantec does not, a3 a practical matier, cost YPF anything
{although it must be recopnized that these are Jegal differeaces between & legal guarantes and the
other obligations to support the prefemed). The Keep Well is not well undersiogd by the holders of
the Mexus preferreds, and we beliove that they would perceive significant value in the gusrantee,
That is why we belicve it would be possible to obdsin the spproval of the holders of two-thirds of thia
series to eliminnts Article Ninth in cxchange for such & guarantes. _

‘ In our Judgmqu,t}us wcsu!r‘f be clearly wonh doing o scmove the restrictions on =
YPF’s flexibility to deal freely with Maws” assets, Asticls Nioth could in the firture represent &
significant obsincle to major redeployments of Maxus® sssets:
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The solicitation of conseate from the holders of the $2.50 Preferved would be
vodertaken after the redemption of the 34.00 Preferred, and none of the other steps in the
reorganization plan depends on its success.

tplementation of the Steps Recommended

Tha steps proposad {o be teken to implement the proposad restructurning of the Mexus
awironmental lishilities are nat easily summarized and are instead described in detal in Annex B to
this Memorandum,_ As fbr ag the board of directors of YPF is concerned, however, they will need to
anthorize end approve the following ections and roatiers if they decide 10 approve the reorganization
plan:

1. The creation of & Uniied States holding company subsidiary (teatatively “YPF
Holdings (USA), Inc.”) to hold the YPF investment of Mmas common stock and the comtribution
of the Mmare common stock to the equity of the holding company. An additional first-tier holding
company subsidiary of YPF, to be organized in & tax haven couniry, should also be authonzed if
decmed ardvisabie by menagement.

2. The elaction of directors of the first tier holding company.

3. The evthorzadon of YPF to provide finds as an advance or capital
contribution to M in an amount sufficient {o provide for the redemption of the Maxus $4.00
Preferred et par (gpproximsicly 3217 million) and the epproval of the cxecution of & proposed
Redemption Funding Agreement with Maxus commiiting to deliver such finds so thet Maxos may
take actions to redeem the $4.00 Preferrec.

4. The authorlzation of YPF to éxecute a Contribution Agrecment among YPF,
YPF Hokdings and CLEL Under the Contribusion Agreercr, YPF wilk agree (i) joirdly and severally
with YPF Holdings to contribute funds {or advances at the option of YPF) to CLH, as and when

- requested by CLH subject to certain Limitations, in en amount necessary for CLH to safisfy its

obligations assumed under the proposed Assumption Agreement witl Maxus (described in Apnex B
hereto) provided that the aggregats contributions or advances made under this provision do not
exceed the envirommenta] liabdlity reserve on the consolidated belance sheet of Masas es of Fune 30,
1996 (estimated st approximetely $117 million); and (ii) jomtly and severally with YPF Holdiogs to
contvitaste fands (or advances at the option of YPF) to CLH, £5 and when requested by CLY, to fund
general and administmtive costs of CLH. Maxus will agree that 2lf payments contributed by YPF
end YPF Holdings to CLH (other than advances) will be credited to YPF's obligations uader the
Keep Well, YPE will effect all capital contributions to CLH through cortributions to YPF Holdings,
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5. Authorization to guarantee Mexus' obligations under the $2.30 Preferred,
which guerentse will be conditioned upon receipt of approvals of-holders of & two-thirds of the
oulstanding shares of 32.50 Preferred in favor of semoving Article Ninth from the Maxus Certificate
of Incorporation and eny ether proposals decmed prudent or nccessary by Maxus and YPF
management.

6. Authorizations for matiers relaied to the scquisition of certain Maxus Latin
Araerican properties.

Legal Consequerces

Ueder 11.S. Iaw, and providad YPF observes the guidelines discussed esrlier in this
memorandum and in our earlier memorandum to YPF referred to sbove, there should be no legal
difference in YPE's responsibility for these environmental Linbilities, whether they are located in
Maxus or CLH. Both would be indirect wholly owned subsidiarics, both would have assets currently
sfficient 10 discharge the legally rescrved for linbiliics and both would be companics with
profossional staffs and operations. It is not currently foreseen that anyone would be disadvanteged
" by this transfer, including the various governmental agencics. It is possible that facts will arisc in the
fusterre that sce not now foreseen, or that e law will change adversdy to¥PF's position in the future,
and we have not been requested to, nor do we, opine thst this complex legal reorgantzation could i
no aspect edverscly affect defenses YPF now has ageinst direct liebility for Maxus’ eovironmentel
linbilities.

In grder for that concern 10 become relevanl, however, Maxus” cavironmental
finbilities would have to exceed the substaniial investment YPF has already made in Maxus, ell of
which is currently exposed to these liabilities, While no one can predict the future, we believe, based
on substantial farmiliaxity with Moais’ eavironmentai problems, that the chances this could ocour are
very smali. In view of this, in view of the substantisl legal defenses YPF would have agginst
sdditional direct hability for these fiabilities beyond the amount agreed io be paid in YPF's
Undertaking to CLH, and in view of the significant advantages eveilable to YPF in this
reorganization, we believe the directors of YPF would be justified in making the business decision

fo approve the reorganization proposed.
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tilement of the Company”s sol¢ InIGTCs[ TAlc Swap ggizement prior to its termiwxton, This gain was recorded
\&l;mmuﬂ. net, Foe Company sleo rmecived a 33 million (crminztion payment, which has bees
deforregd.

Over'tys two-yesr period from Sepuasy |, 1373, 1o December 31, 1994, Maxos ook s1eps to restrusiure
ity debt and dquity position. The overall inient was to provide immedinte fundizg for j1s major development
jecis (the "iunra; gas plant, the Northwest Tava gas propeet und the development of Block
16 in Ecuador) in mutch the repayroent schedules of the debt with the fulure cash flow expesied from
these projects while Alxjntainiug necessary working capitol balences required fur flexibility. The Company wes
able to take adventage oRJower intenest mics antl, at the same fime, (0 extend the average dobt maturitics,

Debt rase significantly

and constructis

1993 due to the completion of two of the Compeny's major projects azd fhe
of the Ecvadar project. These projects contnbuled 1o substantial capial
betwect cach fremn operstions end the cash used i investing achivitics,
incremienial new debt was issued. Of e 3412 miflion procecds received in 1933 from the ixtuance of fong-
ter debt, $204 million was nsed to currcatly matusing debt and «o fitnd the canl¥ retirement of a
portion of the Compeny’s 11%% sinking fundhgebestures, with the remainder partiably funding the 1997 capital
speading program.

Droring 1994, the Compeny issuzd 310 millio

portion of the proceeds from asset sales, were uscd {9
1994 aod-beyond and to prepay $63 million of $8.75 Stock duc is Fobrunry §993,

In 1693, Maxus {ssucd & pow cless of preformed stock, the'S2 50 Preferred Steek. OF the $83 miltion g net
proceeds received from the offering, 863 nullmn was used 1o rocdqm 625,000 shares of $9.75 Preferred Stack

as required in Febrygry 1394,

f edditionat long-term debi. Debt issuances, along with a
: 5 approximatzly $170 million of dabt obligations duc

Arcveuniing Standards

- Effoctive Apnl 1, 3995 the Compmy n!icd lhc pumhm methed of accotptiog to record the acquisition
of the Compeny by YPF. In e purchase method combination, tie purchase is aflocsted 1o fhe assets
stquired and Kabifities ssumed based on thelr beir values #t the dare of acquisition, 1n connection with the
purchase price allocation, the Conpany adopted Statement of Financial Accountibg Stendards No. 12}
["SFAS 1217), "Accsunting for the Impairment of Lopg-Lived Ase2is and for Loogs jved Assels to be
Dispased of," which requires a seview of long-lved assets for impapment wheaevor ¢
circomstence indicate thet the camying amount of the asest may nol be recoverzble, Under S
expected futare cash flow of 2 fong-fived aseer is tess than the cavying amount of the axset, anim
shail be rocognited to value the saer af fin fair value. Maxns revelaed i3 assety and Sabilities 1o fair
the purchese price sllocatian effective Apnl §, 1995 There was no impaet on the Company’s
operetions resulting from the edoption of SFAS 121 during the nine months ended Deoomber 31, 1995,

Emironmentef Mariers

Federal, statc and local lews and regulations relating to bealth and environmenial quelity in the Uniisd
Stares, mx weil as covironmental faws and regulatons of other countries in which the Campany operates, affect
nearly all of the operations of the Company. These lews 2nd rogulations set various standards regulating

_certain aspees of health and environmental quality, provide for pensltics and other Kabilitfes for the viajution
of cuch standards and estnblish in ceriain sircumstances remudial obligations. In sddition, cspecially stringeat
messyres and-spicial prosisions wmay be appmpnat: or requm:d in cnvironmentally scnsitive forcign areas of
operation, such B those in Ecugdor. -

. Many of the Company's United Stazs cperations a5z “subject 1o reqnirenpents of the Safe Drisking Water

Act, the Cloan Water Act, the Clean Air Act (as amended in 1990), the Occupationa! Safety and Heelth Aqy,

the Comprehensive Environmental Response, Compensation end Linbility Act of 1980, ax amended (“CER-
CLA™), and other federsd, as well es siase, laws. Such laws address, rmong other thing, lbmits oa the
discharge of wastes associstod with oil and gas operations, investigation and cleen-up of szerdous subyiances,

ot
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and workplace salety and healih. In eddition, thess laws typically mquire compliance with masociated
regulations end permits and provide for the impasition of penaliies for nuncompliancs. The Clean Air Aet
Amcndments of 1950 may benedii the Company's busincss by incrassing the demand for naiun! gas as a clcan
fuch. .

The Compeny belicves thatits policics and procedures fe the arca of potloden control, product safely oad
oceupational health are adequate to prevent unreasonable risk of environmestal and other damage, and of
resulting fnancisl lishility, in connection with its businces. Some risk of environmental and ather damage is.
hpwover, inherent in pepticular operasions of the Company and, a5 discusscd below, the Compeny has ceritin
potential Labilities associated with former operations. The Company camnat predic? what enviremental
legistation oF regulutions will b enacted in the futurs or how exisdng of future laws or reguiziions will be
administered or enforced. Compliance with more stringent ke or regulations, a3 well 22 more vigorous
enforcement policics of the segulaiory sgeocics, could in the future require material capendittess by the
Company for the insialletion and operation of syatems and equipment for rentedial mensurcs imd in cerinin
other nespects. Such patential expenditures cennot be veasonsbly extimated.

In connection with the sale of the Compmny's formct chemical subsidiary, Diamond Shamrock
Chemicals Company (“Chesticels™), lo Oocidenta] Perroleum Corporation ("Occideatal™) in 1986, the
Company agresd to indomsify Chemicals and Occidental from and eguinsi ccrizin Hebifitics relaring 1o the
butiness or activibes of Chemicals pricr ta the September 4, 1926 closiog date {the “Cloting Dat<"),
incleding cerisin eovironmente) Bebilitics relating (o cormain chemical plants and weste diapess! sites gsed by
Chemicals prior to the Closing Date,

In addition, the Company 2greed 1o indemanify Chemicals and Occidente] for S0% of covtain environmen-
wd cosrs incurred by Chemisals for which notice is given 10 the Company within 18 yean after the Closiog
Dale on projeats invelving remedial activities relatizg to chewical plant sites or ather property used in the
conduct of the butiness of Chemicals as of the Closing Date and {or &ny perind of time following the Closing
Date, with the Compeny's aggregate exposurc for this cost shariag being fimited 10 575 million. The total
expended by the Compeny under this cost sharing arrasgement wes ebout $39 mitlior as of December 31,
1995. Qccidental Chemical Corporation {*OxyChem”™), 8 subsidiary of Occidental, and Henkel Corporation
("Henkel"), an assignee of ceniain of Occidental's rights and obligavions, have filed a doclaratory judgment

action in Texas state court with respect to the Company's agreement in this regerd {see "Legal Proceedings” ).

In congtcction with the spio-off of Diemond Shamrock R&M, Inc., now keown &s Diamond Shamrock,
Inc. (“DSI™), in 1987, the Compaay and DST sgreed 1o sbare the costs of losyes {other then product Hability)

relating to businesses disposed of prior to the spiv-ofl, incloding Chemirals. Purruart 10 this cost-tharing.

sgreement, the Company bore the first $73 million of such costs and DSY bore tie next $37.5 million, Under
the arrangemeat, such anguing casls gre now bome ove-third by DSI and two-thirds by the Company, This
armangement will continus until DSY has barne an sdditional $41.5 million, foliowing which mch costx will be
barne solely by the Company. As of December 31, 1995, DSPs remaining responsibility is approximately
8 milllon and is included in accounts teceivable in the accompanying belapce sheet,

For the year cnded December 31, 1995, the Compeny spent $6 miliion ia covironmental whted
expenditores in its vil and gas operations. Expenditures in 1996 are cxposted 1o be approximetely $8 million.

The Company's total expenditures for onvironments! compliance for disposed of busimesses, including
Chemicals, weve approximetely $38 miliion in 1995, 312 miltion of which wers recovesed from DST under the
abave described cost-shasing sgrecvent, Thos: expendirures am projected (o be approximately $23 million in
1996 efter recovéry from DST uader such agrement. .

At December 31, 1995, rescrves for the environmenta) contingencics discussed herein toteled $119 mil-

lion. Munagement blicves it has adegquately rescrved for all environmental contingancies which aro probable
and can be reasonably cstimaicd; however, changes in circumstences could rosult in changes, includiag

sdditions, to such reserves in the futare. . -

‘The iesurance cotpanics that wrote Chemicals® snd ihe Company's primary and cxoess insurance during
the relevent periods have 10 date refused 10 provide coverage for most of Chemicels’ or the Compeny’s cost of
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the peronn! injury and property damags cleims releicd (o envimnoierial claims, inclnding remedial 2etivitiee
al chemical plant ciles and dispasal sites. Fo two actions filed in New Jersey stric courn, the Company hay beea
conduciing Jitigation againsi all of these insupers for declnratory judgments that it is enitled te coverage for
certain of these claims, In 1969, the tral judge in ono of the New Jerscy setions muisd thet there is no
insprance coverage with repert to the claims rcleted to the Nowark plant {discnssed below). The mrial coust's
decision was uphsid on appead and that action is pow cnded. The other suil, which ic pendiag, covers divputes
with respect to insurance coverage relared 1o certain other enviremments! mastcrs.

Newark, New Jercep. A consenl decies, proviously agreed vpon by the U.S. Environmentsl Prowction
Agency (ihe “EPA™}, the Mow Jersey Departinent of Enviroamental Prolection and Bresgy (the “DEP™)
and Qecidental, as rccessor to Chemicals, was entered in 1990 by the United States District Cours of New
Jersey and requires implementation of @ remedial ection plan at Chemicals' former Newark, New Jersey
egriculiucal chenicals plant. Engincering for such plan, which will include an engineering estimate of the cost
of construstion, it progreesing. Conslnuction i expected to begin in 1997, coat spproximacly $22 milion and
iske thive fo four years 19 complete. The work i being supervised and paid for by the Company pursuant lo ile
above described indemmnification obligation to Occidemal, The Company has fully rescrved the cstmated costs
of porforming the mmediaf action plan and required ongning meintenance costs. !

Studics bave indicated that sedimenis of the Wewark Bsy wetershed, including the Paassie River adjacent
to the plant, arc comtaminated with hazardous chemicaly from many sources. Studics performed by the
Campuny 2nd others suggest ihat contaminents historitally discharged by the Newark ploot are buried sndey
scveral feet of more recent sediment deposits ard 2r¢ pot woving, The Company, on behalf of Oceideatal,
negotiated an agreement with the EPA under which the Company is conducting further testing and studies to
cherecterize comtamingicd sediment in a six-mile portion of the Passaic River pear the plant site. The
Company custently cxpests such testing and siudics to be compieted in 1999 and cost from $¢ mililon 1o
$6 million sfter December 11, 1995, The Company has reserved it cstimatc of the remaining costy 0 bo
incurred It performing these studics 8y of Decetber 31, 1995, The Compeny hst been conducting vimifar
studies under its own suspices for several yezrs, Unil thess studies arc completed aad evalvated, the Company
caanot reasonsbly fomecpst whet regulatosy program, if any, will be proposed for the Pessaic River or the
Newark Bay watcrshed and thercfors cammol cstimale whal edditions! coswt, if any. will be requited 10 be
inttered.

Hudson County, New Jersey, Until 1972, Chemicals opersicd 8 chromium ofc processing plant at
Keamy, New Jersay. According ta the DER, wastes from these ore procassing operetions wore vsed s fill
mateciaf &t a avmber of sites in Hudsoq County. i

As a rosult of negotiations between the Campany (on behalf of Occideaial) #nd the DEP, Occidental )
signed an edministrative consent arder with the DEP tn 1990 for investigation and reracdiation work €1 eortsin -
chromile ora residuc sites in Koarny end Secanous, New Jersey, The work is being performed by the Company .
on Dehalfl of Occidenta!, and tho Company is funding Occidental's share of the cost of investigation and
remediation of these sites and is currently providing financial assurance for parformascs of the work in the
form of a sct-guarantee in the amount of $20 million tubject to the Company’s continuing ability to satisfy
cerizin finencial tests specified by the Siste. This nancial 2snurance may bo reduced with the approval of the
DEP lolawing any annual cost review. While the Compagy has participated in the cost of studies end is
implementing interim remedial actions and conducting remedial investigations and feasibility studicy, the
ultitutc cost of remediation is unceriain, The Company snticipaies submiiting its investigation and Ieasibility
reports to the DEP in late 1996 or 1997, Tie rcmalts of the DEP's review of theas toports could impect the cost
of eny funther reraediation that may be required. The Company hax reesrved its best estimate of the remaining
cost 10 perforn the investipations and remedial werk as being 350 million 2t December 31, 1995, In addftion,
the DEP has indicated that it expects Qccidentad and the Company to particlpetc with the other chrominm
menufacturery in the fanding of certain romedial acrivities with respect to 2 mumber of to-calied “orphan™
chrome sites focated in Huadson Coanty, Now Jersey. Occidental &nd the Company have declined participa-
Hon a3 to those sies for which there is no evidence of the.presencs of residuc generated by Chermicals, The
Governor of Mew Jermcy jsyued an Exccutive Order requiring siste agencies to provide specific justifiestion for
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Aoy State requircrmcnts more stringent then federsi requirements. The DEP hes indicated thal it may be
revising its soil action level npwardy towerds the higher sofl Sexedning levels proposed by the EPA i 1994,

Faincsville, Ohlp, From sbowt 1912 through 1976, Chemicals opcrated menufaciuring Gacilities in
Painesville, Ohig. The oporations over the years involved several discrote but contiguous plant fies aver an
aree of abont 1,300 scres, The primary areq of concem histavically hes boen Chemisals” former chromile ore
proceasiog pitet (the “Chrome Plant™). For meny yoars, the sitc of the Chrome Plent fiay beon under the
administrative sontrol of the EPA pursuant 10 an 2dministrative consent order under which Chersicals is
fequired 10 maiotain 3 clay cep over the site and lo conduct ecrizin woued walcr and surface water
monitoring, Mesy other sites bave previously been clay-capped and onc spesific sil, which was 3 waste
disparl site from the mid-1960s until the 197Gs, hes heen encapaulared end is being contmlled and mozitored.
In Scptember 1995, the Ohio Envimgwcntal Proteston Ageory (the “QEPA™) isued its Direciers’ Fial
Fiadings and Order {the “Dincetar's Order™} by consent ardering that & remedin] investigation and feasibility
sigdy {the “RIFS") bt conducted at the fonoer Painesvill plant zrea The Compeny hes agreed to
pasticipate in the RIFS as required by the Dircctor's Order, It is cstimatod that the towal cost of petforming
the RIFS will be $¥ million to $5 million over the pext three vears. In spite of the muny remedial,
umainientncs end monitoring astivitics performed, the former Painesville plant site has been proposct! for
listing on the Nutional Prigvity List under CERCLA: however, the EPA hos stated thal the site will 201 be
listed 90 Jong s it i3 satisfaciorlly sddrossed pursuant te the Ditector’s Order mad OFPA' progtams. The
Company has eccrued the estimate of its shure of the cosl fo perform the RIFS. The scope and nature of wy
funher investigation or remediation that may be required canaot be detcrmined st this time; however, 25 the
RIFS progresses, the Comprary will continuously assess the coudition of the Paisesville plant sitc and make
any changes, including additions, (o its seserve g3 mey be tequired.

. Utiter Former Flont Sites. Enviropmentat remediation program arc in place at ali other former plast sites
wcre matssial remedietion is required in the opinien of the Company, Fermer plant sitex whers romediation
has been completed are being maintuived and moaitored 1o fyirs continned compliance with appileahls lawy
&ad reguletory programs. The Company has rescrved $6 million a1 December 31, 1995, refated 1o these nifes,
sene of which erc individually matessal

Third Parsy Sites. Chemicsis hez also been designated a5 & potentielly resporsible party (“PRP™) by tha
EPA under CERCLA with respect to = pumber of third party sites, primarily off of Chemicals' propertics,
where hazardous cobslances from Chemicals’ plant operations allegedly were dispased of or have come 1o be
located. Numerous PRPs have been pamed af substantially 2¥f of thesc sitex. AL several of thess, Cheomicals
bas no known cxposure. Although PRPs arc almost siwaysy joimly and severslly liable for the com of
investigations, clesnups and other response costs, exch has the right of contribution from other PRPs end, es a
practical matter, cost shering by PRPs is usually cffected by egrecment among them. Accordingly, the
uitimate cost of these sites and Chemicals' share of the codts thervof carmol be cetimated &} thiv ime, bot are
Bot expected o be muteris] exeept porsibly as a resull of the matters described below,

L. Flelds Brook; dsktabulo, Okio. At the tims that Chemicals was sold to Qccidental, Chemiculs
operated a chemical plant sy Ashitabufa, Ohio which is adjacent to Fields Rrook Occidental has continued o
opeynte the Ashtabulz plant. In 1986, Chemicals was formally notified By the EPA that #t was & PRP for the
Ficlds Brook site, The site is defined as Ficlds Brook, its tributaries and suroending mreas within the Fields
Brook watershed. At feast 15 other panies are prescntly couridered 10 be fivancially responsible PRP. In

L1986, tha BPA emimated the cost of scdiment remediation at the site wonld be $48 million. The PHP,
including Oceideutal, have developed an ellocation agrocment for sharing the coets of the work i1t Ficlds Brook
ardered by the EPA, Uader the allocation, the Occiientel share for Chemicals® owrership of the Ashtabula
plaat would be ahout Gve pereont of the toal, assming all visble PRPs wore to participate.

In 1999, the OEPA, a3 suate trastee for natural resources undsr CERCLA, advised previausly identified

PRPs, includiag Chemicals, that the OEPA intonded to condum & Narural Resourso Damage Azsocarnent of
the Fickds Brook site to calculste & monetasy valae for injury 1o sorface waier, grovidwator, air, 20d biclogical
and geologicel resources et the site. Afso, although Fioids Braok empties into the Ashtabula River which Aows
into Lake Erir, it iz 7ot koown to what extent, if say, the BPA will proposo remedlal action beyond Fiekds
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Brook for which the Ficids Brook PRPs mighi be asked w0 bear some shere of the costs. Until all prefiminary
studics and pecessery govemmental actions have been completed and negotiated or judicial gllocarions have
boct mande, t iy not passible for the Company to cstimale whal the respoase costs. resposse sefivities or
netural reesuree damages, if any, may be for Fields Brook or related areas, she partics respansible thorefore or

their spective shaics.

11 iy the Company's position thal coals sizibuieble 10 the Achiabula plant falf voder the Company’s
above-desenbed cosl shaning =pangonrcnt with Qccjdental undse which the Compeny bears one-half of
cenain costs up 1o an aggregars doller cap. Oeridental, however, has contended thac it is entitled o full
indemnification from the Company for such costs, end the outcome of this dispule cannot b predicted. The
Compasny has ragerved its astimate of its shere of potential eleanup costs based on the assumption thai this site

falls undsy the Occidontal cost sharing arrengtment,

2. French Limited Disposal Ste; Crosby, Texas. The PRPs, including Chemicels (represented by the
Company). culcred into 2 consent deerce and # related truel agreeavent with the EPA with rogpect to this
disposel xize. The consent decrec wes ontered by the federal coun as o sertlement of the EPA’s claim for
. remedial action. Chemical's ghare of the cost o complete remcdiation at this site at Degember 31, 1995 is
cxpocted to be approximately $300,000 and such amouni is fully accrec

1, SCP/Cerisiads Site; Carlstady, New Jersey. Chemijcaly share of remedintion costs at this CERCLA
site would be epproximately onc perceat, based on relazive volume of wastc shipped o the site. An inlcrim
remedy has sow been implemenicd a1 the sitc by the PRPs but no esiimate can be made st this sime of

' ultimete costs of remediation which may cxtcnd o certain off-sitc locations.

4. Chemical Control Ste; Elisaberh, New Jersey, The DEP has demended of PRPs {incieding
Chemizals) reimburcement of the DEP's allsged $24 million (inchiding intercst through Decomber 31, 1995}
in paxt couts for its partial clcanup of this sitc. Tho PRPs and the EPA have scitied the fedzral ¢laims for cost
recovery and site femediation, and temediation is now complets. Bescd on the previows zltocation formnnza, it is
expectcd that Chemicady shere of any mency peid to the DEP for 3ts cleim would be approximately two
pescent. The Company bas fully rescrved its catmatcd liability for bis site.

In Nayember 1995, OxyChern filed suit in Texrs state court secking = declaradon of cot2ig of the
partics’ rights aqd obligations under the sales egreement pursiant to which the Company sofd Chemicals 10
Occidental. HenkiMojncd in said lowsuit as a plaingfl in Junuary 1996, Specificelly, OxyCham snd Henkel
are socking A declaratiot™iat the Campany is required to indemmify them for S0% of coriwin environmenta}
costs incurved un profects Invdhing remedial activitices relating to cheraical piant sites or giber property need in
. cotincction with the business of Chegricals an the Closing D2te which relate fo, resoli from or arise out of
- - conditions, cvents of circumetances ditsayered by OxyChem or Henkel end as to which the Compeny is
provided writien notice by OxyChem or HenRolgrior 10 the expiration of ten years following the Closing Daze,
frvespective of when OxyChem. or Henkel incurs ¥ng gives noties: of sush costs, subjoct to an aggreaute 575 .
wiltion cap. The Company belicves thet this fawsuit is wihout merit and intends 1 defend same vigorously, .
The Company bas established roscrves based on its 50% sheg of costs expeeied 1o be pakd or incureed by L.
OxyChem and Henkel prior to Seprember 1996,

As of Degember 31 1995, the Compeny had paid OxyChem and Henkel 2 (otsl of approximately
$39 million againer said $75 million cap. The Company cannot predict what p dion of the approximately
$36 million remaining &s of that date Occidental and Henkel may actually pay or incitagrior to September 4,
1996, the tezth anniversary of the Cloking Date if they accolerate spendiag with Tegard 1o soedy environmental .-
costs; hawever, the Company hes approximately $7 million reserved at December 31, 1995, bafed on 50% of :
OryChem’s and Henkel's historical snnual expendirures. L the event OxyChemy and Henkel preva i this
lawsnit. the Company could be yequired to provide up to approximatcly $29 miltion in additional resetbe
mlated to this indemnification. )
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Step 1.

Step 2.

Step2A.

Step 3.

Step 4,

Step 5.
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ANNEX B

STEPS FOR
PROPOSED MAXUS ENVIRONMENTAL REORGANIZATION

Preparation of CLH. Finalize identification of liabilitcs to be assumed by Chemical
Lamd Holdings Inc. {"CLH™). Merge related companies inio CLH, Select new direciors
and officers of CLH (including an indepeadeat direcior, if possible). Prepare business
plan for CLH. Resolve cmployee and other adwinistrative issuss, Finalize scrvice
sgreement (and possibly tax shering agreement) batween Maxus and CLH. Prepare and
adopt Maxus director and stockholder resolitions for the forcgoing actions, Transfer
stock of CLH 1o meke CLH direct subsidinry of Maxus. (Ferify that no change in control
provisions will be rriggered in Meoous agreements. )

New U.S. Holdipg Company. YPF Socieded Aatnima (“YPF™) incorporates YPF
Holdings {USA), Inc. (“Holdings"} in Delaware as 2 wholly-owned subsidiary of YPF.
Select directors and officers, Propare orgendzational resolutions.

Pagsible New Cayrozn fslands Holding Company. If decmed necessary or desirable by

YPF mansgement in conneclion with the possible wransfor to YPF of cerisin South
American assets of Meaxms, a Cayman Islands holding company may be formed (YPF
International (C.1), Ltd.) as a direct subsldiary of YPF to hold Heldings stock and the
stock of other Caymen Islands subsidiaries which will bold the South American assets
trensferred fom Maxus.  Select directors and officers. Prepare organizstiopal
resolntions.

Maxus Bank Consents. Obtain consents of Maxus subsidiary bank group to contribution
of Maxus corpmon stock to Holdings and other applicable conscuts.

Corporsie Approvals. Beards of dirtctors of YPF, Mexus, CLH and Holdings (and if
formed, YPF International) approve the reorganization transactions, including (by
Mexus) the dividend or other transfer of the CLH common stock o Holdings, and
approval of all relevant egresments, including the Redemption Funding Aprecment,
Contribution Agrecment and the Assumption Agreement (as cach is described below).
CLH stock value, presumably nominal, will have to be determined by the Maxus bosrd.
The trausactions, including the dividend or ather transfer of CLH common stock, will
require approval of Maxus independent directors.

Contritartion o Holdine Company. YPF contributes Msows common stock to Holdings.
(through YPF Internstionel, if it is formed). Thus, Maxus becones e direct subsidiary

of Holdings.
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Step 6. Commitrpent to Fund Magus Prefered Siock Red=mpfion. YPF and Mexus enter inio
a Redemption Funding Agreement wherein YPF agrees 10 provide necessary funding to
redeem the $4.00 Preforred Stock of Mexus at par. Maxes calls $4.60 Preferved Stock
for redemption.

Secp 7. CLH Assumption of Maxus Envitonmental Ligbilitics. Maxus and CLH enter into an

Assumption Agrsement as follows:

v CLH agrees to assume Maxus’ gbligations under the Occidental indemnity and
ceriain releted Habilities (including related costs and scitlement expenses) (the
“Assuned Linbilities™). The Assumed Iighihfies will include nll defined costs and
expeases included in the covironmental Liability reserve of Mexus acorned s of
Jume 30, 1956, (Note thar Moxus remains liable 1o third paviles such as Occidental
Jor the Assumed Liabilitles since no relegses can be obteined, buf such liabilittes

. Wil be paid by CLH to the extent of funding under the Contribution Agreement

described below and subject to the Hmitations in the Conrribution Agreement.)

r  Maxys asqigns te CLH (i) all benefifs under the Diamopd Shamrock indemnity
afier the date of CLH sssumption, (if) any futwre insurance procesds Covering
future expenditures (bt ot reeoveries from present insurence Htigation), and (iii)
any claims thar Mexns may have against Disrmond Shamwock, Occidental, any
ipsurance carrier or say othsr third padty for paymcni, conmibation or
reimburscment, of eny cost assumed or paid by CLH from and after date of CLH p
assumpiion {othcr than claims under present insurance litigation),

»  CLH egrees to cortein covenanis designed 1o maintain the corporate “s¢perateness”
of CLH.

Step8.  YPF Limited Commuiment {o Fund CLH. YPF, Holdings (and YPF International, if
formed), Mexus and CLH enter into & Contributicn Agreement as follows:

»  YPFend Holdings (and YPF Internationsd, if formed) joimly and severally agrec B
. to provide finds fo contribute or advance fimds to CLH, as and when requested by :
o CLH, for the purpose of (i) paying any Assumed Liabilities subject to a limitation
that (a} aggregats funding for (his purpose shall not exceed an amount equal fe the
environmental Lability reserve of Maxus as of June 30, 1996 (estimated at
approximetely $120 million) and (b) no further funding shall be required after the
eegregate amovn! sctually expended by CLH in respect of such liabilities since
Jupne 30, 1996 equals or exceeds such smount and (fi) paying pemeral and .
administrative costs snd expenses of CLH. Funding of G&A expenses will be :
subject 1o review and epproval of an annual or quarerly hodget. (The agreement
will clarify that YPF should get credit under the “keepwell” covenant for funding
made to CLH,)
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»  €LH and Maxus will periodically report to YPF and Holdings on the starus of the
envionmental reserve and advise YPF and Holdings proraptly of any anticipased
additional accrual io the reserve. YPF and Holdiogs will not be required to fund
CLH in excess of the accrued amount of the Maxus environmental roserve as off

“June 30, 1996 (other than for G&A expenses) wnless YPI' and Ho!dmgs agroe
otherwise.

Step 9.  Redemption of Maxus Preferred Stock. Maxus redeerne $4.00 Preferred Stock at par
(plus accrued dividends) with funding from YPF,

Step 10.  Trensfer of CLH to Holdings. Maxus dividends or teasfers CLH stock to Holdings. See
attached ownership dlagram.

P . Holdings
nppm*.cs xhc ehmummu of Afac]e Ninth (mxen:sted perty n:smctmns) from Maxus
cherfer. YPF commits to guarantee dividends of Maxus $2.50 Prefcrred Stock for so
long a3 siock remains outstending. YPF commitment is conditioned on reocipt of
spproval of Preferred stockholdzts of clirination of Article Ninth. Proposal is niade to
halders of 52,50 Proferred Stock at Maxus Amual Mesting. I approval is obtained, YPF
enters into Preforred Stock Guarenty and the Maxus charter is so amended.

Step 11.
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PROPOSED RESTRUCTURED YPE/MAXUS/CLH RELATIONSHIP

YPF
Iafernntional
(C.L), Ltd,

{Optional)

Chemizal
Lend
Holdings,
Inc.

Maxuos
Egergy
Corporation

I Chemical Lend Holdings, Inc. ("CLH™), a subsidiary of Maxus, will assume cerfain
cnviromwnental liabilities and obligations of Mexus. (Maxus remains lisble as co-abligor.}

2, YPF will form YPF Holdings (USA), Inc. (“Holdings™) (as a U.S. Delaware corparation) and
possibly a second holding company, YPF Intemational (C.1.), Ld., snd contribute common
stock of Mexus to Holdings.

3. YFF and Holdings will agree with Maxus and CLH to make limited contributions of fumds
to CLH when and as necded,

4, Muxus will transfer capilal stock of CLH 1o Holdings.
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