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Suite 3500, East Tower, Bankers Hall

855 – 2nd Street S.W.


Calgary, Alberta, Canada


T2P 4J8


November 14, 2000


VIA FACSIMILE

Power Pool of Alberta

McFarlane Tower

1800, 700 – 4th Avenue S.W.

Calgary, Alberta  T2P 3J4

Attention:
Maury Parsons

Council Chairman

Dear Sir:

Re:
Rules of the Power Pool

We represent Enron Canada Power Corp. and its parent, Enron Canada Corp. (together, “Enron”).

As you are aware, Enron purchased and is the holder of the Sundance “B” PPA, the operation and economic value of which is affected by the captioned rules.

Late in the day Friday, November 10, 2000, Enron became aware that substantial (and draconian) changes to the captioned rules would be considered by the Council of the Power Pool of Alberta (the “PPC”) at its meeting on Wednesday, November 15, 2000, at 11:00 a.m.  As you are aware, Monday, November 13, 2000 was a holiday for many in Alberta, including the Power Pool offices.

The effect of the proposed rules, entitled

1. Interconnection Rules; and

2. Dispatch Risk [Rules],

would remove suppliers on the interconnections between Alberta and British Columbia, and Alberta and Saskatchewan, from the Real Time market operated by the Power Pool, and, secondly, would remove the ability of Alberta power generators to accept the Pool price for volumes of energy for which they had posted a bid that was initially priced above the market clearing price, except in unclear circumstances dictated by the System Controller.  The actual arrangements by which this would be achieved are unclear; all Enron has been provided with is a “preliminary draft” which does not contain sufficient detail to entirely understand the proposed rule changes.  However, the practical effect of the proposed rule changes is clear - they remove the basis of a competitive power pool where interconnect suppliers compete with Alberta based generators on a level playing field, and distort the market by allowing the System Controller to pick and choose between power bids for other than market reasons.

The effect of these proposed rule changes, which are tantamount to re-regulation of supply in the deregulating Alberta power market, on Enron and the other Alberta PPA owners, Alberta power generators, and development of future generation supply in Alberta will be drastic.  We note that, in advance of the PPA auction under which Enron acquired its Sundance “B” PPA for an initial investment of approximately $300 million and ongoing obligations of approximately $2.1 billion, the Government of Alberta gave a “no harm commitment” regarding its “market achievement plan” as it affects those who purchased a PPA.

We have advised Enron that the draft rule changes are not in accordance with the authority granted by the Electrical Utilities Act (the “EUA”), in that they:

(a) violate the purposes of the EUA as set out in Section 6, particularly those provisions requiring fair and open competition for the exchange of electrical energy on non-discriminatory terms, and in accordance with competitive market forces;

(b) violate Section 9(1)(d) as the proposed rule changes will not promote an efficient, fair, and openly competitive market for electricity;

(c) violate Section 9(3) (a) and (b) as they are inconsistent with the EUA and are unjust, unreasonable, unduly preferential or arbitrary or unjustly discriminatory;

(d) violate the requirement of Section 9(2) that the PPC must be operated, both in enacting rules and carrying them out, in such a way as to give all eligible persons wishing to exchange electrical energy through the Power Pool a reasonable opportunity to do so, in a way that is fair to those persons; and

(e) would, if enacted, require the System Coordinator to violate Section 11 requiring him to select power bids in accordance with relative economic merit rather than other, non-market factors.

We have further advised Enron that the method of attempting to implement these rule changes is not in accordance with the standards required of the PPC as an administrative tribunal operating within the Province of Alberta.  Particularly, having regard to the timing of these proposed changes, there has been no realistic opportunity to analyze them prior to the meeting of the PPC at which they are to be considered and possibly enacted.  As you are aware, the meetings of the PPC are not open, and any input from industry is to be made in advance of meetings.  The practice adopted in the past by the PPC has been to give substantial advance notice of proposed rule changes (none of which have been as draconian as these to stakeholders), to provide proper draft rules to be considered by the stakeholders, and to seek the input of those stakeholders with enough time in this process to make that input meaningful.  While those past processes may not be sufficient to satisfy the legal requirements of the PPC for drastic changes such as these, not even that level of consultation has been provided for.  The timing of the communication to Enron really means that no consultation at all is being allowed.

Under the circumstances, if the PPC proceeds to enact the type of rules that it apparently is considering at its meeting of Wednesday, November 15th, Enron will instruct us to commence action for an Order or Declaration that the rules so enacted are null and void for the reasons set out above, or will instruct us to make a written complaint to the AEUB under Section 16(1)(d) of the EUA to disallow the rules on the basis that the rules are unjust, unreasonable, unduly preferential, arbitrary or unjustly discriminatory or otherwise inconsistent with or in contravention of the EUA, or both, together with any other remedy that may be available to them.

We look forward to your early confirmation that these proposed rule changes will not proceed as threatened, and the PPC will be prepared to consult with Enron and other power generators to discuss these matters prior to any rule changes of this nature being considered.  Particularly, Enron (based on its experience in the markets throughout the world) is willing to work with the Power Pool to ensure future rule changes are consistent with fair and open competition within the deregulated Alberta for the ultimate benefit of all market participants.

We look forward to hearing from you.






Yours very truly,






ALECK H. TRAWICK

AHTvf

c:
Dale McMaster, Power Pool of Alberta

The Honourable Mike Cardinal, Minister of Resource Development

Ken Smith, Deputy Minister of Resource Development

P. Robson Milnthorp, President and CEO, Enron Canada Corp./Enron Canada Power Corp.
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