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MEMORANDUM
TO: Board of Directors of YPF Sociedad Andnima
FROM; Andrews & Knnh LLP.
DATE: May 22. 1996

SUBJECT:  Maxus Reorganization Proposals

This memorandum is being submitted 1o the Board of Directors of YPF in connection
with proposals to authorizc (a) the transfor of Mexs® environmental lighilities 1o a new indirect
wholly owned subsidiary of YPF (Cbernical Land Holdings, Inc., or “CLH”) and the issuance by YPF
of en undertaking to fund up 10 gbout $117 miliion of such liabilities, (b) the redemption of Mmas®
$4.00 Cummulative Convertible Preferred Stock (“54,00 Preferied™), (c) the transfer by Maxus to new
Cayman Island subsidiaries of YPF of Maxus' propertics and interesis in Venezucla and Boliviz, and
(d) the guarantee by YPF of the performance of all of Maxus® obligations under its $2.50 Cumuletive
Preferred Stock (“$2.50 Preferred”), in exchange for the consent by the holders thercof to certzin
amendments to Maxus’ Certificate of Incorporation.

These proposals have grown out of extensive analysis by officers of YPF and Meorus,
CS First Boston end Andrews & Kurth, end are belicved by ail participants to confer significant
advanieges and bencfits on YPF. In this memorandum, we seek to explain various aspects of these
rcorganizafions, with particular emphasis on the transfer of Maxus’ environmental Lisbilities.

Backgroand

Late lest year, in view of the fact that Maxus’ debt and preferred stock issues will
eventuaily 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 issuc is a major tax leakage that has begun to occur now that YPF has
becomc taxable in Argentina. YPF cannot deduct Maxus® interest paymests from its Argentine taxes,
and Maxus gets no current benefit for those deductions under U.S, tax law because it does nof
currently generate taxable income in the U.S. A second major concern was that the addition of
Maxus® operations 1o YPF’s gave rise to a need to rationalize Maxus® global tax structure to
minimize the aggregate impact of taxes on YPF’s worldwide incoma. Finally, it was becoming
increasingly obvious that the finencial merkets were going to penalize YPF for its acquisition of
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Maxure until YPE conld demonstrate that 1t had made Maxus profitable. The third concern, then, and
the one with which this memorandum primarily deals, was that additional environmentgl costs or
losses et Mg, which would flow through Masxus® income statement, would obscure the IMPressive
progress that YPF and Mr. Moiti's tezm were making at Maxus.

As the working groups began to consider end analyze various solutions to these three
problems, it became apparent that the soletions to all three issues were closely related and in fact
interdependent. While this memo deals primarily with the transfer of environmental liabilities out of
Maxus, it will be important to keep the interdependence of these proposels in mind.

. Maxus' Envirenmental Lighilities

At present, Mexus’ primary environmental lisbility derives from indemnificaions
included in the contraet by which Maxus, then named Diamond Shamrock Corporation, Meas'
predecessor, sold its former chemiecal menufacturing busicess to Occidental Chemical Compeny
(“OxyChem™). The principa! such indemnification is valimited either as to lime or as to amount. It
is under this indemnification provision thet Mayus, on behalf of OxyChem, has undertaken
envirommental studies and clean-up efforts at gl three of its mein Liability sites: Keamy, New Jersey;
Peinesville, Ohio; and the former Newark plant site, including a portion of the adjacent Pacesic River.

In its cfforts to address these sites, Maxus is dealing with several federal sgencies,
including the Environmental Protection Ageacy ("EPA™), the Armoy Corps of Engineers, and the ,
National Oceanic and Atmospheric Agency, as well as the Ohio and New Jersey eavironmental -
agencies. Collectively, these agencies have the power to require investigation and remediation of
environmental demage consistent with the staodard of “protecting the public health or welfare or the
environment.” (See, e.g., 42 U.S.C. Sec. 9606). This statutory standard leaves great latitude and
discretion to the various egencies involved in a given site in the studies and remedies they can require.
In practice, the remedy is developed in adversarial negotiations between the ageacy or agencies and
. ) the partics having the obligation to remediate, based on scientific and engineering studies a8 much as
) legal analyses.

These ageacies also can require prospective financial assurances for remediation and
other costs and impose licus on assets to insure compliance with binding orders. Maxus, on behalf
of OxyChem, is cntitled to initiate legal proceedings against any other company that can be shown
to have comtributed to the contamination at the site, and such other persons could be Lisble for the
percentage that corresponds to the degree they contributed 1o the contamination. Provided (i) EPA
identifies a party a3 responsible and (i) EPA ectively pursues a party for clean-up, that party would
also be joumty and severally liable to EPA for the clean-up costs, along with OxyChem and, through
OxyChem, Maxus. “Joint and scveral lizbility” means thet any party with such liability, such es
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OxyChem, could be required to pay zll of the costs of the dean-up even though it caused less thas
all of the damage. :

A description of the three main sites and all other material known cavironmental
linbilities is inchuded in Maxus® Annual Report on Form 10-K fled wth the United States Secutitics
and Exchange Commission, relevant excerpts from which are appended to tlis memorandum as
Annex A. Maxus has established a loss reserve of about $117 million &s of March 3 1, 1996, against
these lisbilities. It is important to note, however, that under accounting principles a loss reserve may
only inciude liabilities that the company cen determine are reasonably likely to occur aod as 1o which
it can reasonsbly estimate the costs. That is to say that even if the Company belicves that a Toss is
reasonably tikely to accur but is unable to estimate the amount of such lass, such future loss would
not be included in the reserve. Tt is possible, for instance, that the current loss reserve does not
include all of the costs that Maxs will ultimesely incur associated with the clean up of the main sitcs,
becauss the neture of the remedy that will be required is not yet known for most of such sites. It is
not unusual for the various stages involved in covironmentul ciean-ups like these to take ifleen years.
As matters develop over time, it may be neocssary to increase Maxus® environmental Joss reserve.
If additional reserves are required o be takea, they will be accountcd for es losses in the vear in which
the reserve i¢ increased and would thercfore, absent the proposcd reorganization, run through
Maxus® income statement,

In summary, it is generally impossible 1o estimate the costs of an environmestel clesn
up before the remedy has been determinad. Therefore, Maxus’ environmental liabilities, pariicularly
early-siage problems fike the Pessaic River, carty the potential of increeses beyond the current
emount of the reserve.

YPF’s Current Responsibilitics Regarding Maxus’ Environmental Liabiiities

As a shareholder of Maxus, YPF should have no direct liability for Maxus’
environmental hiabilities, so long es it observes certain guidelines in dealing with Maxus end its
environumental operations. First, it omust respect Maxus’ corporate mtegrity end independence, so that
a U.S. Court would not “pierce the corporate veil” These nules are basic and well known under U.S.
corporaie law, and YPF does not now and should not in the future have any cause to be concerned
about this doctrine, so Jong as it respects the corporate formalities of Maxus® and CLI's separate
existence. Another way in which a corporate parent can be found liable for environmental tisbilities
of & subsidiary is if the parent actually controls the day-to-day operations of the subsidiary or
interferes with the environmental operations at the subsidiary in a way that impedes or degrades,
fmanciafly or otherwise, the subsidiary’s ability to discharge its cavironmentsl 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 currently behaving toward Maxus in a way thei should not give rise 1o
vicarious fability on this account.

Furiher, a court presiding over a banknuptey of Maxus or CLH could be requesicd to
reach the assets of YPF to satisfy creditors of Maxus or CLH (this doctnine is known as the
“substantive consolidation” doctring). The rules determining whether substantive consolidation
would be allowed arc in part somewhat similar (o thasc described sbove with respect 1o “piercing
of the corporate veil”, but include a “balancing of interests” concept as well. The judicial decisions
in this area are highly specific to the facts of each case, Courts examine whether the afbliaicd entitics
structured themselves end their affaiss so as to maintain appropriate indicia of SCPArateness, or ;
whether (for example) they coinmingled assets, had coextensive boards and officers, issued no
separate hnanciel statemeats and dealt with cach otber not at arm’s iength. Creditor perceptions are
also relevant: were the entitics in fact perccived by those cxtending credit 25 scparate or unitary? In
addition to considening such factors, in ruling for or 2gainst substantive coasolidation couris will also
attempt 1o balance the interasts of various creditors or creditor groups. Thusin a leading casc the
court analyzed the issue in terms not only of whather creditors dealt with the catitios s a single
economic unit aitd did not rely on their sepante idemtities in extending credil, but also whether the
affairs of the debtors proposed to be consolideted were so enlangied that consclidation would beneEi
all creditors of those debtors. T is difficult to imegine any benefit to YPF creditors aceruing from
such an after-the-fact consolidation,

Substantive consolidation is an extraordinary remedy not lightly granted by courts.
Indeed, Delaware bankruptcy courts, where Maxus or CLH would be entitled to file in bankrupicy,
currently appear hostile to the docirine. Finally, It is important to note that, as with ihe other two
docrrines discussed bove, any concem es to substantive consolidetion does not arise because of the
proposed reorganization. To put it another way, if appropriate formalities are observed we believe
that none of these doctrines, including substantive consolidation, is any more likely to be applied to
YPF in respect of Maoaus or CLH after (and by virtue of events occurring in) the reorganization than
it is in respect of Maxus in the eveat the proposed reorganization were not approved.

While we are not experts in or qualificd to comment on Argentine law, we further

belisve that the fect that YPF is an Argentine company represents a significant additional difficulty
with which any U.S. litigant trying to reach the assets of YPF would have to contend.

YPF’s Indirect Liability for Maxus' Environmental Problems

It is critical to an undersianding of the proposals being made to the Board, however,
to understand that YPF nevertheless has substantial indirect exposure 10 Maxus' envirommental

habilities.
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Fust, YPF paid over $700 milfion for el of Maxus' oiisiending common stock. It has
also undertaken to support Maxus’ obligations, to the exteat Maxus cannot fulfill them, for the
benefil of Maxus’ Preferred Stock holders {the socalled “Keecp Well” agrccment) until June 2004 in
ae amount up 1o all debt service requirements on indebtedness placed by YPF on Maxus® agsets in
connestion with the acquisition of and subsequent merger with Maxus (the original principal amount
of this bank debt was $425 million). YPF contributed $64 million to Maxus in the first quarter of
1696 and has anaounced that it expects to contribute a total of between $200 and $250 million to
Maxus in 1996. In addition, as discussed above, YPF needs to move Maxus debt (which YPF hes
guaranteed and which totals about $1.2 billion) up to YPF so that YPF can obtain tax deductions for
interest payments that are now being made on en afier-tax basis. The redemption of the $4.00
Preferred, which is a step in that direction, would increase YPE's current cash investment in Maxus
by about $217 million. ( We understand there may be limits under Argeatine law on how much of
Maxus' debt can be refinanced at the YPF level without losing the deductibility of the interest
payments, but we are riot qualificd 1o comment on this issue, )

In short, YPF has elready exposed, or will by the end of this year will have exposed
(assuming the Maxus 54.00 Preferred is redesmed) o total of about S1.1 billion in cesh to Maxus’
environmental lishilities. As time goes on, that figure will go up repidly, and it should not be
forgotten that YPF has guarantesd $1.2 billion of Maxus debt oo top of its cash investment. To put
it another way, YPF has already placed at risk to adverse developments en amount more than 10
times as large as Maxus® current loss reserve for caviropmemal liabilitics, Eavironmental projects
are normally dow to develop (they frequently 1ake 15 years from stert to finish), end this figure can
oniy grow with time.

Transfer of Maxus’ Environmental Operations to a Subsidiary of YPF

In general tcrms, the proposal is to dividend up to a subsidiary of YPF the stock of
Chemical Lend Holdings, Ioc, (CLH), currently a second-tier subsidiary of Maxus whose assets :
consists meinly of contaminated properties previously used in connection with discominued
operations of its former chemicals business or purchased by Maxus or its predecessors as a part of
its overell environmental defense strategy. YPF would create a new U.S. subsidiary (YPF Holdings
(USA), Inc.) to hold the stock of both Maxus gnd CLH. (A new international tax haven holding
company subsidiary may be interposed between the new U.S. bolding company and YPF.) CLH
would assume Maxus'operational and financial responsibilities under the OxyChem indemnification
egreements, supported by an undertaking from YPF to CLH to contribute capital to CLH so that
CLH may mett its obligations for the assumed eavironmental lisbiltties up to the amount of the
current environmental loss reserve (about $117 million at present), plus certain periodic amounts to
cover generl and adnuinistrative overhead expenses of CLH (estimeted in the range of $10 million
per year)the “Undertaking™). Maxus would remain responsible for any environmental liabilities in
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excess of such amount, and would remein primesily liable to OxyChem vnder the indemmities. All
paymenis made by YPF under the Uadertaking would reduce YPF's obligations under the Keep Well,

CLH’s principal asset would be the YPF Underteking, which would be limited in
amount. This mechanism is intended s & racans of cutting off YPF's direct lighility for Maxus’
environmental liabilitics. YPF would have no obligation to increase the amount of its contribution
obligation to CLH under this Undertaling. Ifit became necessary to increase the loss reserve related
to CLH's lisbilitics, YPF would have the choice either 1o increase the amount of the Undertaking
by a like amount, in which case the loss reserve would run through the income statement only of YPF,
or to deglinc to do 0, in which case the loss reserve would be increased on the books of Maxus and
would run through the incomc statement of both Maxus and YPF (on a consolidated basis).
. Obvwiously, a decision to increase the amoust of the Undertaking would also increase YPFE’s direct
financial responsibility in an amouni equal to the emount of the increase, but not iis indirect
responsibility therefor.

In practice, we anticipate that YPF would under normal circumstances accept a
requcest to increase the amount of the Undeniaking, to praserve the advantages to it under this
arrangement. If, however, the increase in the loss reserve were very high in relation to the amount
of esscts YPF already has at risk, YPF would have the option of refusing the increase, paying to CLH
the amount of the Underteking as it stood prior to the requested increase, and ellowing CLH to
defzult on its assumption of Maxus® Biabilities under the OxyChem indemniry. Tt will be remembered
that Masus will remain primerily fieble on that inderumity and that the proposcd recrganization cannot .
change that relationship with OxyChem without OxyChem’s consent, which will not be sought, -

Advaniages To YPF Expected From the Proposed Revrganization

We are informed that management of YPF secs the following advantages from this
. reorganization:

1. The reorganization will sharpen the management focus on Maxus® environmental -
liebilities and bring greater accountability to its operetions in this erea. The environmental response )
division currently has no revenues, no operations, no customers, 1o products. It is not a business at
all, and its management problems are completely unlike, and in no way associated with, the rest of
Mexus’ operations. At present, it represents a major distraction at Maxus that diverts attention from
Mexus’ real business—exploring for and producing oil and ges.

2. Afier the reorganization, the costs and losses generated by the environmental
liabilities will no longer run through Maxus’ income statement. This will protect Maxus’ financial
results from inundation from additions to the loss reserve and permit the financial markets to see
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cleerly the progress being made at Maxus inits E & P business. We believe CS First Boston will
advise the Board that this is important. The financial effect on YPF is nil, because the results of the
envirommeatal group’s opertions flow through YPF's consolidated financial statements either way--
through Maxus, as is currently the case, or through YPF Holdings, 89 would be the case after the

reorganization,

3. Itis intended that CLH will use the specialized and in some cases unique know-
how Maxus has developed to supply environmental consulting services to other YPF divisions and,
Iater, to third parties, creating a new profit cenler st YPE.

Redemption of Maxws’ 34.60 Preferred

The prncipal “cost” of traplementing the transfer of environmental Liabilitics to CLH,
although it is in fact merely a refunding, is the redemption of Maxus® $4.00 Preferrcd. The
redemption valie of this senes is epproxireately $217 million.

In order to ensbie YPF to deduct CLH's costs and losses against Maxus’ meome tax
liability in the U.S., Maxus aod CLH must remain in the same consolidated group for tax purposcs
uoder U.S. tax law. Onc of the requirements for consolidation is that the same parent own at least
80% of the vahee of all voting stocks of all companies 10 be consolidated. Since the $4.00 Preferred
is 8 voting stock, it must be taken into account for this purpose. Because of the debt YPF hes placed
on Maxus’ asscis, it is believed that the common stock does not represeat 80% 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 $4.00 Prefcrred must eventually be dealt with, whether or not Maxus’
environmental operations are reorganized, because it is convertible into Maxus common stock. The
cash for such redemption is expected to come from a new issue of YPF crude oil reccivable notes,
probebly in the form of a volumetric production payment. YPF will use the cesh 1o purchase certzin
Latin Americen E & P assets from Maxus in connection with the glabal tax reorganization described
at the beginning of this memorandum. Mexus will in tumn use the proceeds of the sale of these
propertics to redeem its $4.00 Preferred.

Redemption of the $4.00 Preferred with YPF debt in this manaer is also intended to
accomplish part of YPF's goal of replacing debt or quasi-debt obligations at Maxus that must be
serviced with after-tax dollars with YPF debt obligations that can be serviced with pre-tax pesos.
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Guarantee of Obligations Under Maxus’ 52,50 Freferred

Once tae $4.00 Preferred has been redeemed, we recommend thet YPF attempt (o
ob1ain the consent of sufficient holders of the $2.50 to remove Article Ninth of Maxus' Certificate
of Incorporation. Article Ninth contains rumerous restrictions on any person thet holds 5% or more
of Mmas' common stock in deating with Mexus’ asscts. 1t forbids any trensfer of assets with a value
of more than $25 million, loans of more that $25 million, dividends or guarantees of more than 5235
mllion, and almost every other means of transferring velue from Maxus to YPF, without either a
majority vote of the holders of ell dasses of voting stock or the affirmerive vote of a majority of the
directors on Maxus’ Board who were directors before YPF ecquired Maxus. It is not feasible to
obtain the vote of a majority of the preferred stockholders in such instances, because it is customary
undezr U.S. practice for preferred stockholders to insist on being peid for such consents. That is the
primary reason YPF has asked soveral directoss of the “old” Maxus to remain on Maxus’ Board, and
YPF has had to rely on their approval in several instances.

Article Ninth cannot bo emended or eliminated without the conscai or epproval of the
holders of the requisite percentage of all classes of Maxus equaty stock. Once Maxus redecms the
34.00 Preferred, only the common stock and the $2.50 Preferred wall be left {other than the lest of
the 39.75 Preferred Stock, which is scheduled for redemption on February 1, 1997, and whose holder
bas already waived its rights under Articie Ninth). The $2.50 Preferred was distributed retes] and is
widely beld, and numerous holders of this series have in the past demanded that YPF guaranies
Maxys’ obligations to them. Therc is approximaicly $87.5 million of this Preferred outstanding, and
the approval of the holdess of two-thirds of the shares is necessary to emend Maxus® Certificate of
Incorporation. Holders who did not consent would not receive the guarentes.

We do not belicve YPF would permit & defauht under this or any other material
obligation of Maxus, because of the damage that would be done to YPF's ebility to finance its own
operations, and YPF 1s formaliy obfigated to support the preferred under the Keep Well anyway.
Therefore, the addition of a YPF guarantce does not, s a practical matier, cost YPF anything
(although it must be recognized that there are legal differences between & legel guarantee and the
other obligations to support the preferred). The Keep Well is not well understood by the holders of
the Mexus preferreds, and we believe that they would perceive significant vatue in the guarantee,
That is why we believe it would be possible to obtain the approval of the holders of two-thirds of this
series to eliminate Article Nimth in exchenge for such & guarantes,

In our judgment, this would be clearly worth doing to remove the restrictions on
YPF’s flexibility to deal freely with Mmais® assets.  Article Ninth could in the future represent a
significant obstacle to major redeployments of Maxus® assets.
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The solicitation of conseats from the holders of the £2.50 Preferred would be
updertaken after the redemption of the $4.00 Preferred, and none of the other steps in the
reorganization plan depends on its success.

Implamentation of the Steps Recommended

The steps propased to be teken to implement the proposed restructuring of the Mexus
environmerital linbilities are not easily summarized and are instead described in detail in Annex B to
this Memorandum. As far a3 the board of directors of YPF is concemned, however, they will need to
authorizz and approve the following sctions and matters if they decide to approve the reorganization ;
plan:

1. The creation of e Uniied States holding compeny subsidiary (tematively “YPF
Holdings (USA), Inc.”) to hold the YPF investment of Maxus common stock and the contribution
of the Maxazs common stock o the equity of the holding company. An sdditional first-ticr holding
company subsidiary of YPF, to be orgenized in a tex haven country, should also be authorized if
decmed advisable by management.

2 The election of directors of the first tier holding compaay.

3. The euthorization of YPF to provide funds s an advance or capital
contribution 1o Mexus in an amount sufficient to provide for the redemption of the Maxus $4.00
Prefeired at par (approximatcly $217 million) and the approval of the execntion of & proposed
Redemption Funding Agreement with Maxus committing to deliver such funds so that Maxus mey
take actions to redeem the $4.00 Preferrec.

4. The authorization of YPF to execute a Contribution Agrecment among YPF, .
YPF Holdings and CLH. Under the Contribution Agreement, YPF will agree (i) jointly and severally -
with YPF Holdings to contribute fuads (or advances at the option of YPF) to CLH, as and when
requested by CLH subject to certain limitations, in en emount necessary for CLH to satisfy its
obligations assumed under the proposed Assumption Agreement with Maxus (described in Annex B
hereto) provided that the eggregate contributions or advances made under this provision do not
exoeed the envirommental liability reserve on the consolidated balance sheet of Maxass as of June 30,
1996 (estimated at approximstely $117 million); and (i1) jointly and severally with YPF Holdings to
contriburie fimds (or advances at the option of YPF) to CLH, 2s and when requested by CLH, to fund
general and administrative costs of CLH. Maxus will agree that eIl payments contributed by YPF
and YPF Holdings to CLH (other than advances) will be credited to YPF’s obligations under the
Keep Well. YPF will effect all capitl contributions to CLH through contributions to YPF Holdings,
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5. Authorization to miarantee Maxus' obligations under the $2.50 Preferred,
which guerantee witl be conditioned upon receipt of approvals of holders of a two-thivds of the
outstending shares of $2.50 Preferred in fevor of removing Article Ninth from the Maxus Certificate
of Incorporation and any other proposals decmed prudent or ncgessary by Maxus and YPF
raanagement.

6. Authorizations for maiters relaied to the acquisition of certain Maxus Lztin
American properties.

Legal Consequences

Under U_S. law, and provided YPF observes the quidelines discussed eerlier in this
memorandum and in our earlier memorendum to YPF referred to above, thera should be no legal
difference in YPF's responsibility for these environmental liabilitics, whether they are located in
Maxus or C1L.H. Both would be indirect wholly owned subsidiaries, both would have asscts cummently
sufficient to discharge the lcgally seserved for hinbilitics and both would be companies with
professionsal staffy and operations. It is not currently foreseen thet enyone would be disadventaged
by this transfer, including the various governmental egeacics. It is possible that facts will ansc in the
futere that are not now foreseen, or that the law will change adversdly 10YPF’s position in the future,
and we have not been requested to, nor do we, opine that this complex legal reorganization could in
no aspect edversely affect defenses YPF now has against direct Liebility for Maxus' environmentzl
liabilities.

In order for that concern {o become relevant, however, Maxus’ ecovironmental
linbilities would have 10 exceed the substantial investment YPF has already made in Maxus, all of
which is curresily exposed to these lighilities. While no one can predict the future, we believe, besed
on substantial familisnty with Maxis” envirenmental problems, that the chances this could occur are
very smell. In view of this, in view of the substantial legal defenses YPF would have against
additional direct hability for these Labilities beyond the amount agreed (o be paid in YPF's
Underteking to CLH, and in view of the significant advantages aveilable to YPF in this
reorgenization, we believe the directors of YPF would be justified in making the business decision
to approve the reorganization proposed.

-10-
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ANNEX A

s¢ltlement of the Compan)’s s0i¢ inicrost rate SWAD HgTeement prior 1o its lermization, This gain was rccorded
her revenues, net. The Company also rcccived a $5§ million tcrmination payment, which has becn

& two-year period from Jaguary 1, 1993, 0 December 31, 1994, Maxus taak s1eps to restruciurg
its debt and oquity position. The overall iniest was {0 provide immedinic fundicg ior its major develepment
and constructiofgrojecis (thc Sunray gas piant, the Nonhwest Java gas project und the development of Block
16 in Ecuador) lo match the repaymens schedules of the debt with the futere eash flow expeered from
these projocts while nixjntaining necessary working capitel balances required fur flexibility. The Company was
abie to take advantage oRJower intcrest mics and ar the same time, to extend the average debt maturitics,

Debi rose significantly
acar completion of the inital p
spending in 1993. To cover the cho?
incremental new debt was issued. O
term deb!, $204 million was vsed to
pottion of the Company's 171%% sinking fun
spending program.

Dusing 1994, the Compeny issusd $10} miliio

portion of the procesds from asset sales, were uscd o
1994 and- beyond and o prepay $63 midlion of $9.75

1993 due to the completion of twe of the Compeny's major projects and the
of the Ecuador project. These projects contributed 1o substantiel capival
betwecn cash frem operstions end the cash used i mvesling aciivitics,
C 3412 million procecds received in 1993 from the issuance of fong-
currently maturing debt and to fund the eaply retirement of a
bertures, with the remainder partislly funding 1hc 1993 capiial

f edditionel loag-tcrm debi. Debt isszances, aloog with a
2y approximately $170 million of debi obligations duc
icrred Stock due in Fcbruary 1995,

30 Preferred Stock. O the $85 million in net
m 623,000 sharcs of $9.75 Preferrad Stiock

In 1993, Maxus issucd a new class of preiorred stock, the
proceeds received from the offering, $63 million was wsed 1o rc
as required in Fobruary 1994, o

Accounting Standards

Effective Apsil 1, 1993, the Company vscd the purchase method of ace
of the Compaay by YPF. In & purchass method combination, the purchase prixe is allocsted 1o [he assely
acquircd and liebilities atsumecd based on their fair values a1 the datc of acquisition_In connection with the
purchese price ellogation, 1he Company adopied Statement of Finsncial Account, Standards No. 121
("SFAS 121"}, “Accounting for the Impairment of Long-Lived Asests and [or Loag™ ived Assets 1o be
Disposed of,™ which requires a revicw of long-fived asscts for impairment whenever ¢ or changes in
circurstance indicate thet the canying amount of the asset may nol be recoverable, Under S 121, if the
expected future cash flow of a long-fived asset is less than the canying amoxnnt of the asset, an im iiment loss
shall be rocognized 10 value the easct at fix fair vaive. Maxns revalued its asscts and Babilities 10 fairN\gluc in
the purchase price allocation effective Apol 1, 1995. There was ao impact on the Company’s of
_perations resulting from the adoption O SFAS 12} during the nine months ended December 31, 1995,

Emvironmental Maiters

Federal, statc and Jocal lews and regulations relating to health and environmental quality in the Unjzsd
States, as well as environmental aws and regulations of other countries in which the Company operates, affest
nearly all of the operations of the Company. These laws and rogulations set various ttandards regulating

.ceriedn aspects of health and environmental quality, provide for penzities and other Babilitics for the violation

of suchslmdards and cstablish in certain circumstances ramedial obligations. In addition, especially stringent
measures and- special provisions may be approphiate or requited in environmentally scositive forcign areas of
operation, such as those in Ecuador, - T o )

Many of the Company's United States opcrations are subjec? to requirernents of the Safe Drinking Water
Act, the Clean Water Act. the Clean Air Act (25 amended in 1990}, the Occupational Safety and Health Act,
the Comprehensive Environmental Responsc, Compensation and Liability Acl of 1980, as amended ("CER-
CLA™). and other federal, as well as staze, faws. Such laws address, emong other things, limits on the
discharge of wasles associatod with oil and a3 operations, investigation and cleen-up of hazardoys aubstances,
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end workplace safety and health. In eddition, thess laws typically require compbance with essociated
rogulations end permits and provide for the impoasition of penaliies for noncomplinnez. The Clean Air Aet
Amendments of 1990 moy beneili the Company’s business by increasing 1he demand for natural gas as a clcan
fuel.

The Company belicves thet its policics and procedures in the arca of polletion conirol, product safcly end
occupationn! health arc adcquatc lo prevent unreasgnable nsk of cavironmental and other damasc, and of
resulting financial lizbility, in connection with its bueiness. Same risk of covirenmental and other damage s,
however, inherent in particular operations of the Company and, as discusscd below, the Compeny has ceriein
potential liabilifies associated with former operations. The Cempeny camnot predict what environmental
legislation or regulations wilt bc enacied in the fucurc or how cxisting of future lews or regulrtions will be
admimstcred or enforced. Comphiance with more stingent laws or regulstions, as well as more vigorous
enjorcement policics of the regulatory ageacies, couid in the future reguire material cxpenditures by the
Company for the insiallation and operation of systems znd equipment for remedial measures end in ccriain
other respects. Suzh potential expenditures ceano! be reasonebly estimated.

In connection with the salc of the Company’s former chemical subsidiary, Diamond Shamrock
Chemicaie Company (“Chemiczgis™), to Occidental Petroleum Corporation ("Oecidental”} in [986, the
Company agrecd (o indemnify Cheiicals end Occidenial from and egainsi ceriain Habilitics clating 1o the
butiness or ectivities of Chemicals prior ta the September 4, 198€ closing date (the “Closing Date™),
including cerigin covironmentel Hewilitics relating to cenain ciremical plants end wekle disposs! sites used by
Chemicals prior to the Closing Date.

In addirion, the Company agreed 10 indemnify Chemicals and Qccidentel for 30% of ceritin cnvirgnmen-
1a] cost3 incuned by Chemicals for which notice is given to the Company within 10 ycars eficr the Closing
Date on projects involving remedial activities relating to chemical plant sites or other groperty used in the
conduct of the business of Chemicals as of the Closisg Date and for any period of time following the Closing
Dele, with the Company's aggrogate cxposure for this cost sharing being Himitod to $75 million. The total
expended by the Company under this cost sharing arrasgement was ebout $3¢ million as of December 31,
1995. Occidenial Chemical Corporation (“OxyChem™), & subsidiary of Occidental, and Henkel Corporation
("Henkel"), an assignee of cerain of Occidental's rights and obligations, have filed a doclaratory judgment
action in Texas state court with respect to the Company’s agroement in this regard (sce “Legal Proceedings™).

In conncction with the spin-off of Diemond Shammock R&M, Inc., now known as Diamond Shamrock,
Inc. ("DSI1"), in 1987, the Company and DS egreed io share the costs of losses (other 1han product lishility)
relating to businesses disposed of prior to the spip-off, incloding Chemicsls. Purguant 10 this casi-thering .
egreement, the Company bore the first $75 million of such costs and DSI bore the nexl $37.5 million. Under
the arrangement, such ongoing costs are now bomce one-third by DSI and two-thicds by the Company. This
arrengeracnt will coatinue until DST has borne an additional $47.5 million, following which such costs will be
bome salely by the Company. As of December 31, 1995, DST's remaining responsibility is approxmately
$8 milllon and is included in accounts receivable in the accompanying balance shest,

For the year ended December 3f, 1995, the Company spemt $6 miltion in covirenmental rolated
cxpenditures in its oil and gas operations. Expeuditures in 1996 are expected to be approximately $8 million.

The Company’s total ¢xpenditures for envirenmeantsl compliance for dispased of busmesses, including
Chemicals, were approximately $38 million in 1995, $12 million of which were recovered from DST under the
abave described cost-sharing egreement, Those cxpenditures am projected 1o be approzimately $23 million in
1996 afler recovery from DSI unader such agreement.

At December 31, 1995, reserves for the environmental contingencics discussed herein totaled $119 mil-
lion. Management belicves it has adequately reserved for all environmental contingencics which are probable
and can be reasonably cstimetcd; however, changes in cirtumstances could result in changes, including
additions, Lo such reserves in the futere, - .

The jasurance companics that wrote Chemicals’ and the Company’s primary and cacess inyurance during
the relevant periods have 1o daie refused 1o provide coverage for most of Chemicals’ or the Company’s cost of
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the porsonal injury and property damage claims related (o environmesnial claims, including remedial sctivitieg
at ehemical plant sites and disposal sites. In two sctions filed in New Jersey statc court, the Company has been
canduciing litigation gainsi all of these insurers for daclarntary judgments that it is enticled o coverage for
certain of these claims. In 1989, the i1iaj Judge in ono of thc New Jcrscy acrions ruled that there 55 no
insurance coverage with respect to the claims releted to the Newark plant {discussed below). The trial court’s
decision was uphcid on appeal and thal action is pow coded. The other suil, which is perding, eovess disputes
with respect to insurance coverage related 1o cortain other covironumenial maiicrs,

‘Newark, New Jersep. A consent decrec, previously agreed upon by the LS. Envirommnenial Protection
Ageacy (the "EPA”), the Now Jersey Depariment of Enviroamental Prolection and Exesgy (the “DEP™)
and Oceidental, a5 successor to Chemicels, was exicred in 1990 by the United States Distict Court of New
Jemsey and requires implementetion of & remedial actisn plan at Chemicals’ former Newark, New Jerscy
sgricultural chemicals plent. Enginzering for such plan, which will include an engincering estimate of the cost
of construction, iz progressing. Conslruction is expected to begin in 1997, cost spproximately $22 million and
teke thyve 10 four years 1o compleic. The work i being supervised and peid for by the Company pursttant to ils
ahove deseribed indemnification obligation 1o Occidemal. The Company has fully rescrved the cstimaied costs
of performing the remediad ection plan and requited ongaing meinteniance cosis,

Studies have indicated that sediments of the Newark Bay waicrshed, including the Pataic River adjacent
to the plant, erc contaminated with hazardous chemicals from many sources. Studics performed by the
Company and others suggest that contemioants historicelly discherged by the Newark plant are buried under
scveral foct of more recent acdimend deposits and are not moving. The Company, en behalf of Oecidental,
negotiated an agreement with the EPA under which the Company i3 conducting further teating and studies to
cheracicrize contaminatcd sediment in a six-mile portion of the Pastaic River near the plant gic. The
Company currently cxpects such testing and sludics 1o be complcied in 1999 and cost from $4 million 1o
36 million after December 31, 1995. The Corpany has reserved ita cstimate of the remaining cosiy 10 be
incurred in performing these studies as of December 31, 1995, The Company has been conducting similar
studies under its own anspices for several years. Unt] these studies erc completed and evaluated, the Company
cannol reasonably forccast whet regulatory program, if any, will be proposed for the Pessaic River or the
Mewark Bay watcrshed and thercfore camaol cstimate what edditional cats, if any, will be roquired 10 be
incurred,

Hudson County, New Jersey. Until 1972, Chemicels opersted a chromizm ore processing plant at
Keamy, New Jersey. According to the DEP, wastes from thesc ore processing apcrations were used as fill
material at a nember of sites in Hudsoa County. ’

As o result of negotiations between the Company (on behalf af Qecideatal) and the DEP, Occidental )
sigred an edministrative consent arder with the DEP in 1990 for investigation and remediation work a1 certain -
chromite oro residuc sites in Koarny and Sccaucus, New Jersey. The work is being performed by the Compeny
on behalf of Ocridentfal, and the Compary is funding Occidental’s share of the cost of investigation and
remediation of these sites and is currently providing financial assurance for performance of the work in the
form of a self-guarantce in the amount of $20 million subject to the Company’s continuing ability to satisfy
cerlain financis] tests specificd by the State. This financial asgurance may bo reduced with the approval of the
DEP following any annual cost review. While the Company has pamicipated in the cost of studies and }s
implementing interim remedial actions end tonducting remedial investigations and feasibility studics, the
ultimatz cost of remediation is uncertain, The Company anticipates submitting its investigation and [casibility
reports to the DEP in lntc 1996 or 1997. The results of the DEP's review of these reports could impact the cost
of any further remediation that may be required. The Company has reserved its best estimate of the remaining
cost 1o perform the investigations and remedial work as beiag $50 million at December 31, 1995. In addition,
the DEF has indicated thal it expects Occidental and the Company to particlpate with the ather chrominm
manufacturers in the funding of certain remedial acrivities with respect to a aumber of so-called “orphan™
chrome sites located in Hudson County, New Jersey. Occidental and the Company have declined participa-
tion a3 to thote sites for which there is no cvidence of the prescnce of residuc generated by Chemicals, The
Governor of Now Jersey issued an Executive Order reguiring statc agencics lo provide specific justification for
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8Oy Statc requircrients more stringent then federel requirements. The DEP has indicated that it may bo
revising its soil action level upwards towerds the higher soil screening levels proposed by the EPA ia 1994,

Fainesvitle, Ohio. From ebouwl 1912 through 1976, Chomicals operatsd manufacturing facilities in
Painesville, Ohio. The operations over the yeers involved several diserete but contiguous plant siles over an
area of abont 1,300 acres. The primary area of concem historically hes been Chemicals’ former chromile ans
processiag plant (the “Chrome Plant™), For many years, the sitc of the Chrome Plent hiay been under the
administrative control of the EPA pursuant 0 an adminittrative consent onder under which Chericals is
required 1o maintgin a clay cap aver the sile and {0 conducl cerizin grouad waler and snrface water
menitonng, Meny other sites have previously been clay-capped and anc specifiG site, which was a wasie
dieposal <ite from the mid-1960s until the 1970s, hes bsen encapsulzrad and it being contralled and moxnitored.
In Scptember 1995, the Ghio Envirosmental Protcction Agency (the “QEPA™) issucd its Directors’ Fipal
Findings and Order {the *Dircctor's Order™) by consent andering thal & remedial investigatioa and feasibility
siudy {(thc “RIFS") be conducted st thc former Paincsvillc plant erea The Compeny hes agreed to
participate in the RIFS as requircd by the Dircetor's Order, It is cstimated that the toial cast of performing
the RIFS wiil bc $3 million o $5 million over ihe next three vears. In spite of the many remedial,
maintenance and monitoring activities performed, the fermer Paincsville plant siic has been proposcd for
listing on the National Priority List under CERCLA; however, the EPA has stated that the site will 20} be
listed 30 long as jt i5 satisfactorily addresscd pursuant (o the Director’s Order and OEPA’s programs, The
Company has accrued the estimate of its shure of the cost o perform the RIFS. The scope and neturc of any
further investigntion or remediation that may be required cannot be detcrmined at this time: however, 25 the
RIFS progreases, the Company will continuously assess the condition of the Painesville plant site and make
any changes, including additions. (o its meserve gs may be required.

. Other Former Plant Sitcs. Enviroumenial romediation programs arc in place a1 all other former pleat sites
where matsrial remedietion is required in the opinion of the Company. Former plant sites where remediation
has been completed are being maintained and meaitared (o ineure continued complience with applicabls jaws
and rcguiatory programs. The Company has rescrved $6 million 21 December 31, 1993, relaied 1o thess sitcy,
nane of which ere individually material,

Third Farty Sites. Chemicels hag algo been designated as s patentially resporgible party (“PRP*) by the
EPA under CERCLA with respect 1o 2 pumber of third party sites, primarily off of Chemicals' propertics,
where hezardous substances from Chemicals’ plant operations allegedly were disposed of o havs come 16 be
located. Numerous PRPs have heen named at substantialiy all of thesc sites. Al several of these, Chomicals
has go known exposure. Although PRPs mre almost siways jointly and severslly lisblc for the cost of
investigations, cleanups and other reaponsc costs, each has the right of contribution from other PRPs end, as a
practical maller, cosl shering by PRPs is usually cffected by sgrecment amang them. Accordingly, the
uhimare cost of thesc sites and Chemicals” share of the costs thereof camot be cstimated af this time, but aro
aot expecied to be material cxcept possibly as a result of the maticrs desenbed below.

V. Fields Brook; Ashiabulo, Okio. At the timz that Chemicals was sold to Occidental, Chemicals
operated a chemical plant a1 Ashtabula, Ohio wbich is adjacent to Fields Brook Qccidental has continved to
operate the Ashtabulz plant. In 1986, Chemicals was formally notified by the EPA that it wes & PRP for the
Ficlds Brook sitc, The site is defined es Ficlds Brook, its tributaries and surrounding ercas within the Fields
Broak watershed. At lzast 15 other parties arc presently considered to be financlaily responsible PRES. In
-1986, tho BPA estimated the cost of sediment remediation at the site wonld be $48 million. The PRPs,
including Occidenial, have developed an allocation agroement for sharing the costs of the work in Ficlds Brook
ordered by the EPA, Under the atiocation, the Occidental shere for Chemicals’ ownership of the Ashtabula
plant would be ebout Gve percent of the toinl, assuming all viable PRPs were to participate.

In 1990, thc OEPA, as statc trustes for patural msources under CERCLA, sdvised previously identified”
PRPs, including Chemicals, that the OEPA inicnded to conduct a Narural Rc.-.oumo Damage Assossrnent of
the Ficlds Brook sitc 1o calculate a monetary value for injury to surface water, g‘oundwator. air, and biological
and geological resources et the eite. Also, although Fields Brook ampties into tho Ashtabula River which aws
mto Lake Eric, #1 is not known to what exten, if any, the EPA will propose romedial action beyond Ficlda
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Brook for which the Ficids Brook PRPs mighi be asked 20 bear somic shase of the costs. Until all preiiminary
studies and necessary govermmental actions have beexn completsd and negotiaied or jucicial aliocarions have
boen made, it is not possitle for the Company to cstimarte whai the respange costs, respozte activities or
natural resource damages, if any, may be for Fields Brook or refated areas, ihic partics responsible thoreiore or
their respective sharcs.

1t iy the Company’s position thal coa1s zitzibuteble 10 the Ashtabula plant fall vader the Company's

above-deseribed cost sharing arangement with Occidental undep which the Company bears onc-half of

Ccrigin costy up (0 an eggregate dollar cap. Oecidental, however, has contended ot it is entitked 0 fuli

- indemnification from the Company for such cosis, end the ovicome of this dispulc canast be predicted. The

Company has reserved its estimate of its sharc of potential cleanup costs based on the assemption thas this site
folls undzr the Occidenw) cost sharing AITRBZCMENL

2. French Limited Dispusal Stie; Crosby, Texgs. The PRPs, incloding Chemicals {represented by the
Company). entered into 2 consent decree and a related trust egrzement with the EPA with rcspect to this
disposal site. The consent decree was entcred by the federal court as a serilement of the EPA's claim for
. remedial action. Chemical's share of the cost o complete remcdiation at this site at December 31,1995 is

expectcd 1o be approximatsly $300,000 and such emount is {ully accruce.

3. SCP/Caristadt Site: Carlstadi, New Jersey. Chemicals’ share of remedintion costs at this CERCLA
sitz would be epproximately one perceat, based on relative vohime of westc shipped w the site. An inlerim
recdy has gow been implemented al the site by the PRP3 bul no estimate can be made st this time of
vltimate cosls of remediation which may cxtend to certain od-sitc lacations.

4. Chenieal Control Stte; Elizapeth, New Jersey, The DEF has demanded of PRPs {incloding
Chemicals) reinbursement of the BEF's allsged $34 millian {inchuding intercst through December 31, 1993)
in past coets for its partial cleanup of this sitc. The PRPs and the EPA have sertled the fedzra) elaims for cost
recovery and site remediation, and remediation is now complete. Based on the previos altocation formula, it is
cxpected that Chemicals’ share of any mency paid 1o the DEP for its cleim would b¢ approaimarely two
percent. The Company has fully reserved its csimatcd liabitity for 1his site.

mber 1995, OxyChem filed suit in Texar state counr secking e declaragon of cortzin of the
partics’ rights™aqd obligations under the sakes egrezment purenant 1o which the Company sold Cheraicals 1o
Occidental Henkdhjgjned in said lawsuit as a plainuff in January 1996. Specifically, OxyChem and Henkel
arc seeking a declaratiot™that the Company is tequired to indemnily them for $0% of certrin cnvironmental
costs incarred un projects invihdpg remiedial aclivitics relating to chemical plant sites ar other property used in
. conncction with the business of Chegnicals on the Closing Datc which relate to, resuli from or arise oul of
T - conditions, ¢vents or circumstances di¥vaycred by OxyChzm or Henkel and as to which the Company is
provided writicn notice by OxyChem or HenRolprior to the expiration of ten years following the Closing Date,
irrespective of when OxyChem or Henkel incurs Ind gives norice of such costs, subject to an aggregute $75
miltion cap. The Compeny belicves that this Jawsuit iswithout merit and miends to defend seme vigorously,
The Company bas established reserves based on its 50% shve of costs expecied fo be paid or incumred by
OxyChem and Henkel prior 1o Scptember 1996,

As of Degember 31, 1995, the Company had paid OxyChem and™Hgakel a total of approximately
$39 million agninyt said $75 millian cap. The Company cannot predict what Pecgion of the approximately
336 million remaining as of that datc Occidental and Henkel may actuatly pay or incitegrior to September 4,
1996, the 1enth anniversary of the Closing Date if they aceelerate spending with regard 1o soeh environmental
tas1s; hawever, the Company bes approximately $7 million rescrved at December 31, 1995, bated on S0% of
OxyChem’s and Henkel's historical anmual cxpendintres. In the event OxyChem and Henkel prevallg this
lawsuit, the Company could be required to provide up 1o approximatcly $29 miltion in additional resetveg
rclated to this ind¢maification.
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ANNEX B

STEPS FOR
PROPOSED MAXUS ENVIRONMENTAL REORGANIZATION

Preparation of CIH. Finalize identification of lizbilincs 10 be assumed by Chemical
Land Holdings Inc. ("CLH™). Mezge related companies inio CLH. Select new directors
and officers of CLH (inchuding an independeant direcior, if possible). Prepare businass
plan for CLH. Resolve employee and other administrativc issues. Finalize service
agreement (and possibly tax shanng agreement) between Mexus and CLH. Prepare angd
edopt Mexus director and stockholder resolutions for the foregoing ections, Transfer
stock of CLH to make CLH direct subsidiary of Maxus. (Verify that na change I conirgl
provisions will be triggered in Maxus agreements.)

W i v. YPF Sociedad Anénima (“YPF") mcorpotatcs YPF
Holdings (USA), Inc. (“Holdings”) in Delaware es 2 wholly-owned subsidiary of YPF.
Select directors and officers, Propare orgemizational resolutions.

New a s i . If decmned necessary or desirable by
YPF management in connection with the possible transfer to YPF of ceriain South
American assets of Meoxus, a Cayman Islands holding company may be formed (YPF
International (C.1), Ltd) as a direct subsidiary of YPF to hold Holdings stock and the
stock of other Cayman Islands subsidiaries which will hold the South American assets
transferred from Maxus. Sclect directors and officers.  Prepare organizational
resolutions.

Maxys Bank Concents. Obtain consents of Maxus subsidiary bank group to contribution
of Maxus common stock to Holdings and other applicable consents.

Corporate Approvals. Boerds of directors of YPF, Maxus, CLH and Holdings (and if
formed, YPF International) approve the reorganization transactions, including (by
Maxus) the dividend or other transfer of the CLH common stock to Holdings, and
approval of all relevant egresments, including the Redemption Funding Agreement,
Contribution Agrecment and the Assumplion Agreement (as each is described below).
CLH stock value, presumably nominal, will have to be determiged by the Maxus board.
The trapsactions, including the dividend or other trensfer of CLH common stock, will
require approval of Maxus indepepdent dircctors.

ibirti i - YPF contributes Maxus common stock 1o Holdings.
(through YPF International, if it is formed). Thus, Mexus becomes a direct subsidiary
of Holdings.
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Step 6. i Fund Max & L Redemphion YPF and Maxus enter inio
a Redemption Funding Agveement whercin YPF 8gTeLs 10 provide necessary funding to
redeem the $4.00 Preferred Stock of Maxus al par. Mexus calls $4.00 Preferred Stock
for redemption.

Step 7. . Maxus end CLH enier into an

Assumption Agreement as follows:

»  CLH egrees 0 assume Maxus’ obligations under the Occidental indemnity and
certain related lighilities (tncluding related costs and sctement expenscs) (the
“Assumed Lisbilities™). The Assumed Liabilities will include all defined costs and
expenses included in the environmental liebility reserve of Maxus accrued gs of
hune 30, 1996, (Note thar Maxus remains liable 10 third pardies suckh as Occidental
Jor the Assumed Liabilitles since ng releases con he obtained, but such liabilitles
Will be paid by CLH (o the extent of Sfunding under the Coniribution Agreemeny
described below and subject to the Hmitations in the Coniridurion A greemeni.)

> Maxus assigns to CLH (i) all benefits under the Piamond Shamrock indemnity
after the date of CLH essumption, (1) any future insurance procezds covering
futurc expenditures (bt not recoveries fom preseat msurance litigation), and (iii)
any claims that Mexus may have agamnst Diamond Shamrock, Occidental, any
insurance carrier or any other third party for paymznt, contribution or
reimburscment, of any cost assumed or paid by CLH from and efter datc of CLH r
assumption (other than claims wunder present insumance litigetion),

»  ClHegrees 10 gortzin covenanis des; gned 1o maintain the corporate “scperatencss”
of CLH.

Step 8. 1mj 1 - YPF, Holdings (and YPF Interuational, if
formed), Maxus and CLH enter into a Contribution Agreement as follows:

*  YPF and Holdings (and YPF Internationad, if formed) Joimly and severnlly agrec =
to provide funds to contribute or advance fimds to CLH, as and when requested by -
CLH, for the purpose of (i) paying eny Assumed Lisbilities subject to a limjtation
that (a) aggregate funding for this purpose shall not exceed an amoumt equal to the
environmental Lability reserve of Maxus es of Jume 30, 1996 (estimated at
approximately 3120 million) and (b) no further funding shali be required after the
8ggregate amount actually expended by CLH in respect of such liabilities since
June 30, 1996 equals or exceeds such amount and (i) paying general and .
administrative costs and expenses of CLH. Funding of G& A expenses will be -
subject to review and approval of an annual or quarterly budget. (The agreement .
will clarify that YPF should get credit inder the “keepwell” covenant for Junding
made to CLH,)

B-2
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*  CLH and Maxus will periodically repori to YPF and Holdings on the siams of the
environmental reserve and advise YPF and Holdings promptly of any anticipated
additionat accrusl to the reserve. YPF and Heldings will not be required to fund
CLH in excess of the accred amount of the Masxus environmensal reserve as of
June 30, 1996 (other than for G&A expenses) unless YPF and Holdings agrec
othcrwise.

Step 9. Ridmmmﬁ\iq‘m&mmm Maxus redeems $4.00 Preferred Stock at par
(plus accrued dividends) with funding from YPF.

Step 10.  Transfer of CLH 10 Holdings. Maxus dividends or ransfers CLH siock to Holdings. See
attached ownership dlagram.

Step 11. i ision: 82 Steck. Holdings
approves the elimination of Article Ninth (interested perty restrictions) from Maxus
charicr. YPT commits to guarantee dividends of Maxus $2.50 Prefemred Stock for so
long as siock remains oulstanding. YPF commitment is conditioned on reccipt of
approval of Preferred siockholders of elimination of Article Ninth, Proposal 1s mede 10
holders 0f $2.50 Preferred Stock at Maxus Anoual Meeting. If approval is obtained, YPF
enters into Preferred Stock Guarznty and the Mexus charter is so amended.

HOUDS: 19224 3 B-3
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PROPOSED RESTRUCTURED YPF/MAXUS/CLH RELATIONSHIP

YPF

International

(C.L), Ltd.

{Optiopal)

YPF
Holdings
(LUSA).
Inc.

Chemicsl
Lend
Holdings,
Inc.

Maxus
Epergy
Corporation

L. Chemical Land Holdings, Inc. (“CLH™), a subsidiary of Maxus, will assume certain
environmental lisbilities and oblipations of Maxus. (Mexus remains liable as co-abligor.)

2, YPF will form YPF Holdings (USA), Inc. (“Holdings™) {as a U.S. Delaware corporation) and
possibly a second holding compsmy, YPF Int=mational (C.1.), Lud,, and contribute common
stock of Maxus to Holdings.

3. YPF and Holdings wili agree with Maxus and CLH to make limited contributions of funds
to CLH when and as necded.

4, Maxus will transfer capital stock of CLH to Holdings.

HOUDL: 152243 B-4
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