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Preface

This document serves as Enron Canada Corp.’s expression of interest in providing gas management services related to Calpine Canada’s natural gas sales and procurement activities.  The proposal outlines and describes Enron’s ability to provide each of the services discussed previously with Calpine Canada, along with a fee for providing those services. The intent is that this document serves as a foundation for further discussions to define which of Enron Canada’s services are a best fit with Calpine Canada’s specific objectives. 

Enron Canada is uniquely qualified to assist Calpine Canada in both efficiently and accurately managing the operational aspects of its supply/sales/transport and in assisting with the optimization of the value inherent in Calpine Canada’s natural gas supply and transport assets.  
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Enron Canada Corp.
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Enron Canada, headquartered in Calgary, currently employs 120 people with offices in Calgary (100) and Toronto (20).  Enron Canada is responsible for energy trading and marketing, energy asset management and outsourcing, energy asset development, and third party investment and financing activities within Canada.  Enron Canada sources and coordinates resources from the broader Enron family of companies, where needed, to ensure the best possible solutions are developed to meet each customer’s needs.
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Successful Alliances

Enron Canada has entered into a number of strategic relationships with Producers, Municipal Utilities, and industrial companies.  These companies include Petro-Canada, Suncor/Sunoco, Papier Masson Ltée, Enerconnect and Ontario Energy Financial Corporation (OEFC).

On behalf of Producers, Enron Canada currently manages approximately 1 BCF/D of gas in Alberta on the NOVA and ATCO systems, 300 MMCF/D in British Columbia on the Westcoast system, and 50 MMCFD in Saskatchewan.  On behalf of our Producer and end-use clients, Enron Canada manages up to 300 MMCFD of export transport out of the western Canada producing region.  Importantly, with respect to Calpine Canada, Enron Canada has experience in working with customers who both produce and consume, such as Suncor/Sunoco and Petro-Canada.

By successfully implementing different strategic relationships, Enron has demonstrated the capability to work with a variety of parties to analyze business processes and successfully redefine these as procedures and responsibilities within Enron.  Enron has the flexibility to exchange information with its alliance partners on a continual basis through an effective combination of personal interaction and electronic means.     

2
Objectives

A defining element of the relationships that Enron Canada has with its alliance customers is that Enron Canada focuses on the operational and accounting daily issues allowing our customers to focus, with our support, on the more important strategic and optimization issues.  As discussed previously, we believe this would tie in well with Calpine Canada’s objectives and structure.

In particular, Calpine Canada needs to focus on optimizing its pipe positions and accessing incremental assets.  It would not be appropriate for Enron Canada to drive this activity given Calpine Canada’s expertise, in particular in the Calgary office, and their integration with the generation assets, but rather Enron Canada should deal with the day to day issues on position liquidation, and can support optimization activities with ideas, analysis, recommendations and as one of Calpine Canada’s counterparties for transactions.

The services offered in this proposal have the following objectives:
a) To minimize Calpine Canada’s administrative costs associated with its natural gas procurement strategy.  

   b)
To provide the flexibility to handle changes in levels of business activity as Calpine Canada grows production through acquisition or the drill bit.

c)
To ensure that Calpine Canada has the right level of information on the North American energy market to make informed portfolio positioning, purchasing and transportation management decisions.

d)
To assist Calpine Canada in optimizing the use of pipeline capacity and transportation and maximizing the value of Calpine Canada’s assets.

e) To minimize the effort directed to the spot market by actively following loads and balancing as necessary.

f) The application of risk management strategies which provide Calpine Canada with price protection against rising markets while at the same time providing opportunities to participate in downward market movements.

g) To ensure that Calpine Canada retains its flexibility to deal with the counterparty it chooses on any given transaction.

3 Proposal

3.1
Proposal Summary – Gas Management Services

The following services are intended to achieve the objectives in section 2.0 of this document.  In large part these services will result in a reduction in costs of back office operations, and provide portfolio management assistance and access to better market information in order to improve the value of Calpine Canada’s energy procurement and sales strategy, while maintaining all of Calpine Canada flexibilities to make its own decisions and to transact with any third party.

3.1.1
Nominations

Enron Canada will provide gas control functions on all upstream and downstream pipelines applicable to Calpine Canada.  This includes making nominations, or leaving standing nominations in place, for all pipeline transmission systems, hubs, market centres and storage facilities for delivery, withdrawal or injections.  Enron Canada will interface with facilities, and all receipt and delivery pipeline companies.  This will include contact with Calpine Canada’s supply coordinator for supply forecast data.  Revisions during the daily operations will also be made consistent with changes to supply, demand or transportation availability.  Gas control functions are assigned to a specific individual who has an in-depth knowledge of the operations and procedures for managing Calpine Canada’s accounts. 

3.1.2   Balancing

Enron Canada will monitor and ensure that pipeline and storage nominations versus actual flows are within allowable tolerances.  If imbalances still exist, Enron Canada will purchase (or sell) gas on behalf of Calpine Canada under well-defined rules on daily index and daily fixed price to bring balances within tolerance limits.  Enron Canada will liquidate any imbalance positions at both ends of the export pipelines.   

3.1.3
Transportation Management

Enron Canada will work with Calpine Canada to minimize transport costs, mitigating unutilized firm transport.  Enron Canada will transfer and assist in assigning unutilized transport in the production regions.  Enron Canada will also use its extensive scope of operations to assist Calpine Canada in accessing low cost transportation at both the receipt and interstate/interprovincial level.

3.1.4
Portfolio Management

Optimizing Portfolio Performance -

Enron Canada will utilize its proprietary portfolio management systems to track Calpine Canada’s production portfolio including netback price forecasts, mark to market and counterparty credit levels.
Enron Canada has successfully implemented a portfolio management system for its alliance partners.   The system captures each transaction in a database along with forward and actual price curves to generate forecast reports.  The system is capable of generating netback forecasts, mark to market credit exposure reports, 55 day receivables/payables reports, market exposure reports and transaction summaries.  The system is also capable of performing sensitivity and ‘what-if’ analysis for the various management reports.

Enron Canada will use a mixture of internal and industry information in order to present information to Calpine Canada concerning alternatives for changes to its portfolio. 

Timely information and an identification of alternatives will allow Calpine Canada to benefit from Enron Canada’s systems, information, marketing and other capabilities in order to minimize risk and natural gas costs for its generating side while maximizing revenue on the sales side within defined risk tolerances.

Communications -

A senior Enron Canada representative dedicated to the Calpine Canada relationship will be committed to maintaining frequent contact with Calpine Canada to discuss market intelligence and information relevant to Calpine Canada’s natural gas procurement and sales strategy.  These discussions will range between term marketing through to structured transactions or solution-based deals.  A weekly conference call with Calpine Canada’s representative will be held to review the portfolio and to keep Calpine Canada informed regarding current market changes and the short and long term supply/demand outlook relevant to both Calpine Canada’s specific situation and the larger natural gas industry.  Meetings will be held to discuss portfolio or account management issues in detail.

3.1.5
Gas Marketing Accounting

Enron Canada is able to provide the following accounting services:

Marketing cash receipts and disbursements – Enron Canada can manage Calpine Canada’s receipts and disbursements through trust accounts and provide a forecast for each previous month by the fifth day of the month.

Invoicing and payments – Enron Canada can prepare all invoicing for gas sales, and shall receive and verify all invoices from pipelines, storage facilities and gas sellers.

Domestic and export regulatory compliance – Enron Canada will prepare all periodic reports to government bodies and agencies related to gas marketing, gas prices, revenues and volumes exported/imported by Calpine Canada.

Collection – Enron Canada will notify Calpine Canada and the relevant counterparty of any payment more than two days past due and assist with requisite statements in its collection efforts.  Enron Canada does the preliminary follow-up with the counterparty and Calpine Canada follows up on past due payments thereafter.

Monthly Reporting – Enron Canada shall report on estimates of volumes, revenues and expenses (by 5th business day) and actuals (by 25th business day).  Enron Canada would provide a final accounting for the month including a summary of accounts (inputs for Calpine Canada’s income statement and balance sheet), a trial balance and statements of accounts for receivables and payables.

3.2 Term of the Agreement

3.2.1
Term
A three-year term is proposed in order to create sufficient continuity in the working relationship between Calpine Canada and Enron Canada, and specifically with respect to  the individuals assigned to the relationship.
3.2.2 Implementation

Enron Canada has significant experience in implementing this type of arrangement and can be onstream with all aspects within 90 days:

a. Execute LOI, and within 30 days complete Definitive Agreements

b. Within 30 days, take over Alberta, BC and Saskatchewan operation

c. Within 60 days, take over gas marketing accounting and initiate reporting on portfolio and accounting

3.3 Fees for Services
3.3.1
Base Fee

Enron will provide all of the services outlined in this proposal for a base fee of between CDN $0.005/GJ and CDN $0.008/GJ for the total gas load of Calpine Canada’s Canadian facilities during the term of the agreement, subject to further due diligence.  The Base Fee will be paid on a calendar year basis with payment periods to be determined depending on the start of the agreement.  

3.3.2
Incentive Fees

Enron Canada would also consider implementation of an incentive arrangement.  Incentive fees would have the benefit of very closely aligning Enron’s and Calpine Canada’s goals and objectives.  These incentive fees are usually tied to the performance of the underlying portfolio or specific assets as measured against the industry performance or competitor group.  

The matters and prices set forth herein are (a) are non-binding and indicative only, (b) may be subject to change or revision, (c) constitute an expression of mutual interests only, (d) do not constitute or create a binding agreement or any binding legal obligations, including any obligation to negotiate, and  (e) do not constitute an offer, by Enron Canada Corp. or any of its affiliates, capable of acceptance.  Any such binding agreement would only arise as a result of the negotiation, execution and delivery of written definitive agreements.  Each of parties hereby expressly waives and releases, and neither party may bring, any claim or action against any other as a result of a failure to agree on or enter into such definitive agreements.
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