GAS CONVERSION AGREEMENT

(Gallup Compressor Station)

THIS GAS CONVERSION AGREEMENT (this "Agreement"), effective October 18, 1999, by and between Transwestern Pipeline Company, a Delaware corporation ("TW"), and Enron Compression Services Company, a Delaware corporation ("ECS").

RECITALS:
WHEREAS, ECS and TW have entered into that certain Compression Services Agreement (Gallup Station) of even date herewith (the "CSA") which governs the terms under which ECS will provide compression services to TW at its Gallup compressor Station;

WHEREAS, ECS and TW desire to convert certain of TW's payment obligations under the CSA into natural gas to be delivered to ECS in accordance with the terms and conditions of this Agreement; and

NOW THEREFORE, in consideration of the premises and mutual covenants and agreements herein contained, the parties agree as follows:

ARTICLE 1

DEFINITIONS

All capitalized terms not defined herein shall have the meaning set forth in the CSA.

ARTICLE 2

CONVERSION OF DOLLARS TO MMBTUS

2.1
Future Pricing Election.  TW and ECS intend to convert a certain portion of the payments owed by TW to ECS under the CSA from dollars to equivalent quantities of natural gas.  TW and ECS intend that the conversion of dollars to an equivalent quantitiy of natural gas shall be calculated using the market value of gas at the time that the Federal Energy Regulatory Commission authorizes TW to proceed with the Gallup Expansion on terms that are, in TW’s sole discretion, acceptable to TW.  Accordingly, upon TW’s receipt of such acceptable FERC authorization of the Gallup Expansion, TW shall direct ECS to enter into agreements as necessary to lock in the best available ten year forward sale price of the Fuel Payment (hereafter defined) to be provided by TW to ECS pursuant to this Agreement.  Upon receipt of TW’s direction to lock in the forward sale price, ECS shall enter into such agreements as are necessary and customary in the industry to achieve the desired result.  By way of example, if such forward sale were locked in as of the date of this Agreement, the forward sale price would be $2.42 per MMBtu.  That price would, under the terms of this Agreement, equate to the Annual Charge Fuel Payment and the Compression Services Charge Fuel Payment set out in sections 2.2 and 2.3 below.  Once ECS has, pursuant to TW’s direction, locked in the forward sales price, the Annual Charge Fuel Payment and the Compression Services Charge Fuel Payment set out below shall be adjusted to reflect the actual locked in forward sale price. 


2.2 
Annual Charge Fuel Payment.  A portion of the Annual Charge payable by TW to ECS in accordance with Section 3.2 of the CSA shall be converted into natural gas to be delivered to ECS (the "Annual Charge Fuel Payment").  That portion of the Annual Charge converted into the Annual Charge Fuel Payment shall be 81% of the Annual Charge (the "Annual Charge Portion").   The Annual Charge Portion shall be converted into the Annual Charge Fuel Payment in accordance with the following calculation:


Annual Charge Fuel Payment = (Annual Charge Portion divided by 12) divided by $2.42 per MMBtu.

The remainder of the Annual Charge not converted into the Annual Charge Fuel Payment shall be payable by TW to ECS in accordance with Article 4 of the CSA.  The monthly Annual Charge Fuel Payment shall be delivered to ECS in accordance with Article 3 of this Agreement and shall be for the Compression Services delivered to TW during second month preceding the month during which the Annual Charge Fuel Payment is being delivered.  For example, the monthly Annual Charge Fuel Payment delivered during May shall be for the Compression Services delivered to TW during the preceding March.

2.3 
Compression Services Charge Fuel Payment.  The Compression Services Charge payable by TW to ECS in accordance with Section 3.3 of the CSA shall be paid in natural gas to be delivered to ECS in lieu of dollars as set forth in Section 3.3 of the CSA (the "Compression Services Charge Fuel Payment").  The Compression Services Charge Fuel Payment shall be calculated  in accordance with the following:


Compression Services Charge Fuel Payment = the aggregate amount of Shaft Energy delivered during the second month preceding the month for which the Compression Services Charge Fuel Payment is being calculated times 5,763 Btu/hp*hr.  For example, the monthly Compression Services Charge Fuel Payment for May shall be based on the aggregate amount of Shaft Energy for the preceding March.
The monthly Compression Services Charge Fuel Payment shall be delivered to ECS in accordance with Article 3 of this Agreement. 

ARTICLE 3

DELIVERY OF NATURAL GAS

No later than the tenth Business Day prior to the end of each month, ECS shall send TW a written notice specifying in reasonable detail the Annual Charge Fuel Payment and the Compression Services Charge Fuel Payment (collectively the "Fuel Payment") payable, and the equivalent amount of natural gas to be delivered, to ECS for the immediately succeeding month.  The monthly Fuel Payment shall be delivered to ECS in equal daily installments.  ECS shall take receipt of the monthly Fuel Payment at the delivery points listed on Schedule I attached hereto or other such delivery point(s) as ECS and TW may mutually agree upon in writing.  The provisions of TW's Tariff shall govern the delivery and receipt of the Fuel Payment to the extent any of such provisions are not provided for in this Agreement or the CSA.

ARTICLE 4
TERM
This Agreement shall become effective on the date first above written and shall continue in full force and effect for a term (the "Term") of ten (10) years from either (i) the Start Date, if the Start Date is the first day of a month or (ii) if the Start Date is not the first day of a month, the first day of the month immediately after the month in which the Start Date occurs.  Notwithstanding the previous sentence, if the CSA is terminated in accordance with its terms and conditions prior to the end of the Term, this Agreement shall also terminate as of the date of termination of the CSA.

ARTICLE 5

DEFAULT, TERMINATION, AND REMEDIES

5.1
Event of Default.  Upon the occurrence of an Event of Default by TW under the CSA which results in termination of the CSA under Article 9 of the CSA and consequently termination of this Agreement in accordance with Article 4 hereof, TW shall reimburse ECS for all costs and expenses incurred by ECS to unwind the forward sale of natural gas volumes to be delivered to ECS hereunder throughout the remaining Term of this Agreement.  The remedies above shall be in addition to all other remedies available under the terms and conditions of this Agreement or the CSA.

5.2
FERC Termination.  Upon termination of the CSA by Customer in accordance with Section 9.2 of the CSA and consequently termination of this Agreement in accordance with Article 4 hereof, TW, at its option, shall either (i) reimburse ECS for all costs and expenses incurred by ECS to unwind the forward sale of natural gas volumes to be delivered to ECS hereunder throughout the remaining Term of this Agreement or (ii) take assignment of the agreement(s) or contract(s) for the forward sale of natural gas volumes to be delivered to ECS hereunder throughout the Term of this Agreement.  The remedies above shall be in addition to all other remedies available under the terms and conditions of this Agreement or the CSA.

5.3
Offset.  If TW gives ECS notice in accordance with the provisions of Article 7 of the CSA, then during the remaining term of the CSA, ECS shall make an annual payment to TW of $100,000 per year during the 6th through 10th Contract Years.  Such annual payment shall be made to TW in twelve (12) monthly installments, each equal to 1/12th of $100,000.  Such monthly payments shall be made to TW on the first business day of each month by wire transfer to an account to be designated by TW.  

5.4
Default under Operating Agreement.  If the Operating Agreement is terminated as a result of an event of default by one the parties thereto, such event shall constitute an Event of Default under the CSA.

ARTICLE 6

ARBITRATION


6.1  Agreement to Arbitrate.  Any claim, counterclaim, demand, cause of action, dispute, and controversy arising out of or relating to this Agreement or the relationship established by this Agreement, any provision hereof, the alleged breach thereof, or in any way relating to the subject matter of this Agreement, involving the Parties and/or their respective representatives (collectively the "Claims"), even though some or all of such Claims allegedly are extra-contractual in nature, whether such Claims sound in contract, tort, or otherwise, at law or in equity, under State or federal law, whether provided by statute or the common law, for damages or any other relief, shall be resolved by binding arbitration.


6.2  Conduct of the Arbitration, Authority of the Arbitrators, and Choice of Law. Arbitration shall be conducted in accordance with the rules of arbitration of the Federal Arbitration Act and, to the extent an issue is not addressed by the federal law on arbitration, by the Commercial Arbitration Rules of the American Arbitration Association.  The validity, construction, and interpretation of this agreement to arbitrate, and all procedural aspects of the arbitration conducted pursuant hereto shall be decided by the arbitrators.  In deciding the substance of the Parties' Claims, the arbitrators shall refer to the laws of the State of Texas as required by Section 7.6 hereof. It is agreed that the arbitrators shall have no authority to award treble, exemplary or punitive damages of any type under any circumstances whether or not such damages may be available under state, or federal law, or under the Federal Arbitration Act, or under the Commercial Arbitration Rules of the American Arbitration Association, the Parties hereby waiving their right, if any, to recover any such damages.  The arbitrator’s award shall be final and action may be brought in court to enforce the arbitrator’s award.


6.3  Forum for the Arbitration and Selection of Arbitrators.  The arbitration proceeding shall be conducted in Houston, Texas.  Within thirty (30) days of the notice of initiation of the arbitration procedure, each Party shall select one arbitrator.  The two arbitrators shall select a third arbitrator.  The third arbitrator shall be a person who has over eight (8) years professional experience in the natural gas compression industry and who has not previously been employed or retained by either Party or any Affiliate of either Party and does not have a direct or indirect interest in either Party or the subject matter of the arbitration.  While the third arbitrator shall be neutral, the two Party-appointed arbitrators are not required to be neutral, and it shall not be grounds for removal of either of the two Party-appointed arbitrators or for vacating the arbitrators' award that either of such arbitrators has past or present minimal relationships with the Party that appointed such arbitrator.


6.4  Confidentiality.  To the fullest extent permitted by law, any arbitration proceeding and the arbitrators award shall be maintained in confidence by the Parties.

ARTICLE 7
MISCELLANEOUS
7.1.
Notices.  Any notice, request, statement, bill or payment provided for in this Agreement, or any notice which either party may desire to give to the other, shall be in writing and shall be given by personal delivery, by United States mail, postage prepaid, by overnight delivery service, or by facsimile, and addressed as follows:

If to ECS:
Enron Compression Services Company


1400 Smith Street Houston, Texas 77002

Attn.:
Client Services

Facsimile No.: (713) 646-8420

Matters concerning Article 3
Copy to:
Enron North America Corp.

West Trading Desk

1400 Smith Street

Houston, Texas 77002

Telephone No.: (713) 853-6219


Facsimile No.:   (713) 646-2492

If to TW: 

Transwestern Pipeline Company

1400 Smith Street

Houston, Texas 77002

Attention: Vice President - Marketing

Fax: (713) 646-8000

7.2.
Confidentiality.  Each party shall not disclose the terms of this Agreement to a third party (other than the party's and its affiliates' employees, lenders, counsel or accountants who have agreed to keep such terms confidential) except in order to comply with any applicable law, order, regulation, exchange rule, or order of a court or agency having competent jurisdiction; provided, each party shall notify the other party of any proceeding of which it is aware which may result in disclosure.  The parties shall be entitled to all remedies available at law or in equity to enforce, or seek relief in connection with, this confidentiality obligation; provided, that all monetary damages shall be limited to actual, direct damages.

7.3.
Non-waiver.  No waiver by either party of any one or more defaults by the other party in performance of any of the provisions of this Agreement shall operate or be construed as a waiver of any future defaults, whether of a like or of a different character.

7.4.
Amendments.  No modifications of the terms and conditions of this Agreement shall be effective except by execution of a written agreement by both parties hereto.


7.5.
Successors and Assigns.  This Agreement shall be binding upon and inure to the benefit of the parties hereto and their respective successors and assigns.  Neither party shall assign this Agreement or any of its rights or obligations hereunder without the prior written consent of the other party, which consent shall not be unreasonably withheld or delayed.  Notwithstanding the foregoing, either party may, without the need for consent from the other party (and without relieving itself from liability hereunder), (i) transfer, sell, pledge, encumber or assign this Agreement or the accounts, revenues or proceeds hereof in connection with any financing or other financial arrangements or (ii) transfer or assign this Agreement to an affiliate of such party; provided, however, that in each such case any such assignee shall agree in writing to be bound by the terms and conditions hereof.  For purposes of this Section, any sale, disposition, or transfer by a party of all, or substantially all, of its assets, or more than 50% of its voting capital stock, to a non-affiliated third party whose long-term debt rating is not rated at least investment grade by Standard & Poor's or Moody's shall be deemed an assignment of this Agreement and shall require the prior written consent of the other party hereto (which consent shall not be unreasonably withheld).  Any assignment or transfer in violation of this Section shall be voidable at the discretion of the non-assigning party.

7.6.
Governing Law.  THE VALIDITY AND INTERPRETATION OF THIS AGREEMENT SHALL BE GOVERNED BY THE LAWS OF THE STATE OF TEXAS WITHOUT REGARD TO THE CONFLICT OF LAW PRINCIPLES THEREOF.  

7.7.
No Third-Party Rights.  Unless otherwise specifically provided in this Agreement, the parties do not intend to create rights in or to grant remedies to any third party as a beneficiary of this Agreement or of any duty, obligation or undertaking established hereunder.

7.8.
Invalidity.  In the event any provision of this Agreement is held to be unenforceable or invalid by any court of competent jurisdiction, the parties shall agree upon an equitable adjustment in such provision with a view toward effecting the purpose of this Agreement and the validity and enforceability of the remaining provisions of this Agreement shall not be affected thereby.

7.9.
Entirety.  This Agreement constitutes the entire agreement concerning the subject matter between the parties hereto and supersedes all prior agreements and understandings relating to the subject matter hereof.

7.10.
Headings.  The headings in this Agreement are for reference purposes only and shall not affect the meaning hereof.

7.11.
Effective Date.  This Agreement is effective October 18, 1999.  

IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be executed by their duly authorized representatives on the date first above written.

ENRON COMPRESSION SERVICES
TRANSWESTERN PIPELINE

COMPANY




COMPANY

By:
___________________________
By:________________________________

Name:
___________________________
Name:
_____________________________

Title:
___________________________
Title:
_____________________________

SCHEDULE I

COMPRESSION SERVICES CHARGE 

DELIVERY POINTS

1.  DELIVERY POINTS  ECS shall take receipt of the monthly Compression Services Charge at the following pool point:





Receipt  ( Customer POI#)


West Texas Pool

58646
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