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October 4, 2001
OGS Pipeline, LLC

908 Town & Country Blvd., Suite 300

Houston, TX 77024-2211

Attn: John Gillies, President


Re:  Letter of Intent

Ladies and Gentlemen:

This letter of intent ("Agreement") effective when executed by all the parties hereto, will evidence the current mutual intent, as set forth in Article I below, of Enron Compression Services Company, a Delaware corporation ("ECS") and OGS Pipeline, LLC, a __________________ limited liability company ("OGS"), for the provision of compression services utilizing electric motor drivers at OGS’s Hinkle Station in Rusk County, Texas (the "Project").  OGS and ECS are sometimes referred to individually as a "Party" and collectively as the "Parties".

This Agreement is intended to set forth certain basic terms of the understanding reached to date and to serve as a basis for further discussions and negotiations among the Parties with respect to the Project.  The matters set forth in Article I are not intended to, and do not, constitute a binding agreement of the Parties with respect to the Project.  Any such binding agreement will only arise upon the negotiation, execution and delivery of a mutually satisfactory definitive agreements and the satisfaction of the conditions set forth therein, including the approval of such agreements by each Party.  The matters set forth in Article II do constitute binding agreements of the Parties.

In consideration of the rights and obligations of the Parties hereunder, and other good and valuable consideration, the receipt and sufficiency of which being hereby acknowledged by the Parties, the Parties hereby agree as follows:

Article I

The Project

2. Definitive Agreements.
The Parties will meet to discuss the Project and the necessary agreements relating thereto to work towards the execution of definitive agreements by December 1, 2001.  It is understood that the Parties are not, by virtue of this Agreement undertaking any liability with regard to the Project; any such undertaking would be addressed in a subsequent definitive agreement.

3. Non-Binding.  Neither Party is obligated hereunder to enter into any definitive agreement with the other, with respect to the Project.

3.  Pricing Changes.  The pricing, terms, and conditions set forth in this document are based upon current natural gas, power and equipment pricing.  Changes in natural gas prices (NYMEX + Index + Basis) at East TETCO, the Rusk County Electric Cooperative, Inc. power tariff, and/or compression equipment capital costs may result in changes to any and all of the pricing, terms, and conditions presented in this document.

4.  Capital Expenditures.  These terms are based on the installation and maintenance of two (2) 3,000 electrically driven brake horsepower utilizing reciprocating compressor packages.  Under the terms of this proposal, ECS proposes to provide capital financing for the purchase of the compressor packages, the installation of the compressor packages and the construction of the electrical transmision line at the proposed OGS site located adjacent to the existing Hinkle facility.  The capital financing would incorporate fixed turnkey expenses for the equipment and installation of the compressor/motor skids, the motor control building and the new suction and discharge headers at a cost of $2,800,000.  The capital financing would also include the proposed 1.66-mile electrical transmission line lateral terminating at the new substation adjacent to the proposed compressor station site at an estimated cost of $500,000; any actual expenditures above the estimated capital cost of the transmission line would be the responsibility of OGS.  

5.  In-Service Dates.  The estimated in-service date for the two (2) 3,000 electrically driven compressors and the substation is July 1, 2003.  The estimated in-service date for the 1.66-mile transmission line is also July 1, 2003.  Such in-service dates are not guaranteed.


6.  Contract Term.  The term of the proposed transaction to purchase shaft horsepower from ECS is 5-years, beginning July 1, 2003 and ending June 30, 2008. 


7.  Equipment Installation.  ECS has completed the design and equipment selection of the electric drive trains to facilitate the execution of this transaction.  ECS would also arrange for the equipment delivery and installation of the electric motor driven reciprocating compressors and the electrical substation to regulate the transmission grade voltage.  ECS would also arrange for the construction by Rusk County Electric Cooperative, Inc. of the proposed transmission line into the proposed compressor site. 

8.  Ownership, Operations and Maintenance.  ECS would maintain ownership and responsibility for all maintenance of the electrical drive train throughout the contract term.  OGS would maintain ownership and responsibility for all maintenance of the reciprocating gas compressors throughout the contract term.  OGS would provide and own all surface easement and rights-of-way for the drive trains and compressors, excluding the power line facilities.  In addition, OGS would be responsible for operating the drive trains and compressors in accordance with prudent industry practice.  OGS would operate and control both the electrical drive train and the reciprocating compression equipment and provide reporting and coordination activities associated with the ECS’ maintenance of the electrical drive trains.

9.  Delivery of HP – Hours.  The physical shaft between the electric drive motor and the compressor would serve as the point of delivery of Hp–Hours from ECS to OGS.  Monthly Hp–Hour usage would be determined by measurement of the KWh usage at the primary meter and then applying the following formula:


(Total Monthly Kilowatt Hour Usage from the Primary Meter) x (1.341 HP/Kilowatt)


10.  Payment Structure.  In consideration for the delivery of HP-hours by ECS, OGS would pay ECS in a multi-part compensation structure, at OGS’s option, as follows:

a.)  Service Charge, Annual Charge and Variable Charge.  
· Service Charge.  The “Service Charge” is a fixed natural gas payment that is structured to have the appearance of a gas-fired driver’s fuel consumption at optimal efficiencies.  OGS would have the option to deliver firm natural gas volumes to ECS on a monthly basis.  The delivery of firm natural gas would be at a defined delivery point meter, East TETCO, for the delivery of HP-Hours.  The delivery of natural gas volumes, in the amount of 43,000 MMBtu per month, would begin on July 1, 2003 and end on June 30, 2008.

As stated earlier, gas volumes delivered by OGS are predicated on a forward view of gas pricing at East TETCO.  An increase in said gas pricing prior to the execution of definitive documents would result in a decrease in the Annual Charge due ECS and a decrease in gas prices prior to closing would result in an increase in the Annual Charge (Refer to Table 1 below).

· Annual Charge.  The “Annual Charge” is a fixed cash payment structured to cover capital costs, maintenance expenses, fixed and variable power costs, taxes and other components of the bundled service not covered by the natural gas payment or “Service Charge”.  Based on current natural gas prices, the Annual Charge due ECS equals $1,326,000 annually due in equal monthly installments of $110,500.  In addition, the 5-year capital asset financing would require a balloon payment in the amount of $1,796,000 due ECS at the end of the contract term.

· Variable Charge.  The Service Charge and Annual Charge compensate ECS for an assumed minimum load factor of 95%.  Any actual usage above a 95% load would be assessed a variable $/Horsepower – Hour rate of $.0463 and would result in a variable cash payment to ECS.

	Table 1:  Annual Charges based the delivery of 43,000 MMBtu/d 
	 
	 

	 
	Gas Prices ($/MMBTU)

	 
	 $    2.88 
	 $    2.98 
	 $    3.08 
	 $    3.18 
	 $    3.28 
	 $    3.38 
	 $    3.48 

	Annual Charge ($M)
	 $   1,481 
	 $   1,429 
	 $   1,378 
	 $   1,326 
	 $   1,274 
	 $   1,223 
	 $   1,171 


     b.) Annual Charge and Variable Charge. 
· Annual Charge.  The “Annual Charge” is a fixed cash payment structured to cover capital costs, maintenance expenses, fixed power costs, taxes and other components of the bundled service.  The Annual Charge due ECS equals $1,326,000 annually due in equal monthly installments of $110,500. In addition, the 5-year capital asset financing would require a balloon payment in the amount of $1,796,000 due ECS at the end of the contract term.

· Variable Charge.  The “Variable Charge” is a variable cash payment structured to cover variable power costs.  The Variable Charge is based on a fixed market price for system firm wholesale generation over the proposed 5-year term.  ECS would receive $.0315/Horsepower-Hour for the delivery of actual hp-hours.  The variable rate would be re-priced at the time of deal execution.  The Transmission and Distribution (T&D) charges would remain under regulatory control and therefore, any rate changes would be a direct pass-through to OGS.  

The variable rate is based on a minimum 95% load up to a 100% load.  The calculation is as follows:

(Primary meter kWs) x (1.341 Hp/kW) x ($.0315/HP-hr) = Variable Charge


11.  Power Cost Changes.  Still working on this section.
Article II

Binding Agreements

1. Term.  This Agreement shall remain in force and effect until the earliest to occur of the following events:  (i) until such time that it becomes clear to either Party that the Project will not be economically viable or otherwise successful; or (ii) December 31, 2001 (the "Term").  The provisions of Section 3, Confidentiality, shall survive any termination of this Agreement, as necessary for them to expire according to their terms as expressed in that section.

2. Exclusivity.  In consideration of the efforts to be expended by ECS in undertaking its development of the Project, OGS hereby grants to ECS, for a period beginning on October 4, 2001 and ending on the earlier of (i) December 31, 2001, and (ii) the date of any earlier termination as set out above (the "Exclusivity Period") the exclusive right to pursue the Project with OGS.  During the Exclusivity Period, OGS shall not work with any other persons with regard to the Project or other similar transactions involving OGS’s Hinkle Compressor Station.

3. Confidentiality.  All information exchanged by the Parties pursuant to this Agreement shall be subject to the terms and conditions of that certain Confidentiality Letter Agreement between the Parties dated _________, 2001.

4. Representations and Warranties.  Each Party hereby represents and warrants to the other Party that this Agreement (a) has been validly executed and delivered, (b) has been duly authorized by all action necessary for the authorization hereof, and (c) is the legal, valid and binding obligation of such Party, enforceable in accordance with its terms.

5. Expenses.  Each Party shall bear its own costs associated with negotiating and performing under this Agreement.

6. Approval.  No Party shall be bound by any definitive agreement relating to the Project until (a) such Party's respective upper management, or other governing body, shall have approved the definitive agreement, (b) such Party shall have executed the definitive agreement, and (c) all conditions precedent to the effectiveness of any such definitive agreement shall have been satisfied.

7. Entire Agreement.  This Agreement constitutes the entire agreement of the Parties relating to the subject matter hereof and supersedes all prior discussions, agreements or understandings, whether oral or written, relating to such subject matter.  There are no other written or oral agreements or understandings among the Parties.  Any amendment of this Agreement must be written and signed by both Parties.

8. Governing Law.  This Agreement shall be governed by and construed in accordance with the laws of the State of Texas, without giving effect to conflict of laws principles.
9. Non-Inclusive; Non-Binding.  This Agreement does not contain all matters upon which agreement must be reached in order for the Project to be completed.  This Agreement does not create and is not intended to create a binding and enforceable contract between the Parties with respect to the provisions of Article I and the subject matter of the Project, and may not be relied upon by a Party as the basis for a contract by estoppel or otherwise.  A binding commitment with respect to the Project can only result from the execution and delivery of a definitive agreement.

10. Relationship of the Parties.  The Parties shall not be deemed in a relationship of partners or joint venturers by virtue of this Agreement, nor shall either Party be an agent, representative, trustee or fiduciary of the other.  Neither Party shall have any authority to bind the other to any agreement.

11. Binding Arbitration.  The Parties shall attempt to resolve any dispute, controversy, difference or claim arising between them concerning the interpretation, performance or enforcement of this Agreement (a "Dispute") through direct discussion.  If, in the sole opinion and discretion of either Party, such discussion is unsuccessful, such Party may submit the Dispute to mediation.  Unless otherwise agreed by the Parties, the mediation will be submitted to the American Arbitration Association ("AAA") and will be held in Houston, Texas for at least three (3) days.  If the mediation attempt is unsuccessful, either Party may submit the Dispute to the AAA for binding arbitration before three arbitrators, one chosen by each Party (each, a "Party Arbitrator") and the third, a chief arbitrator, chosen by the Party Arbitrators.  The Party Arbitrators may consult with their principals on any question.  If at least two arbitrators agree and so order it, the losing Party will pay the reasonable legal fees and costs incurred by the other Party with respect to the arbitration.

12. Limitation of Liability.  Notwithstanding anything herein to the contrary, neither Party nor their respective directors, officers, shareholders, managers, or employees will be liable to the other Party, or its directors, officers, shareholders, managers or employees, whether under breach of contract, breach of warranty, tort liability (including without limitation both negligence and strict liability), strict liability or otherwise, for any incidental, special, indirect or consequential damages whatsoever (including without limitation lost profits or revenue) of any nature connected with or resulting from performance of this agreement (whether or not arising from OGS's sole, joint or concurrent negligence), but rather shall be liable only for direct actual damages arising from the breaching Party's willful breach or sole, joint or concurrent negligence.
13. Assignment.  Neither Party may assign this Agreement without the prior written approval of the other Party, which approval shall not be unreasonably withheld or delayed.  

If the provisions of Article I correctly set forth our current understanding and the provisions of Article II set forth our binding agreement, please execute both originals of this Agreement in the space provided below, retain one fully-executed original for your file, and return one of the other originals to the undersigned.  This Agreement may be executed in counterparts, and all such counterparts together shall constitute but one agreement.

Very truly yours,

ENRON COMPRESSION SERVICES COMPANY

By:  

Name:  

Title:  


Acknowledged, Agreed to and Accepted,

this ___ day of October, 2001.

OGS PIPELINE, LLC

By:  

Printed Name: 

Title: 
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