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ACKNOWLEDGMENT AGREEMENT

THIS AGREEMENT is dated as of the ( day of September, 2000,

AMONG:

ROYAL BANK OF CANADA, a bank existing under the laws of Canada in its capacity as agent of the Lenders, as defined below (the "Agent")

- and -

JAMES H. COLEMAN, an individual residing in Calgary, Alberta ("Coleman")

- and -
MONTREAL TRUST COMPANY OF CANADA, not in its individual capacity but in its capacity as trustee of the Bow River Trust, a trust existing under the laws of Alberta (the "Trustee")

- and -

ENRON CANADA CORP., a corporation existing under the laws of Alberta ("Enron Canada")

WHEREAS the Trustee and Enron Canada have entered into an ISDA Master Agreement dated (, 2000 and a commodity swap confirmation dated (, 2000 (collectively, the "Swap Transaction"); 

AND WHEREAS the Trustee is indebted to the lenders under a credit agreement made as of September (, 2000 among Royal Bank of Canada and the other lenders party thereto from time to time, as lenders (collectively, the "Lenders"), the Agent and the Trustee, as borrower (as amended from time to time, the " Credit Agreement"), and the Trustee has assigned by way of security its interest in the Swap Transaction to the Agent pursuant to a security agreement dated as of September (, 2000 between the Agent and the Trustee (as amended from time to time, the " Security Agreement"); 

AND WHEREAS the Trustee wishes to give notice to Enron Canada of the security interests granted by the Trustee pursuant to the Security Agreement and Enron Canada has agreed to acknowledge and consent to the grant of such security interests, all on the terms and conditions contained herein;

(the Credit Agreement and the Security Agreement are collectively referred to as the "Financing Documents").

NOW THEREFORE THIS AGREEMENT WITNESSES that, in consideration of the mutual covenants herein contained and other good and valuable consideration (the receipt and sufficiency of which is hereby acknowledged), the parties hereto covenant and agree as follows:

1. NOTICE OF SECURITY INTEREST

1.1 Notice

The Trustee hereby gives notice to Enron Canada that, pursuant to the Security Agreement, the Trustee has granted to the Agent a security interest in all of the Trustee's right, title and interest in and to the Swap Transaction (including, without limitation, an assignment of all amounts payable thereunder).

1.2 Payment

From and after the date hereof, all amounts payable by Enron Canada under the Swap Transaction shall continue to be paid in accordance with the terms of the Swap Transaction, until Enron Canada is notified by the Agent of the occurrence of an event of default pursuant to the Credit Agreement, whereupon the Trustee authorizes and directs Enron Canada to comply with the directions of the Agent with respect to further payments by Enron Canada under the Swap Transaction.  

1.3 Irrevocable

The notice contained in Section 1.1 and the authorization and direction regarding payment contained in Section 1.2 are irrevocable.

2. ACKNOWLEDGMENT OF SECURITY INTEREST

2.1 Acknowledgment


Enron Canada hereby acknowledges receipt of the notice of security interest contained in Section 1.1 and the authorization and direction relating to payments contained in Section 1.2 and Enron Canada consents to such security interest. 

2.2 Default Notice

Enron Canada agrees, that upon the delivery of written notice by the Agent to Enron Canada advising of the occurrence of an event of default under the Credit Agreement (a "Default Notice"), Enron Canada shall thereafter:

(a) pay to the Agent at such account as the Agent may nominate all amounts from time to time payable by Enron Canada under the Swap Transaction; and

(b) permit the Agent to give all notices, demands and consents of the Trustee under the Swap Transaction and exercise all other rights of the Trustee under the Swap Transaction to make any determination required or permitted to be made by the Trustee and the Trustee hereby irrevocably appoints the Agent (and any officer thereof) as the attorney and agent of the Trustee (with full power of substitution), with full power and authority and in the name of the Trustee to give all such notices, demands and consents and to make all such determinations under the Swap Transaction and the Trustee shall be bound by any such notices, demands, consents and determinations given or made by the Agent, such appointment and power of substitution being coupled with an interest.

2.3 Further Instructions from Trustee

Enron Canada further agrees that after issue by the Agent of any Default Notice, Enron Canada shall not recognize the exercise by the Trustee of any of its rights and powers under the Swap Transaction unless and until requested to do so by the Agent.

3. INDEMNITY FOR INCREASED COSTS

(a)
If, at any time after the date of this Agreement, due specifically to:

(i)
the introduction of, or any change in, any applicable law resulting in the imposition of, or an increase in the rate of, any federal or provincial capital taxes;

(ii)
the introduction of, or any change in, or in the interpretation of any applicable law, whether having the force of law or not, resulting in the imposition or increase of reserves, deposits or similar requirements by any central bank or governmental authority charged with the administration thereof; or

(iii)
the compliance with any guideline or request from any central bank or other governmental authority;


there is any increase in the costs or taxes imposed on the Trustee with respect to the financing of its payment obligations under the Swap Transaction, or there will be any reduction in the effective return to the Trustee thereunder, then, subject to Sections 3(b) and 3(c) below, Enron Canada will, within 15 days after being notified by the Trustee of such event and being given reasonable particulars thereof, pay to the Trustee that amount (the "Additional Compensation") which the Trustee, acting reasonably, determines will compensate it, after taking into account all applicable taxes, for any such increased costs, taxes or reduced returns incurred or suffered by the Trustee.  Notwithstanding the foregoing, Additional Compensation will not include any costs to the Trustee resulting from any increase in taxes on its or its lenders' overall income.

(b)
As soon as practicable, the Trustee will notify Enron Canada of any event of which the Trustee has knowledge, occurring after the date of this Agreement, which will entitle the Trustee to Additional Compensation pursuant to this Section 3 and the Trustee and the lenders will take such action as reasonably requested by Enron Canada to avoid the need for, or to reduce the amount of, that Additional Compensation and which will not, in the reasonable opinion of the Trustee, be otherwise disadvantageous to it.

(c)
The above indemnification provisions shall not apply to any event, circumstance or change of the nature and kind of which the Trustee or its lenders had actual knowledge, or ought acting reasonably to have had actual knowledge, on the date hereof.

3.1 Representations of Beneficiary

Coleman represents and warrants that:

(a) he is the sole beneficiary of Bow River Trust;

(b) he has net assets in excess of the cost of his equity unit investment in the Bow River Trust excluding such investment; and

(c) he has not financed his equity unit investment with funds secured on a non-recourse basis by such equity unit investment.

4. MISCELLANEOUS

4.1 Amendments

This Agreement may not be amended except by an agreement in writing between the parties hereto.  The parties hereto undertake to execute or cause to be executed, in the case of any permitted assignee, an agreement on substantially the same terms as set out in this Agreement.

4.2 Severability

Any provision of this Agreement that is prohibited or unenforceable in any jurisdiction shall, as to such jurisdiction, be ineffective to the extent of such prohibition or unenforceability without invalidating the remaining provisions hereof and any such prohibition or unenforceability in any jurisdiction shall not invalidate or render unenforceable such provision in any other jurisdiction.

4.3 Time of the Essence

Time is of the essence with respect to the performance by the parties of their respective obligations hereunder.

4.4 Notices

Every notice, request, demand or other communication under this Agreement:

(a) shall be in writing in the English language and shall be sent by messenger or telefax, as to each party hereto, to it at its address set forth below or at such other address as shall have been or be designated by it in a written notice to the other parties hereto.  All such notices, requests, demands, and other communications shall be deemed to have been given when delivered or sent, as the case may be unless delivered or sent on a non business day in which case, any such notice, request, demand or other communication shall be deemed to have been given on the next succeeding business day;

(b) shall be sent:

(i) if to the Agent, at:

Royal Bank of Canada

Global Syndications – Canada

12th Floor, South Tower, Royal Bank Plaza

200 Bay Street

Toronto, Ontario  M5J 2J5

Attention:
Manager 

Telefax No.
(416) 974-2407

(ii) if to Coleman, at:

c/o Macleod Dixon

3700, 400 – 3rd Avenue S.W.

Calgary, Alberta

T2P 4H2

Attention:
James Coleman

Telefax No.
(403) 264-5973

(iii) if to the Trustee, at:

Bow River Trust

c/o Montreal Trust Company of Canada

Suite 710, Western Gas Tower

530 – 8th Avenue S.W.

Calgary, Alberta

T2P 3S8

Attention:
Manager, Corporate Trust

Telefax No.:
(403) 267-6598

(iv) if to Enron Canada, at:

Enron Canada Corp.




3500, 400 – 3rd Avenue S.W.

Calgary, Alberta

T2P 4H2

Attention:
Director, Documentation Department

Telefax No. 
(403) 974-6706

or such other address as may be specified in writing by such person to the other parties hereto at least three business days prior to the date on which such new address is to be effective.

4.5 Successors and Assigns

This Agreement shall be binding upon and enure to the benefit of the parties hereto and their respective successors, assigns, heirs etc.  Neither the Agent nor the Trustee shall be entitled to assign any interest in the Security Agreement unless the assignee agrees to be bound by the provisions of this Agreement.  Neither the Trustee nor Enron Canada be entitled to assign any interest in the Swap Transaction unless the assignee agrees to be bound by the provisions of this Agreement.  Coleman shall not be entitled to assign any interest in Bow River unless the assignee agrees to be bound by the provisions of this Agreement.

4.6 Governing Law and Jurisdiction

This Agreement shall be governed by and construed in accordance with the laws of the Province of Alberta and the federal laws of Canada applicable therein.  The parties do hereby irrevocably and unconditionally submit and attorn to the non-exclusive jurisdiction of the courts of the Province of Alberta in connection with any disputes or other matters arising out of or in connection with this Agreement.

4.7 Further Assurances

Subject to the limitations otherwise provided herein, the parties shall from time to time do and perform such other and further acts and execute and deliver any and all further agreements and instruments as may be required by applicable law or reasonably requested by another party hereto to carry out and effect the intent and purposes of this Agreement.  

4.8 Counterparts and Execution

This Agreement may be executed by the parties hereto in separate counterparts, each of which when so executed and delivered shall be deemed an original, but all such counterparts shall together constitute one and the same agreement.  This Agreement may be executed and delivered by facsimile in accordance herewith, which when so executed and delivered shall constitute a binding agreement.

4.9 Capacity of Trustee

The parties acknowledge and agree that Montreal Trust Company of Canada is entering into this Agreement solely in its capacity as trustee of the Bow River Trust and not in its individual capacity.

IN WITNESS WHEREOF, the duly authorized representatives of the parties hereto have executed this Agreement as of the day and year first above written.

ROYAL BANK OF CANADA, as Agent

Per:
______________________________

Per:
______________________________

_______________________________

____________________________________ 
WITNESS





JAMES H. COLEMAN

MONTREAL TRUST COMPANY OF CANADA, not in its individual capacity but in its capacity as trustee of the Bow River Trust

Per:
______________________________

Per:
______________________________

ENRON CANADA CORP.

Per:
______________________________

Per:
______________________________
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