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Enron Power Marketing, Inc.

P.O. Box 4428
Houston TX 77210-4428
(713) 853-3300
Fax (713) 646-4816
 

CONFIRMATION 

(SWAPTION)

Date:
December _____, 1999

To:
Merrill Lynch Capital Services, Inc. ("Counterparty")

Attention:
John Paotano – Global Power Trading Operations

Fax No.:
212-449-0762

From:
Enron Power Marketing, Inc. (“EPMI”)

Re:
Option EPMI Deal No. 



The purpose of this letter is to confirm the terms and conditions of the Transaction entered into between us on the Trade Date specified below (the "Transaction").  This letter constitutes a "Confirmation" as referred to in the ISDA Master Agreement specified below. 


1.  This Confirmation supplements, forms part of, and is subject to an ISDA Master Agreement, dated as of December 2, 1992, as amended and supplemented from time to time (the "Agreement"), between you and us.  All provisions contained in the Agreement govern this Confirmation except as expressly modified below. 


2.  The terms of the particular Transaction to which this Confirmation relates are as follows:

General Terms for Daily Options:

Notional Quantity per

Calculation Period:
The Energy Hourly Quantity defined below



Commodity:
Electricity



Commodity Unit:
MWh (Megawatt hours)



Trade Date:
December _____, 1999



Effective Date:
[September 1, 2000]



Termination Date:
[August 31, 2004]



Option Style:
European



Option Type:
daily call Options



Seller:
Counterparty



Buyer:
EPMI



Premium:
U.S.$______ per Month due Seller



Premium Payment Date(s):
[On or before the 20th Day of each Month in which Seller’s Invoice is received or the 10th calendar day after such Invoice is received,  whichever is later, or if such Day is not a Business Day, the immediately following Business Day]




Procedures for Exercise:


Exercise Periods:

Prior to 8:00 a.m. Central Prevailing Time on the Business Day prior to the Calculation Period (assuming that EPMI has exercised its daily call), or another specified time as mutually agreed upon by the parties, subject to the following conditions:  





(i)
daily call Options may only be exercised in multiples of 50 MW of energy per hour during Summer Season On-Peak Hours and Non-Summer Season On-Peak Hours





(ii)
EPMI may exercise up to a maximum hourly quantity (the “Maximum Hourly Quantity”) at any of the “Into Comed”, “Into Cinergy” or “Into TVA” delivery point locations (each an “Energy Index Point”), as set forth on Exhibit “A” attached hereto, which total exercised amount shall be the “Energy Hourly Quantity.”


Expiration Date:

[August 31, 2004]


Automatic Exercise:

Inapplicable

Notice of Exercise:

An irrevocable notice given by EPMI to Counterparty (which may be given orally, including by telephone, or in writing) of its election to enter into each daily call Option


Calculation Periods:

Each calendar day commencing with [September 1, 2000] and ending on [August 31, 2004] (excluding weekends and NERC holidays) for which Buyer has exercised its daily call option as set forth above.
Fixed Amount Details:


Fixed Price Payer


(Buyer):

EPMI


Fixed Price



   (Strike Price):

The Strike Price (in U.S.$) for each Calculation Period for each Energy Index Point shall be calculated pursuant to the following formulas:



[(Energy Charge x 11.5 MMBtu/MWh) + U.S.$2.50/MWh]




where “Energy Charge” is defined for each Energy Index Point as set forth in Exhibit II attached hereto

Floating Amount Details:




Floating Price Payer:

Counterparty


(Seller)

Floating Price:
The Floating Price (in U.S.$) for each Calculation Period for each Energy Index Point is:



Calculation of Cash

Settlement Amount:
For each Calculation Period, the Cash Settlement Amount shall equal the sum of the Calculations for each Energy Index Point pursuant to the following formula:




Energy Hourly Quantity x (Energy Index - Strike Price) 




where, 




“Energy Index” means for each Energy Index Point: 

(i) “Into Comed”:

for each Calculation Period, the price for Electricity as listed in the Daily Price indexes section opposite the caption “Into Comed” and under the heading, “On-Peak” in Power Market Week’s Daily Price Report, or its successors, as published by The McGraw-Hill Companies, Inc., or its successors, for each day during such Calculation Period in which such price is published.

(ii) “Into Cinergy”:

for each Calculation Period, the price for Electricity as listed in the Daily Price Indexes section opposite the caption “Into Cinergy” and under the heading, “On-Peak” in Power Market Week’s Daily Price Report, or its successors, as published by The McGraw-Hill Companies, Inc., or its successors, for each day during such Calculation Period in which such price is published.

(iii) “Into TVA”:

for each Calculation Period, the price for Electricity as listed in the Daily Price Indexes section opposite the caption “Into TVA” and under the heading, “On-Peak” in Power Market Week’s Daily Price Report, or its successors, as published by The McGraw-Hill Companies, Inc., or its successors, for each day during such Calculation Period in which such price is published.

Payment Date(s):

[On or before the 20th Day of each Month in which Seller’s Invoice is received or the 10th calendar day after such Invoice is received,  whichever is later, or if such Day is not a Business Day, the immediately following Business Day, Seller shall deliver to Buyer the Cash Settlement Amount for each Calculation Period during the previous Month]

Additional Provisions:

Definitions.  With respect to the Transaction, the following terms shall have the respective meanings set forth below

"Business Day" means a Day, other than a NERC holiday, on which Federal Reserve member banks in New York City are open for business; and a Business Day shall open at 8:00 a.m. and close at 5:00 p.m. local time for each Party’s principal place of business.

“Day” means the period of twenty four (24) hours from 12:00 midnight through 11:59 p.m. of each calendar day.

“Invoice” means the statement of payments due from one party to the other party as calculated by the Calculation Agent

"Month" means a calendar month.

"NERC" means North American Electric Reliability Council, and any successor entity.

"Non-Summer Season" [means the period each Year from January 1 through March 31 (inclusive) and from November 1 through December 31 (inclusive), excluding Saturdays, Sundays, and NERC holidays.]

"Non-Summer Season On-Peak Hours" means HE 0700 Central Prevailing Time to HE 2200 Central Prevailing Time.

"On-Peak Hours" means collectively, during the Summer Season, all Summer Season On-Peak Hours and during the Non-Summer Season, all Non-Summer Season On-Peak Hours. 

"Summer Season" [means the period each Year from April 1 through October 31 (inclusive), excluding Saturdays, Sundays, and NERC holidays.]

"Summer Season On-Peak Hours" means HE 0700 Central Prevailing Time to HE 2200 Central Prevailing Time.

For the purposes of the calculation of the Floating Price(s), all numbers shall be rounded to three (3) decimal places.  If the fourth (4th) decimal number is five (5) or greater, then the third (3rd) decimal number shall be increased by one (1), and if the fourth (4th) decimal number is less than five (5), then the third (3rd) decimal number shall remain unchanged.

This Confirmation correctly sets forth the terms of the Transaction to which we have agreed. 

Sincerely,

Enron Power Marketing, Inc.

Merrill Lynch Capital Service, Inc.

By: 



By: 





Name: 



Name: 





Title: 



Title: 




Date: December _____, 1999


Date: 





Exhibit I

Maximum Hourly Quantity


Into Cinergy
Into Comed
Into TVA


Into Cinergy
Into Comed
Into TVA


Delivery
Delivery
Delivery


Delivery
Delivery
Delivery


Point
Point
Point


Point
Point
Point

September-00
350
600
500

January-03
250
600
500

October-00
450
600
500

February-03
250
600
500

November-00
450
600
500

March-03
450
600
500

December-00
450
600
500

April-03
450
600
500

January-01
150
600
500

May-03
450
600
500

February-01
150
600
500

June-03
450
600
500

March-01
250
600
500

July-03
450
600
500

April-01
250
600
500

August-03
450
600
500

May-01
250
600
500

September-03
450
600
500

June-01
250
600
500

October-03
450
600
500

July-01
0
0
0

November-03
450
600
500

August-01
0
0
0

December-03
450
600
500

September-01
250
600
500

January-04
450
600
500

October-01
250
600
500

February-04
450
600
500

November-01
250
600
500

March-04
450
600
500

December-01
250
600
500

April-04
450
600
500

January-02
200
600
500

May-04
450
600
500

February-02
200
600
500

June-04
450
600
500

March-02
300
600
500

July-04
450
600
600

April-02
300
600
500

August-04
450
600
600

May-02
300
600
500






June-02
300
600
500






July-02
0
0
0






August-02
0
0
0






September-02
300
600
500






October-02
300
600
500






November-02
300
600
500






December-02
300
600
500






Exhibit II

ENERGY CHARGE

The Energy Charge shall be equal to the sum of the Daily Energy Charges at each of the Delivery Points calculated for each Day of the applicable Month.  The Daily Energy Charges shall be calculated as follows:

Daily Energy Charge during the Summer Season

Energy Delivered at the Into TVA Delivery Point x [(11.5 MMBtu/MWh x Into TVA Summer Gas Index) + $2.50/MWh]

Energy Delivered at the Into Comed Delivery Point x [(11.5 MMBtu/MWh x Into Comed Summer Gas Index) + $2.50/MWh]

Energy Delivered at the Into Cinergy Delivery Point x [(11.5 MMBtu/MWh x Into Cinergy Summer Gas Index) + $2.50/MWh]

Daily Energy Charge during the Non-Summer Season

Energy Delivered at the Into TVA Delivery Point x [(11.5 MMBtu/MWh x Into TVA Non-Summer Gas Index) + $2.50/MWh]

Energy Delivered at the Into Comed Delivery Point x [(11.5 MMBtu/MWh x Into Comed Non-Summer Gas Index) + $2.50/MWh]

Energy Delivered at the Into Cinergy Delivery Point x [(11.5 MMBtu/MWh x Into Cinergy Non-Summer Gas Index) + $2.50/MWh]

Energy Delivered = The amount of Energy (in MWh) delivered by Seller to Buyer at each Delivery Point on the applicable Day

Into TVA Summer Gas Index

= 
Henry Hub 
+  US$0.16

Into TVA Non-Summer Gas Index

= 
Henry Hub 
+  US$0.32

Into Comed Summer Gas Index

= 
ANR SE

+  US$0.20

Into Comed Non-Summer Gas Index
= 
ANR SE

+  US$0.53

Into Cinergy Summer Gas Index

=
Henry Hub
+  US$0.23

Into Cinergy Non-Summer Gas Index
=
Henry Hub
+  US$0.40

where, 

“ANR SE” means the mean of the Common High and Common Low Prices published on a calendar day during the Calculation Period under the heading “Daily Price Survey” in the Louisiana-Onshore South:  ANR section of Gas Daily, or if a calendar day is not a Business Day then the price for such calendar day will be the mean of the Common High and Common Low prices published on the next succeeding Business Day.

“Henry Hub” means the mean of the Common High and Common Low prices published on a calendar day during the Calculation Period under the heading “Daily Price Survey” in the Louisiana—Onshore South:  Henry Hub section of Gas Daily, or if a calendar day is not a Business Day then the price for such calendar day will be the mean of the Common High and Common Low prices published on the next succeeding Business Day.
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