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Memorandum No.      
Enron North America Corp. (the ”Company”) is issuing this confidential information memorandum in connection with the sale (the “Transaction”) of Pastoria Energy Facility L.L.C., the entity through which the Company is developing a 750 MW combined cycle generation facility near Bakersfield, California (the “Project”).

This Confidential Information Memorandum (the “Memorandum”) is being delivered to a select number of parties who have expressed an interest in pursuing a Transaction.  The sole purpose of this Memorandum is to assist the recipient in deciding whether to proceed with an in-depth investigation of the Project in accordance with procedures established by the Company.  This Memorandum does not purport to contain all of the information that may be required to evaluate all of the factors which would be relevant to a recipient considering entering into any Transaction and any recipient hereof should conduct its own investigation and analysis.

The distribution and use by each recipient of the information contained herein and any other information provided to the recipient by the Company is governed by a confidentiality agreement, a copy of which has been executed and delivered by each recipient.  IF YOU HAVE NOT EXECUTED AND DELIVERED SUCH A CONFIDENTIALITY AGREEMENT, YOU HAVE RECEIVED THIS MEMORANDUM IN ERROR.  IF SO, PLEASE NOTIFY THE COMPANY IMMEDIATELY BY TELEPHONE, AND RETURN THE MEMORANDUM TO US AT ONE OF THE ADDRESS BELOW.
Neither the Company nor any of its affiliates or representatives makes any representation or warranty, express or implied, as to the accuracy or completeness of the information contained herein or any other written or oral communication transmitted or made available to any recipient.  The Company and its affiliates and representatives expressly disclaim any and all liability based, in whole or in part, on such information, errors therein or omissions therefrom.  Under no circumstances shall this Memorandum constitute or be deemed to be an offer to sell or the solicitation of an offer to buy any securities.

In addition, this Memorandum includes certain forward-looking statements provided by the Company with respect to the anticipated future performance of the Project.  Such forward-looking statements reflect various assumptions of management concerning the future performance of the Project, which assumptions may or may not prove to be correct.  The actual results will vary from the anticipated results and such variations may be material.  Important factors that could cause actual results to differ materially from such expectations include development uncertainty, operating uncertainty, acquisition uncertainty, uncertainty related to gas and power markets, weather, uncertainties relating to domestic and international economic and political conditions and uncertainties regarding the impact of regulation, changes in government policy, industry deregulation and competition.  Each Prospective Investor has an obligation to evaluate all such risks for itself.  No representations or warranties are made as to the accuracy or reasonableness of such assumptions or forward looking statements based thereon.  Only those representations and warranties that may be made in a definitive written agreement relating to a Transaction, when and if executed, and subject to any limitations and restrictions as may be specified in such definitive agreement, shall have any legal effect.

Unless otherwise instructed, all communications or inquires relating to the Project should be directed to the following persons:
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101 California, Suite 1950

San Francisco, CA 94111

415.782.7827


Andrew Kelemen
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Mark Fillinger

Director
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Executive Summary

Overview

Enron North America Corp. (“ENA” or the “Company”), a wholly-owned subsidiary of Enron Corp. (“Enron”), desires to divest its ownership in the Pastoria Energy Facility, a 750 MW natural gas-fired, combined cycle merchant facility near Bakersfield, California currently being developed by ENA (the “Project”).  ENA is seeking proposals to acquire the Project (the “Proposed Transaction” or the “Transaction”) from qualified investors (the “Investor” or “Proposed Investor”).  The Project offers an Investor an attractive opportunity to participate in the growing California energy market.

The Project 
ENA's interest in the Project is held by Pastoria Energy Facility L.L.C. (“PEF”), a limited liability company organized in Delaware for purposes of development of the Project.  PEF is a wholly-owned subsidiary of ENA, and ENA is currently the sole and managing member of PEF.  
The Project will be located on an approximately 30-acre parcel of land that is owned by Tejon Ranchcorp and secured by PEF under an option to lease.  The site is approximately 30 miles south of Bakersfield, California and about 6.5 miles east of Grapevine, California. 

The Project will include two General Electric (“GE”) power islands consisting of three combustion turbine generators (“CTGs”) operating in combined cycle mode utilizing a two-on-one configuration plus a one-on-one configuration (collectively, the “Power Islands”). 

The plant will use Best Available Control Technology (“BACT”) to minimize gas turbine emissions. To achieve BACT, PEF proposes to install Combustion Systems, Inc.’s (“Catalytica”) XONON™ emission control technology.  PEF will use dry low NOx (“DLN”) combustors and selective catalytic reduction (“SCR”) as alternate emissions control systems, if the XONON™ technology is not commercially and technically available when needed to meet the Project schedule. 

Project Interconnects 

The Project is conveniently located near an existing power substation and reliable sources of gas and water.
SCE Interconnection.  The Project will include a 1.38-mile  double circuit, 230 kV transmission line interconnection to Southern California Edison’s (“SCE”) existing Pastoria Substation. 

Gas Supply.  The Project plans to use natural gas supplied via an 11.65-mile pipeline interconnected to the existing Kern River/Mojave pipeline. PEF will utilize up to an estimated 120 million standard cubic feet per day of pipeline quality natural gas.

Water Supply.  PEF will obtain its primary water supply from the Wheeler Ridge Maricopa Water Storage District (“Water District”) and its back-up supply from Azurix Corporation (“Azurix”), an Enron affiliate. 

Wastewater.  PEF will utilize a zero discharge system to treat wastewater streams.  

Project Revenue Opportunities

The Project will be a merchant facility located in the SP-15 pricing zone.  It will sell its output into the California Power Exchange (“PX”) market, the California Independent System Operator (“ISO”) ancillary services and real time energy markets or to third parties under bilateral contracts.  

Project Approvals & Agreements

CEC Permit. PEF’s Application for Certification (“AFC”) was declared to be “data adequate” by the California Energy Commission (“CEC”) on January 26, 2000.  At present, ENA is working with the CEC to expedite issuance of PEF’s permit.  ENA currently expects the CEC permit to be issued by December 31, 2000, inclusive of the 30-day rehearing period required by state law.   

ERCs. The Project will be a “major source” of NOX, PM10, VOC and SO2.  It will mitigate its impact through the acquisition of emission reduction credits (“ERCs”).  PEF has acquired all ERCs necessary to build and operate the Project.

Water Agreements.  PEF expects to sign its industrial water supply contract with the Water District on or about September 30, 2000. The supply contract with Azurix has been executed.
Equipment Purchase Agreement.  PEF has made necessary contractual arrangements to purchase the Power Islands from GE. The delivery schedule will support a June 2003 commercial operations date.
EPC Agreement.  An EPC Agreement is currently being negotiated with National Energy Production Corporation (“NEPCO”), an affiliate of ENA.  All negotiations will be completed prior to financial close but the EPC Agreement will not be signed prior financial close.  
Key Attributes & Success Factors

There are several factors that will make the Project competitive in California’s deregulated market:

Attractive Location.  The Project will be strategically located in close proximity to SCE power transmission lines and the gas transmission line jointly owned by Kern River Gas Transmission Company and Mojave Pipeline Company (“Kern/Mojave Pipeline”). By interconnecting with the Kern/Mojave Pipeline, the Project will avoid intrastate pipeline transportation charges, saving the Project approximately $0.30 MMBtu or $2.10 MWh in generating costs over competing projects in SP-15. The Project is also located in the more favorable and less congested SP-15 pricing zone.  Lastly, the 800 MW Edmonston Pumping Station of the California Department of Water Resources (“DWR”), a large power consumer and potential customer, is located less than two miles from PEF and the only direct access to it is over Tejon Ranchcorp’s property. 

Growing California Energy Market.  The fast growing California economy of the 1990’s resulted in a much greater power demand than anticipated.  This demand, coupled with the fact that virtually no capacity has been added in California since the 1980’s, has created a need for capacity.  The CEC expects installed capacity to decline and demand to increase. As a low cost, early entrant to the growing California market, PEF is well positioned to meet California’s growing power requirements as well as to compete with existing generation capacity.

Advanced Stage of Development.  ENA is in the advanced stages of development of the Project and expects to receive CEC approval for construction and operation of the Project by December 31, 2000, inclusive of the 30-day rehearing period required by state law.  Other applicable local permits and approvals are expected in advance of construction.

Emission Reduction Credits Obtained.  PEF has acquired all  ERCs required to construct and operate PEF.  These ERCs represent virtually all credits available in the San Joaquin Valley Unified Air Pollution Control District (the “Air District”) bank that comply with Federal New Source rules. 

Firm Commitment for Power Islands.  The Company has secured firm rights to the Power Islands which are scheduled for delivery by a date that will support a June 2003 commercial operations date. 
EPC Agreement Negotiated.  The PEF will have completedly negotiated, but not executed, and EPC Agreement with NEPCO.  The EPC Agreement will according to market terms including performance anc completion guarantees.

Significant Barriers to Entry.  ENA believes that there are significant barriers that confront any potential power plant development in the region, including:  (i) access to water rights; (ii) availability of ERCs; (iii) air quality standards; (iv) access to industrially zoned property; (v) transmission interconnections; (vi) availability of turbines; (vii) environmental concerns and (viii) the complex CEC permitting process. 

Experienced Project Sponsor.  Enron, through its Wholesale Energy Operations and Services businesses such as ENA, is a leader in developing, constructing and operating energy-related infrastructure projects worldwide.  

Transaction Overview, Process & Schedule

ENA prefers to sell all of its ownership interest in PEF.  However, in an effort to meet the expected objectives of a Proposed Investor, ENA will also entertain offers for less than 100% of PEF’s equity.  In either event, ENA strongly desires to retain some material continuing involvement with the Project.  The form of involvement could take the form of one or more contractual arrangements including a scheduling coordination agreement, a gas supply agreement or marketing agreement. 


Project Overview

Pastoria Energy Facility L.L.C.

The Project is being developed by ENA through PEF.  PEF is a wholly-owned subsidiary of ENA which, in turn, is a wholly-owed subsidiary of Enron.  ENA is currently the sole and managing member of PEF, with Tejon Ranchcorp ("Tejon") involved in the Project as a beneficial party.

Project Description

General.  The Project will be a 750 MW, natural gas fired, merchant electrical generating facility which will sell its output into the deregulated electrical market either through the PX , the ancillary services or real time markets or to third parties under bilateral contracts.  Electricity will be delivered to the existing electrical grid via a 1.38 mile, 230 kilovolt (kV) double circuit interconnection to SCE’s Pastoria Substation. 

The Project will incorporate two Power Islands consisting of three, natural gas-fired, GE 7FA CTGs operating in combined cycle. Two CTGs will be installed in a “two-on-one” configuration with one GE D11 steam generation turbine (“STG”) and one CTG will be installed in “one-on-one”, non-common shaft configuration with one GE A11 STG.  

Project Site.
The Project will be located on an approximately 30-acre parcel of land that is owned by Tejon and secured under option to lease by PEF (the “Site”). The Site is approximately 30 miles south of Bakersfield, California and about 6.5 miles east of Grapevine, California.  Access will be provided via a new plant access road will be constructed, as part of the Project, from Edmonston Pumping Plant Road, which can be accessed from Interstate 5.  The location and the configuration of the Project have been selected to best match operating needs for the transmission grid and the competitive power market. The Site takes advantage of nearby access to natural gas fuel supply, water for cooling, and a tie-in location to the SCE Pastoria Substation. By interconnecting at the Pastoria Substation, located 1.38 miles away, the Project will be in the more favorable SP-15 pricing zone, versus the less favorable ZP-26 pricing zone which must deal with he congestion of or affecting Path 15 or Path 26. Gas transmission and water pipelines are only 11.65 miles and one mile away, respectively.  Also, the DWR’s Edmonston Pumping Station, one of the state’s largest power consumers, is located less than two miles from the Site and is a potential power customer.  

Plant Equipment & Layout.  The Project will produce a 750 MW  bsed on a 75oF ambient temperature and 39 percent relative humidity. Each CTG will produce approximately 168 MW, the STGs will produce approximately 185 MW and 90 MW, respectively, and plant auxiliary equipment will consume approximately 15 MW. The net heat rate of approximately 7,000 Btu/kWh, based on the higher heating value (HHV) of natural gas. The Project is expected to have an overall availability of 94 percent and could operate up to 8,760 hours per year. 

The hot exhaust gas from each CTG flows through a heat recovery steam generator (“HRSG”). The HRSG extracts heat from the exhaust to produce the steam that powers the STG. The facility will employ proven gas turbine technology that is currently in use in California and in other locations around the country.

The plant will use BACT to minimize gas turbine emissions. To achieve BACT, PEF proposes to install Catalytica’s XONON™ emission control technology, if commercially and technically available from GE or PEF exercises its option to not install XONON™. This innovative technology is being developed and commercialized by Catalytica, ENA, and GE and is supported by the U.S. Department of Transportation, the CEC, and the California Air Resources Board. Completion of testing of the XONON™ system for GE 7FA turbines is scheduled to occur during the first quarter of 2003.

Recognizing the possible risks associated with technology development, PEF proposes an alternate emissions control system, which will be used if XONON™ technology for GE F-Class turbines is not ready when needed to meet the Project schedule or PEF exercises its option to not install XONON™ . The alternate emissions control system would use state-of-the-art DLN combustors in combination with post-combustion emission controls located in the HRSGs. These downstream controls include SCRs to control NOx and an oxidation catalyst to control CO. The height of the exhaust stack on each HRSG will be 213 feet, or less, as required to satisfy air quality requirements while minimizing visual impact. 

The plant will use a multi-cell mechanical draft, wet cooling tower to provide heat rejection. The cooling tower is expected to be a standard, induced draft, counter-flow type with fiberglass structure and film fill. The tower will incorporate plume abatement coils and high efficiency drift eliminators. The estimated average annual cooling water tower makeup rate is 2,925 gallons per minute (gpm).

Project  Interconnects 
SCE Interconnection.  The Project will include a 1.38-mile double circuit, 230 kV transmission line interconnection to the existing SCE Pastoria Substation. The majority of the proposed line will parallel an existing transmission corridor. 

Gas Transportation.  The Project plans to use natural gas supplied via an 11.65-mile 14 to 16-inch diameter pipeline interconnected to the existing 42-inch diameter Kern River/Mojave pipeline. The existing line is pressurized at 700-900 psig. PEF will utilize up to an estimated 120 million standard cubic feet per day of pipeline quality natural gas.

Water Supply.  PEF will use approximately 3,900 acre feet per year.  It will obtain its primary water supply from the Water District and its back-up supply from Azurix. In addition, Azurix will manage PEF’s supply arrangements with the Water District.  The Azurix agreement has been executed, and the Water District agreement has been negotiated and will be executed once validation proceedings for the arrangements under which PEF will contract with the Water District become final. 

Water District is a public agency that serves the southern portion of Kern County, managing the delivery and distribution of water from the California Aqueduct and underground storage facilities to local users. 

Under the contract with PEF, Water District will provide District Pool water and conveyance through its distribution facilities.  District Pool water is water to which Water District entitled from the California Aqueduct in excess of its members’ needs. 

PEF’s Water Supply and Management Contract with Azurix provides PEF with a guaranteed backup supply of water when Water District does not have water available for PEF. PEF must exercise an option in 2001 to acquire rights to 40,000 acre-feet of of backup supply water and obligate Azurix to supply the backup water.  The Azurix contact provides a fixed or all of PEF’s purchases from both Water District and Azurix.  PEF will pay Azurix $500,000 per year and $500 per acre-foot of water used.  Each price will be escalated by inflation.  Azurix will also manage the logistical aspects of scheduling both the Water District supply and the backup supply. 
Wastewater. PEF will generate an average wastewater stream of 760 gpm which will consist of cooling tower wastewater treatment and HRSG blowdown. PEF will utilize a zero discharge (“ZD”) system to treat wastewater streams with the exception of sanitary and storm water streams. The sanitary stream would continue to be discharged to the sanitary leach field. The stormwater stream would continue to be discharged to the onsite detention basins and then to Pastoria Creek.

The ZD system will enable a portion of the wastewater stream to be recycled to the plant’s cooling water system. This will reduce the plant’s water consumption by approximately five to 10 percent.

Project Revenue Opportunities

Wholesale Revenue Opportunities.  Once interconnected with the electrical grid, bilateral wholesale revenue opportunities will be available from numerous market participants, including power marketers, public power agencies, municipal power utilities and energy service providers.  Further, the Project is located in the SP-15 pricing zone and power sale revenues are available from sales into the PX and ISO energy markets.

Project Assumptions

Plant Performance Assumptions

Estimated performance assumptions for the Project are provided in the table below.  Assumptions are subject to change. 

Category
Assumptions

Availability
94%

Maximum Net Output (MW)
750

Heat Rate at Maximum Output (Btu/kWh)
7,000

Fuel Usage at Maximum Output (MMBtu/hr)
5,520

Minimum Net Output (MW)
150

Heat Rate at Minimum Output (Btu/kWh)
9,000

Fuel Usage at Minimum Output (MMBtu/hr)
1,350

Water Usage (acre-feet/yr)
3,900

Capital Cost Assumptions

Estimated capital costs for the Project are provided in the table below.  The amounts listed are subject to change prior to finalization of design, EPC agreement, interconnect agreements, etc. 

Category
Amount

(‘000)
Assumption

EPC Turnkey Cost
$343,000
Engineering, procurement and construction costs within the Site

Balance of Plant Construction
22,500
All linears (gas, water, electricity) outside the Site, interconnection, transmission system upgrades, inlet air cooling and shop tools

Development Costs
58,247
Preliminary engineering, permitting, legal fees, easements, title insurance, internal costs (salaries, travel, etc), ERCs, certain payments to Tejon and other third parties

Financial Closing Fees
19,278
Legal and financing fees, balance of payments to Tejon and Williamson Act contract cancellation penalties

Pre-Commercial Operations Costs
10,246
Project management during construction, owner’s engineer during construction, Kern County CBO and consultant, O&M staff and personnel training, insurance and performance bond

Sales and Use Tax
19,896
7.25% (Kern County sales tax rate) of 75% of EPC and Site preparation costs

Contingency
15,192


Total Pre-Financing Capital Costs
$488,819


Interest During Construction
48,417
24 months at 9.38%

Total Capital Cost with IDC
$537,236


Costs to be Incurred Through Financial Close 
Estimated costs incurred by the Company or PEF through the expected  financial close date of December 31, 2000.  Estimates are subject to change.

Category
Amount

(‘000)

Development Costs 
$58,247

Equipment Payments
19,900


$68,147

Operating Cost Assumptions

Estimated annual operating costs for the Project are provided in the table below.  Estimates are subject to change. 

Category
Amount

(‘000 except Maintenance Reserve)

Maintenance Reserve (including chemicals)
$1.80 ($/MWh)

Direct Labor
$2,400

Water (fixed and variable)
2,560

Property Taxes
3,146

Tejon Lease
2,600

Insurance
2,080

General & Administrative
95

SCR/CO Catalyst
1,500

Asset Management Fee
326

Agency Fee (Term Debt)
100

O&M Management Fee
500

Fuel Management Fee
500

Consumables
1,000

Spark Spread Payment to Tejon
See note 1 below



Miscellaneous
150

Total (not including Maintenance Reserve or Spark Spread Payment)
$17,457

Note 1 - 1% of the “spark spread” between PX energy prices and the price of gas at the California/Arizona border; see formula in Project Agreements below


Timeline 

Upon receipt of the CEC permit, PEF expects the Project timeline to be as follows:

Year
Quarter
Milestone

2000
4
Obtain CEC Permit & Air Permit 

2000
4
Financial Closing

2001
2
Begin Construction

2002
4
Start-Up Testing

2003
2
Commercial Operation

Project Approvals and Agreements

The CEC Licensing Process

In California, the CEC has the exclusive authority to site and license thermal electric power plants with a capacity of 50 MW or larger.  Pursuant to Title 20 of the California Code of Regulations and the Warren-Alquist Energy Resources Conservation and Development Act, the CEC’s Energy Facilities Siting and Environmental Protection Division (the “Division”) is tasked “ . . . to ensure that a reliable supply of electrical energy is maintained at a level consistent with the need for such energy for protection of public health and safety, for promotion of the general welfare, and for environmental protection.”  The Division prepares all environmental documentation for the CEC as required by the California Environmental Quality Act (“CEQA”).

The CEC issues a single permit for construction and operation, which covers most applicable approvals. PEF filed an AFC with the CEC to construct and operate the Pastoria Energy Facility—California Energy Commission Docket Energy Docket Number: 99-AFC-7 on November 30, 1999.  The AFC was declared by the CEC to be “data adequate” on January 26, 2000—a significant milestone in that the CEC can then officially begin review of the application with a final decision required within 365 days.  The current CEC permitting schedule is set forth below:

CURRENT CEC PERMITTING SCHEDULE

Date
Milestone

11/30/99
AFC Filed with CEC

1/26/00
CEC Declares AFC Data Adequate

3/13/00
Information Hearing and Site Visit

7/26/00
Air District issues Final Determination of Compliance

8/31/00 (est)
CEC Staff Final Staff Assessment

9/18/00-9/19/00
CEC Hearings

10/00 (est)
CEC issues Presiding Members Report

11/00 (est)
CEC issues final decision

12/31/00 (est)
Expiration of 30-day rehearing period 

Other Permitting Issues

While the CEC has overriding authority in California to site and license new power plants, the CEC process requires simultaneous review and full participation by all state and local agencies, as well as coordination with federal agencies.  In addition, the CEC works closely with interested public organizations and individuals to ensure full participation in the licensing process. 

Below are brief descriptions of the some of the major permit issues affecting the Project: 

Agricultural Restriction. The Site is currently subject to the Williamson Act, a state land use policy that serves to preserve open space and agricultural land and prevent commercial development.  It is implemented by creating a voluntary contract between property owners and the county.  In return, the property owners receive favorable property tax treatment.  PEF is seeking a cancellation of the Williamson Act contract between Tejon and Kern County that currently encumbers the Site.  The Kern County Planning Department is expected to make its recommendation concerning such cancellation, and the Kern County Board of Supervisors is expected to render its decision concerning such cancellation on September 12, 2000. Currently a 180-day appeal period will apply to the Board of Supervisor’s decision concerning the cancellation;  however, through legislation which was introduced to the California Assembly in August, ENA is currently seeking to reduce the waiting period to 90 days. Other Tejon land in the area has been successfully removed from the Williamson Act; however, none was used as a power plant site.
Air Quality. The air quality aspects of the Project are subject to lead agency review and approval by the Air District which has principal responsibility for meeting federal and state air quality standards in the region and for permitting new resources of air pollution.  The Project will be a major source subject to Air District new source review requirements which require (1) an air quality impact analysis, (2) offset of pollutant emission increases in excess of specified thresholds and (3) application of BACT standards.  

The Project location is in an area designated as a federal and state non-attainment area for ozone (and NO2 and VOC as precursors) and PM10 (NO2 and SO2 as precursors). The area is attainment for all other criteria pollutants, although most are designated precursors which are essentially treated as non-attainment pollutants under state and local regulations.  While they are precursors under state/local rules, both NO2 and SO2 are officially attainment pollutants and are, thus, also subject to federal regulations.  Approximately 31 miles north of the Site, Bakersfield is currently designated as non-attainment for CO. However, the Air District expects Bakersfield will be re-classified as a CO attainment area in response to recent air quality improvements. 

PEF is being permitted to meet a BACT NOX standard of 2.5 ppmvd for new generation facilities, the same stringent air quality requirements as those promulgated by the the South Coast Air Quality Management District (“SCAQMD”).  

State and federal laws require “major” new sources of criteria pollutants that are locating in non-attainment areas to mitigate their impact on ambient air quality.  The Project is classified as a “major” new source of precursors of ozone (NOx and VOC) by Rule 2201 – New and Modified Stationary Source Review.  Kern County is classified as a Serious Ozone Non-Attainment Area. The Project, therefore, will be required to mitigate its impact on attainment of ambient air quality standards for ozone through the acquisition of ERCs.
The Project is also classified as a major source for PM10.  Kern County is classified a Serious PM10 Non-Attainment Area.  Air District rules require PM10 ERCs from all new sources which emit greater than 15 tons of PM10 annually. PM10 precursors include NOx, VOC and SO2.

The Project is classified as a major source for CO but is exempt from offset requirements for sources in CO attainment areas. The Project’s air quality impact assessment for CO demonstrates that the Project will not cause or contribute to a violation, nor interfere with the attainment or maintenance, of any state or national ambient air quality standard for CO.

ERCs are required for SO2 because the annual potential to emit is greater than 150 lb/day.  SO2 allowances are also required under Title IV of the Clean Air Act Amendments and they will be acquired by the Project under the Title IV compliance program.

Computer modeling approved by the U.S. Environmental Protection Agency (“EPA”) was used to predict air pollutant concentrations within six miles around the Site—all are below state and federal regulatory standards created to protect public health and safety.  Emission of NOX, VOC and PM10 will be fully offset by the acquisition of ERCs that have been certified or “banked” by the Air District.


PEF has acquired rights to all ERCs required for the Project.  The EPA and Air District have approved the ERCs for use in the Project.  

Biological Resources.  The San Joaquin kitfox, a protected species, is believed to forage on and around the Site.  Construction and operation of the Project could attract or alter the patterns of the innately curious animal.  PEF has presented to the US Wildlife & Fishery Service (“USWFS”), and they are currently negotiating, a Habitat Conservation Plan (“HCP”) to address any impact on the kitfox.  The HCP is required to be approved by the USWFS prior to the commencement of construction.

Water District Water Contract. The Water District has filed in a California state court for a declaratory judgment to validate the arrangements under which the Water District will contract to provide PEF’s primary water supply.  PEF expects to finalize its primary supply contract with the Water District once the declaratory  judgement is rendered and becomes final.
Project Agreements

Engineering, Procurement and Construction Turnkey Contract.  The Project will be built pursuant to an Engineering, Procurement and Construction turnkey contract (“EPC Agreement”).  An EPC Agreement is currently being negotiated NEPCO.  All negotiations will be completed prior to financial close but the EPC Agreement will not be signed prior financial close.  Instead, the Investor purchasing PEF will  have the sole discretion to execute the EPC Agreement with NEPCO.  If it elects to sign the EPC Agreement with NEPCO, it cannot be signed until at least two weeks after financial close.   
Labor Agreements.  ENA has committed to use union labor to construct, operate and maintain the Project.  Agreements are in place with all requisite unions for construction, operation and maintenance of the Project. 

Equipment Purchase Agreements.  Under a contract dated May 1, 2000, PEF secured rights to the Power Islands. 

Tejon Agreements. 

PEF and Tejon and certain of their affiliates have entered into a “Transaction Agreement” and an “Option Agreement” concerning the Project.  The Option Agreement provides for a “Ground Lease” and “Easement Agreement” which will be entered into if PEF exercises its option under the Option Agreement.

The “Transaction Agreement” outlines structural elements of the relationship between PEF and Tejon that overlay the arrangements contained in the other agreements.  The Transaction Agreement gives PEF control over development and operation of the Project, and requires Tejon to actively support the Project in various ways. The Transaction Agreement also establishes rules for the assignment of interests in the agreements with Tejon, and gives Tejon the option to acquire certain development assets in the event the option under the Option Agreement should terminate without being exercised.

The “Option Agreement” grants PEF the right to lease the Site under the Ground Lease and to acquire easements under the Easement Agreement.  It establishes a 6-year option period and option consideration of $5 million payable in installments as follows: (i) $500,000 on April 30, 1999; (ii) $250,000 on December 30, 1999; (iii) $1 million at the earlier of October 1, 2000 and the date PEF signs a contract for cooling water which is satisfactory to PEF, and (iv) $100,000 monthly beginning June 1, 1999 and continuing thereafter until the $5 million plus interest at 10 percent is paid in full.  PEF can at any time terminate its obligation to make future installment payments by giving up the option.  The unpaid balance of the option installment payments will be due at the earlier of financial closing (as defined in the Transaction Agreement) or option exercise.  

The “Ground Lease” establishes the terms under which the Project will occupy the Site.  The Ground Lease is for an initial term of 25 years running from the “Commencement Date,” which is the earlier of commercial operation or the third anniversary of option exercise.  It also includes options to extend for three five-year terms.  The Ground Lease will be signed when the option is exercised.

The Ground Lease provides for fixed and variable rent as follows:
The fixed rent begins at the Commencement Date, and is subject to escalation for inflation over the term of the Ground Lease.  The fixed rent is $2.6 million per year, and is to be scaled up or down if the capacity of the Project is more or less than 750 MW.

The variable rent also begins at the Commencement Date.  The variable rent, which will be calculated monthly, will be one percent of the “spark spread” between PX energy prices and the price of gas at the California/Arizona border.  A heat rate of 7,250 Btu/kWh is will be used to calculate the spark spread.  The spark spread formula is as basically follows:

H x [(C x PX) – (HR x C x GP)]
where

“H” is the number of revenue hours in the applicable month;

“C” is the electrical output of the Project guaranteed by the Project’s construction contractor;
“PX” is the average hourly price for energy at the PX during the applicable month; 
“HR” is 7,250; and

“GP” is the average daily price of gas at the California Arizona border during the applicable month. 
Up to $2.3 million is required to be advanced against the fixed rent, at the rate of $100,000 per month beginning in the month the option is exercised.  These advances are repaid, with interest, by way of credit in equal monthly installments against the first 4 years of fixed rent payments.  

The Ground Lease makes PEF responsible for all property taxes payable on either the land or the improvements during the term of the Ground Lease.

The Ground Lease obligates PEF to decommission the Project and return the land to its preconstruction condition at the end of the lease.  (Buried pipelines may be abandoned in place in accordance with and to the extent allowed by applicable law and regulation.) At lease signing, PEF must post security for the decommissioning costs in the amount of $10 million.  The security will be a guarantee from the equity owners, a surety bond or other security satisfactory to Tejon.  

The “Easement Agreement” establishes the terms under which the Project will be permitted to occupy laterals running from the Project site for access, transmission and gas lines and utilities required by the Project.  All of these easements are included in the rent payable under the Ground Lease, except for any transmission lines required for direct service to the Edmonston pumping station or other users.  These easement charges would be extra, and be paid for at the rates specified in the Transaction Agreement. 

ISO Participating Generator Agreement.  In order to supply energy into the ISO-controlled grid, PEF will be required to enter into a Participating Generator Agreement (“PGA”) with the ISO.  Under the PGA, PEF will be required to comply with the ISO Tariff and ISO Protocols.  The ISO Tariff requires that generating units such as PEF schedule energy, ancillary services and other services through a Scheduling Coordinator. This agreement will not be executed until after financial close.
ERC Option & Purchase Agreements.  ENA has entered into purchase and option purchase agreements to acquire all ERCs required to meet the Air District’s requirements for emissions offsets.  

Gas Transportation Agreements.  PEF has initiated discussion with Kern/Mojave on pipeline interconnection.  An agreement is expected to be executed prior to December 2000.


























Key Attributes & Success Factors

Attractive Location

The Project’s premium location provides several financial benefits.  The Project is strategically located in close proximity to the Pastoria Substation and the Kern/Mojave Pipeline. PEF will interconnect at the SCE Pastoria Substation and Kern/Mojave Pipeline 1.35 and 11.8 miles from the Site, respectively. The Project will avoid paying intrastate pipeline charges by interconnecting with the Kern/Mojave Pipeline saving the Project approximately $0.30 MMBtu or $2.10 MWh.  The Project is also located in the more favorable and less congested SP-15 pricing zone.  Also, the DWR’s Edmonston Pumping Station, one of the state’s largest power consumers, is located less than two miles from PEF.  The pumping station requires up to 800 MW of power and the only direct access is over Tejon property, which represents an opportunity for sale of power from the Project.  PEF has obtained from Tejon the right to obtain easements from the Site to Edmonston to facilitate such possible sales of power until the earlier of April 30, 2005 of one year after commercial operations.  PEF’s direct access to Edmonston would allow it to supply Edmonston without incurring SCE transmission charges. SCE currently provides Edmonston its power under a contract that expires in 2004. The DWR’s Chrisman and Teerink Pumping Stations, whose aggregate demand is approximately 200 MW, are only 10 to 15 miles from the Project.

Growing California Energy Market 

The fast growing California economy of the 1990’s resulted in a much greater power demand than anticipated.  This coupled with the fact that virtually no capacity has been added in California since the 1980’s has created a need for additional capacity.  The CEC expects installed capacity to decline and demand to increase.  The major reasons for capacity decline may include (1) restructuring of QF contracts, (2) retirement of aging and noncompetitive plants, (3) retirement of nuclear plants and (4) increasing power demand from neighboring states.  California is a net importer of about 6,000 MW of electric power on average.  Much of the in-state generation relied upon to meet California’s 30,000 MW average demand is relatively inefficient thermal, nuclear and renewable resources.  A CEC report has concluded that the growing California market requires 6,700 MW of new generating capacity to meet reserve requirements.   Further, because of recent events in the state, there is strong pressure to install new power resources on an expedited basis.  As a low cost, early entrant to the California market, PEF is well positioned to meet California’s growing power requirements as well as to compete with existing generation capacity.

Advanced Stage of Development

ENA is in the advanced stages of development of the Project.  The Project’s AFC was deemed Data Adequate by the CEC on January 26, 2000.  As a result of its efforts to expedite the process, ENA expects to receive final CEC approval for construction and operation of the Project by December 31, 2000.  Other applicable local permits and approvals are expected in advance of the start of construction.

Emission Reduction Credits Obtained

PEF has acquired all ERCs required to build and operate PEF.  These credits represent virtually all ERCs in the Air District bank that comply with the Federal new source review standards.  The EPA and Air District have agreed that the ERCs can be used for the Project.  

 Firm Commitment for Equipment 

The Company has secured firm rights with GE for two Power Islands which are scheduled for a delivery date that would support a June 2003 commercial operations date. As availability of turbines is expected to be severely limited during the next few years, any project under development without firm rights to equipment is at risk of substantial delays. 
EPC Agreement Negotiated

The PEF will have completedly negotiated, but not executed, and EPC Agreement with NEPCO.  The EPC Agreement will according to market terms including performance anc completion guarantees.
Significant Barriers to Entry

ENA believes that there are significant barriers that confront any potential power plant development in the region.  PEF has encountered and has addressed, or is in the process of addressing, obstacles that would be encountered by future power plant developers, including:  (i) access to water rights; (ii) availability of ERCs; (iii) air quality standards; (iv) access to appropriately zoned property; (v) transmission interconnections, including the construction of new transmission lines and high pressure gas pipelines; (vi) availability of turbines; (vii) environmental concerns and (viii) the complex CEC permitting process.  The inability to overcome any of these obstacles could prevent or significantly delay competing plants from being constructed or operating economically.  
Experienced Project Sponsor

Enron, through its Wholesale Energy Operations and Services businesses which includes ENA, is a leader in developing, constructing and operating energy-related infrastructure projects worldwide.  In North America, ENA is the clear market leader in commodity delivery and risk management, supported by extensive physical natural gas transportation, storage and electric interchange capabilities.  











Pre-Operation Risks
Inherent in the fact that the Project is still under development are the following risks:

· Permitting, including final CEC approval and PEF’s finalization of the kitfox HCP with the USWFS

· Removing the Site from the Williamson Act 

· Receiving a validation of the water supply agreement with Water District

· Construction delays

· Changes to California’s deregulated power market
Transaction Overview, Process & Schedule

ENA prefers to sell all of its ownership interest in PEF.  However, in order to meet the expected objectives of a Proposed Investor, ENA will also entertain offers for less than 100% of PEF’s equity.  In either event, ENA strongly desires to retain some material continuing involvement with the Project.  The form of involvement could take the form of one or more contractual arrangements including a scheduling coordination agreement, a gas supply agreement or a marketing agreement.

ENA is developing a plan to increase the output of the Project.  It is looking at expansion opportunities.  In anticipation of an expansion, it has acquired rights to some equipment including another power island from GE and preliminary layouts of the Site expansion.  The Project as defined in this Memorandum does not include any potential expansion; however, a Proposed Investor may include an offer for any expansion rights in addition to any offer for the Project.  

Financial close is not expected to occur until the final CEC decision is received and the statutory 30-day rehearing period has expired.  Until such time, ENA will continue its development efforts to achieve that key milestone.


Exhibits

Exhibit 1:  California Market Overview

The information in this section has been included based on a variety of third party sources.  The Company has not independently verified the information contained herein.

Overview


 

Deregulation of the power markets in California and the resulting shift towards pricing based on market principles have fundamentally changed the structure of the California energy industry.  New gas-fired resources will be well placed to benefit from their cost advantage over older, less efficient power plants.  The continued load growth  projected to occur in California will lead to higher power prices and larger margins for efficient gas-fired generation assets.

Western Systems Coordination Council

The California market is part of the Western Systems Coordination Council (“WSCC”), which promotes electric service reliability in the western portion of North America. The WSCC develops and monitors planning and operating criteria for the interconnected transmission system.  Membership in WSCC is voluntary and open to major transmission utilities, transmission dependent utilities, and independent power producers/marketers. 

The WSCC region covers an area of nearly 1.8 million square miles.  It represents the electric power systems serving all or part of the 14 western states of the U.S. (including California), as well as the provinces of Alberta and British Colombia in Canada and the northern portion of Baja California in Mexico.  The WSCC’s 98 members and 10 affiliate members provide electric service to approximately 65 million people throughout the region.  

California Economic Growth

According to the California State and Commerce Agency, California has the largest economy in the U.S. and the seventh largest in the world.  The state currently provides 13% of the U.S. Gross Domestic Product and generates more goods and services than all of the other western states combined.  Twenty percent of U.S. import and export trade is handled through California ports.  Since 1995, California has outperformed the rest of the U.S. in both job growth and personal income growth by a considerable margin.  From 1999 to 2005, California is projected to add to its already large job base of 13.6 million at an average annual rate of 2.4% and to its personal income base of $930 billion at an average annual rate of 2.6%.

California has the largest population in the U.S.—its 33 million inhabitants encompass approximately 12% of the U.S. population.  According to the U.S. Census Bureau, the state’s population is expected to grow at an average annual rate of 1.7% between 2000 and 2020.




California Market Structure

California is at the forefront of the trend towards energy industry deregulation in the U.S.  California opened to competition on April 1, 1998 when electricity consumers in the ISO-controlled territories of PG&E, Southern California Edison Company (“SCE”) and San Diego Gas and Electric Company (“SDG&E”) were allowed to choose their electricity supplier directly.   The load of these three utilities accounts for approximately 70% to 75% of the total California electricity market.  It is anticipated that the in-state municipal entities, which account for 20%–25% of California’s electrical load, will eventually join the ISO. 

Under the new competitive environment, generation owners are able to sell electric energy to the Power Exchange (“PX”) and the ISO as well as through bilateral contracts directly to end-use customers or power-marketers.

In addition to energy sales, generators are able to obtain revenues for:

· Capacity, option or fuel tolling agreements with power marketers;

· Sales of ancillary services to the ISO; and

· Must-run and other local reliability services with the ISO (described below).

Other states in the U.S. are also moving towards deregulation.  This means that owners of generation facilities in the California market will have access to the deregulated California market as well as the opportunity to take advantage of other western energy markets as they deregulate in the U.S.

Fixed Transmission into California.  As illustrated below, the transmission capacity supporting the importing of power into California from other WSCC load/transmission zones is currently limited to 20,116 MW. However, operating practices and simultaneous constraints currently limit the simultaneous import capability to California to substantially less than 20,116 MW.  Further load increases outside the state have reduced the availability of resources to satisfy the California load demand. 

transmission capacity into california (MW)
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These transmission constraints and load growth throughout the state severely limit the ability of imports to satisfy current and projected supply shortfalls.

Power Exchange.  The PX is a FERC-jurisdictional wholesale electric market.  The PX is a multi-faceted pool designed to serve both as a physical delivery mechanism and as a spot market.  The PX provides a competitive auction for day-ahead and hour-ahead market prices for electricity with the objective of ensuring that adequate generating resources are available for physical delivery to meet PX loads.  Generators submit supply bids by hour, which are matched with demand bids from energy purchasers.  The PX determines a Market Clearing Price (“MCP”) for each hour and determines demand and supply schedules, which are submitted to the ISO for integration with non-PX generation and load schedules.  

Through 2001, PG&E, SCE and SDG&E must bid their non-nuclear generation into the PX and obtain electricity on behalf of full-service customers from the PX.  These restrictions do not apply to non-utility owners of divested assets or to owners of new merchant generation.  However, the load of these three utilities accounts for approximately 70% to 75% of the total California electricity market on a energy consumption basis so the current trading volumes in the PX are substantial.

Independent System Operator (“ISO”).   Once power is scheduled for delivery, it is the ISO’s responsibility to get the power to the distribution company and the distribution company’s responsibility to deliver power to the end user.  The ISO exercises operational control of all facilities determined by FERC to constitute transmission facilities.  The ISO is tasked with maintaining system reliability and with ensuring open and non-discriminatory access to transmission facilities.  In addition, the ISO operates energy markets for Imbalance Energy, Ancillary Services (Automatic Generator Control, Spinning Reserves and Non-Spinning Reserves), Replacement Reserves, Black Start Capability, Voltage Support and Transmission Congestion Management which are relied upon to provide real time balancing of load and generation.  Finally, the ISO coordinates day-ahead and hour-ahead schedules for all market participants including the PX and other participating Scheduling Coordinators.

Reliability-Must-run Resources.  As part of its mandate to ensure system reliability, the ISO must assess the need for reliability-must-run (“RMR”) generating units necessary to support operation of the transmission system.  The ISO has the right to call on RMR units for operation pursuant to a must-run agreement, which provides for payment by the ISO of specified amounts for fixed, variable and start-up costs of the unit.  A recent ISO study recommends the designation of 245 units as RMR units for 2001.  These units represent over 15,000 MW of generating capacity.  In the long-run, the ISO would like to minimize reliance on must-run agreements with generators and instead ensure reliability through competitively procured ancillary services. Therefore, the RMR agreements are currently cancelable with 90 days notice if the ISO determines that a given RMR unit is no longer required for reliability. 

Regulatory Must-take Resources.  The rules governing the deregulation of the California market call for certain generation resources within the state to be designated must-take.  These resources will be dispatched regardless of their economic competitiveness.  These must-take resources encompass approximately 5,000 MW of nuclear plants, approximately 10,000 MW of QF’s, as well as certain other entities and plants with pre-existing contracts.  Must-take generation will decline significantly after 2001 as PG&E’s 2,200 MW Diablo Canyon nuclear plant and SCE’s approximately 580 MW share of the Palo Verde nuclear plant will cease to be must-take after 2001.  The state’s remaining nuclear capacity will lose its must-take status after 2003.  QFs will maintain must-take status for the remainder of their contract lives; however, these contracts could be restructured or bought out, and most contracts will expire by 2015.  In addition, many of the QFs under the Standard Offer (“SO4”) contracts may cease to be competitive when PX prices are phased in as the determinant of the short-run avoided cost (“SRAC”) payments in their contracts. 

Market Size

California Electrical Demand and Generating Resources. Between 1996 and 1999, California’s growing economy caused peak period demand to increase by over 5,500 MW.  The State’s population, already the largest in the country, is increasing by 600,000 people annually.  However, new demand for power increased even faster than the rate of growth in the State’s economy. 


California—especially Silicon Valley—is the leader of the digital economy. California ranks first in the nation in the number of high-tech jobs. This new technology economy needs higher quality and more reliable power.  Although the new economy’s contribution to increased demand has been debated, clearly a shift in industry sectors contribute to our society’s increasing use of all forms of technology that runs on electricity, contributes to electricity demand.  According to the Electric Power Research Institute, computers consume about 13% of the nation’s power.  

According to the WSCC, The California/Mexico region of the WSCC consumes roughly 35% of all power utilized in the WSCC.  In 1999, this region consumed 262,261 Gigawatt hours (“GWhs”) of electricity.  Between 1989 and 1999, energy usage in the California/Mexico region grew at a compound growth rate of 1.4% per year with usage forecast to increase by 2.1% per year through 2009 to over 324,000 GWhs per year.  Notwithstanding, in 2000 some areas of California have experienced four to six percent growth over 1999.
As illustrated below, the California region contains a variety of generation resources including fossil, nuclear, hydroelectric, geothermal, cogeneration and renewable resources. 



According to the CEC, California’s installed generation capacity totals 53,204 MW.   The CEC estimates total energy demand growing by approximately 1.5% per annum to the year 2015. The projected increases in both peak incident and total demand will tend to exacerbate the shortfall of supply over demand.  This shortfall will worsen over the next several years as load will continue to grow prior to the availability of new generation resources.  

The CEC expects that California will have a serious electricity reliability problem from 2002-2005.  The table below shows capacity needs in California during peak hours.  


Temperature Conditions



1-in-5 Year

Condition
1-in-10 Year

Condition
1-in-40 Year

Condition

Year
Average




2001
1,541 
3,524 
4,924 
6,394 

2002
2,707 
4,731 
6,159 
7,658 

2003
3,897 
5,961 
7,418 
8,947 

2004
5,111 
7,216 
8,702 
10,262 

2005
6,349 
8,496 
10,012 
11,603 

Source:  California Electricity Commission

The capacity shortages anticipated by the CEC have been realized on several occasions during the summer of 2000.  Through August 22, the ISO has regularly declared Stage One and Stage Two Emergencies asking customers to voluntarily curtail their usage.  A Stage One Emergency occurs when operating reserves fall below seven percent or are expected to do so within two hours. A Stage Two Emergency occurs when operating reserves fall below five percent or are expected to do so within two hours.  When operating reserves fall below one and one-half percent a Stage Three Emergency will be declared.  The WSCC is considering increasing the criteria for a Stage Three Emergency to a reserve level above one and one-half percent. 

As discussed below, supply may also be affected by the closure of a number of plants that are unable to economically generate in the new marketplace, and by the transmission constraints relevant to the California / Mexico region of the WSCC.

California’s Changing Supply Profile

Increasing Cost of Imports.  The cost of imports is also expected to rise. It is most effective for owners of generation resources to utilize the output of efficient generation resources within an area for the needs of that particular area, with the output of less efficient resources available for export. The growth of loads in the WSCC will absorb a higher portion of output of efficient or low cost resources, worsening the average efficiency or cost of plants used for exporting energy to California.  This will lead to rising energy rates, and supports the construction of efficient plants such as the Project.  In addition, as the remaining states deregulate and cease to provide plants with reimbursement of stranded capacity costs, plants exporting energy will have to recover these capacity costs in the wholesale market, increasing energy prices as a result.  Also, increasing loads in adjacent states will severely impair the ability of California to import power. 
Potential Closing of Non-Competitive Plants.  Under the new market-based system, if a generation facility is unable to compete at the market-clearing price or if the facility is not required for RMR purposes, then that facility is likely to be uneconomic for continued operation.  In 1997, nuclear, geothermal, wind, solar and organic waste resources accounted for over 22% of the total electric energy generated in California.   The following table lists the total installed capacity of these generating resources. As discussed below, notwithstanding the recent run up in market prices, a large portion of this capacity is unlikely to survive the transition to a competitive marketplace.
Further, the units designated as RMR units by the ISO are largely the relatively high-cost, vintage fossil units placed in service by the California investor-owned utilities.  The system cost of these resources can be displaced by less costly, new combined cycle technology.  The ISO is interested in supporting the development of new generation to help eliminate the contingency deficit in the short run and to displace of existing RMR resources over the longer term.  This represents a potential opportunity for efficient facilities such as the Project. 

Nuclear Plant Competitiveness.   Nuclear plants have high cost structures, are subject to restrictive regulatory requirements including requirements for the disposition of spent fuel, and are burdened with stranded costs.  Pursuant to AB 1890, California’s utilities have the opportunity to recover CTCs relating to nuclear stranded costs during the “rate freeze” period through March 31, 2002.  Exceptions are the SONGS settlement which extends through 2003 and ongoing CTC recovery for nuclear decommissioning costs.  However, at the end of 2003 California utilities will no longer be able to recover going forward operating costs for nuclear facilities from ratepayers and their continued operation will be governed by market forces. 
The high costs associated with nuclear power generation, the regulatory restraints and the expected future market clearing prices lead us to believe that certain nuclear plants may shut down once the CTC recovery is completed by the end of the year 2003.  To the extent that particular nuclear plants are required by the ISO for reliability such generation capacity may be retained and supported through RMR contracts.  However, this would likely be a very controversial course of action.

NUCLEAR AND RENEWABLE RESOURCES

Resource
Capacity
Capacity


MW
MW

Diablo Canyon
2,160


San Onofre
2,044



Subtotal nuclear

4,204

Municipal solid waste
320


Wind
1,676


Geothermal
2,428


Biomass
650


Solar
363



Subtotal renewable

5,437



Total Resources

12,966

Sources:
Resource Data International, CEC “California Power Plant Data Information” dated June 1998, Utility Cogeneration and 
Small Power Production Semi-Annual Reports to the CPUC

Aging Resource Base.  California has an aging generation fleet. As the table below shows, 62% of California’s generation in 1998 had been in service at least thirty years. As plants age, they require more maintenance and are more prone to forced outages, decreasing their competitiveness in a deregulated market.  The increased maintenance time and decreased reliability forces the ISO to increase reserve margins.


QF Contracts.  The QFs, which account for approximately 25% of the total resource mix for the utilities in California, possess long term contracts where the QFs receive both energy and capacity payments from the California utilities.
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Source: Southern California Edison, PG&E, SDG&E Annual Status Reports
Under a large portion of these contracts, the energy price was fixed at a relatively high level for the first ten years of the contract, and reverts to the market price thereafter.  In general, for most QF’s, the energy price components will eventually revert to the PX market price possibly in 2001with capacity payments remaining in place.  Although the QFs will continue to have a portion of their revenue allocated as “must-take” (the above market capacity prices), many QF projects will become commercially at risk once the energy price received reverts to the PX price.  In particular, QFs relying upon organic waste, wind, solar and geothermal technologies appear to be the least competitive, and may not be able to cover their operating costs even with the capacity payment plus the PX price for energy.  In addition, the long-term depletion of the steam fields supplying a number of the geothermal power plants will result in their eventual closing. 

Hydroelectric Relicensing Impacts.  FERC administers the hydropower program in the U.S. and is responsible for issuing and reissuing of licenses for the hydropower projects.   When a license issued to a private entity expires, the FERC may issue a new license (relicense) to the original holder of the license, or to a new licensee.  The relicensing process thus enables the FERC to effect changes in the ownership of the hydroelectric plants, vary any restrictions in operation and even close some hydroelectric projects.  When undertaking a relicensing determination, the FERC must consider any new environmental regulations that are in force.  Many hydro projects were originally licensed prior to the development of federal and state environmental regulations.  The impact of the new regulations on licenses is commonly an increase in marginal costs of production and a decrease in the capacity of production. 

HYDROELECTRIC PROJECTS FACING RELICENSING IN NORTHERN CALIFORNIA

License Expiration Year
Number
Capacity
MW

1999
1
99

2000
2
23

2001
0
0

2002
1
20

2003
4
462

2004
5
513

2005
3
34

2006
0
0

2007
5
1,596

Total
21
2,747

Source: Federal Energy Regulatory Commission

Air Pollution Concerns.  Technology incorporated into newer gas-fired plants limit the air emissions by these plants.  This technology is not present in older oil and coal fired plants, leaving these plants subject to potentially costly retrofits to bring emissions control within current standards.  The potentially costly retrofits leave old oil and coal fired generation facilities in jeopardy of closure, or alternatively will increase the ISO’s interest in new, more efficient generating plants.  

For the purposes of new source review the South Coast Air Quality Management District (“SCAQMD”) has defined Best Available Control Technology (“BACT”) to be identical to the Lowest Available Emissions Rate (“LAER”).  As a result, cost is not taken into consideration by SCAQMD in the determination of BACT standards. If new market entrants are able to meet this strenuous standard, it is likely that existing generation will come under increasing pressure to comply with the BACT/LAER standards applicable to new generation.  Retrofitting would be costly, and may lead to closure of plants.  Alternatively, an ISO faced with paying for these retrofits to ensure RMR plant availability will also become more interested in new, more efficient and inherently cleaner generating plants.

Recent Market Developments

California has experienced energy prices significantly higher this summer than it expected.  Prices in the PX’s Day Ahead market and the ISO’s real time energy market reached the ISO’s then $750/MW price caps during many hours.  The ISO examined the market to determine the reasons for the high wholesale prices during the months of May and June and identified several contributing factors including (1) unusually high demand for electricity region-wide due to unseasonably high temperatures and economic growth, (2) a doubling of gas prices over last year, (3) unusually high number of scheduled and forced outages and (4) the fact that no significant new supply has been added in California in recent years.  The combination of very tight supply and demand conditions – in conjunction with very limited ability of consumers to reduce consumption in response to rising prices – created absolute shortages of supply.  Some allege that this supply shortage created the opportunity to exercise market power that some large generators exercised to artificially inflate wholesale prices.

Rising power prices have caused much uproar throughout the state.  This is especially true in SDG&E’s service territory where prices have doubled since last year.  SDG&E is the only IOU who is not currently subject to the statutory rate freeze, and therefore subject to true market pricing, as it has been paid for all of its stranded costs.  In response to a large public outcry, ISO has temporarily lowered the wholesale price cap from $750/MW to $250/MW.  This cap reduction expires in October.  There are presently no limitations on prices under bilateral contracts with counterparties either inside or outside of California.  

In an effort to improve market performance and lower energy costs the ISO and others have recommended actions in addition to lowering the price cap including:

1. Accelerating the permitting and siting of generation and transmission projects.

2. Placing a priority on developing load responsive programs and developing barriers to load’s ability to hedge.

3. Ensuring UDCs have adequate incentives to conduct their wholesale market activities in the most efficient manner possible to keep rates low.

4. Promoting robust retail competition by removing key regulatory barriers.

Exhibit 2: Project Sponsor

 Enron Corp.

Enron is an integrated natural gas, electricity and communications company with headquarters in Houston, Texas.  Enron’s operations are conducted through its subsidiaries and affiliates, which are principally engaged in the transportation of natural gas through pipelines to markets in the United States; the generation and transmission of electricity to markets in the northwestern United States; the marketing of natural gas, electricity and other commodities and related risk management and finance services worldwide; and the development, construction and operation of power plants, pipelines and other energy related assets in international markets. In addition to these operations, Enron has created Enron Energy Services, Azurix and most recently Enron Broadband Services. Enron Energy Services provides direct sales of energy products and services to end-use customers. Enron Energy Services offers a broad range of products including natural gas, electricity, and facilities management to commercial and light industrial customers.  Azurix was formed to pursue opportunities in the global water business.  As its first step in establishing this new water business, Azurix acquired Wessex, a water and wastewater services company based in the United Kingdom.  Enron Broadband Services provides high-quality high-bandwidth transmission over the Internet.

Enron North America Corp. 

ENA’s activities are segmented into two categories:  (i) Commodity Sales and Services and (ii) Energy Assets and Investments.

ENA provides integrated, energy-related products and services to customers throughout the US, Canada, Mexico, and Europe including the development, construction and operation of power plants, natural gas pipelines and other energy-related assets, energy commodity sales and services, risk management products and financial services.  ENA works closely with other units under the Enron umbrella to leverage industry expertise to provide comprehensive engineering and construction solutions for power and pipeline facilities, often serving as turnkey contractor or project manager for such facilities.  

The North American deregulated energy market is growing rapidly and becoming increasingly complex.  ENA intends to leverage its relationships with customers, dealers, and other industry players combined with its extensive portfolio of generation assets, pipelines, proprietary systems, and experienced people to maintain its position as the leader in the deregulated North American energy markets. 

Commodity Sales and Services.  The commodity sales and services operations include the purchase, sale, marketing and delivery of natural gas, electricity, liquids and other commodities. Also included in this business is the management of certain operating assets that directly relate to the business, including non-regulated, domestic intrastate pipelines and storage facilities.  ENA’s physical energy business provides reliable delivery of energy commodities at predictable prices.   ENA has been the leading marketer of electricity and natural gas for the past several years.

The risk management activities consist of the management of ENA’s long-term energy commodity contract portfolios (transactions greater than one year) and restructuring of existing long-term contracts. ENA manages its commodity and asset portfolios in order to maximize value, minimize the associated risks and provide overall liquidity.  In addition, ENA provides risk management products and services to energy customers that hedge movements in price and location-based price differentials.  ENA’s risk management products and services are designed to provide stability to customers in markets impacted by commodity price volatility.

Energy Assets and Investments.  This business includes the development and construction of power plants, pipelines and other energy infrastructure.

ENA’s financing and investing activities provide capital to energy-related businesses seeking debt or equity financing, including loans and equity investments.  In conjunction with the other functional groups, ENA helps to create innovative financing solutions to best take advantage of capital markets to bring value both to ENA and its clients.

California’s Power Plants Are Aging





Source:  Based upon data from the California Energy Commission


Database of California Power Plants


(http://www.energy.ca.gov/database/index.html#powerplants)





Coal


560 MW (1%)








Renewables


3,301 MW (6%)





Oil/Gas


28,290 MW (53%)





Nuclear


4,310 MW (8%)





Geothermal


2,626 MW (5%)





Hydroelectric


14,117 MW (27%)





California Generation Capacity by Fuel Type





3,955 MW  (7%)





0-10 Yrs Old





14,035 MW  (26%)





10-20 Yrs Old





6,138 MW  (12%)





20-30 Yrs Old





9,818 MW  (18%)





30-40 Yrs Old





14,106 MW  (27%)





40-50 Yrs Old





5,152 MW  (10%)





Older than 50 Yrs





Source:  California Energy Commission
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