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October 2, 2001
OGS Pipeline, LLC

Attention:  John Gillies, President

908 Town & Country Blvd., Suite 300

Houston, TX 77024-2211


RE:  LETTER OF INTENT

Dear Mr. Gillies:

This Letter of Intent ("Agreement"), effective when executed by all the parties hereto, will evidence the current mutual intent of Enron Compression Services Company, a Delaware corporation ("ECS") and OGS Pipeline, LLC ("Oakhill") for the provision of compression services utilizing electric motor drivers at Oakhill’s Hinkle Station in Rusk County, Texas (the "Project").  Oakhill 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 this letter 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.  

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:

COMMERCIAL TERMS

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 undertaking any liability with regard to the Project; any such undertaking would be addressed in subsequent definitive agreements.

2.  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.
a.) 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 would provide fixed price system firm electrical generation, plus the regulated transmission charges as well as capital financing for the equipment and installation on the Oakhill property located adjacent to the existing Hinkle facility.  The capital financing incorporates fixed turnkey expenses for the equipment and installation of the compressor/motor skids, the motor control building and the new suction and discharge headers; also included is the 1.66-mile electrical transmission line lateral terminating at the new substation adjacent to this proposed compressor station site.  Rights-of-way and surface easements for the power line have not been purchased and may influence the final price, therefore, any expenses above the estimated total capital cost of $3.3 Million would be the responsibility of Oakhill.  
5.  In-Service Dates.  The estimated in-service date for the two (2) 3,000 electrically driven compressors and the substation is December 31, 2002.  The estimated in-service date for the 1.66-mile transmission line is also December 31, 2002. 



6.  Contract Term.  The term of the proposed transaction to purchase shaft horsepower from ECS is 5-years, beginning December 31, 2002 and ending November 30, 2007. 

7.  Equipment Installation, Ownership, Operations and Maintenance.  ECS has completed the design, equipment selection and commercial arrangements to facilitate the execution of this transaction.  ECS would also arrange for the equipment delivery and installation of the electric motor driven reciprocating compressor and the electrical substation to regulate the transmission grade voltage.  ECS would also arrange for the construction of the transmission line into the station with Rusk County Electric Cooperative, Inc. 
Given the proposed financing structure, ECS would maintain ownership and responsibility for all maintenance of the electrical drive train until the end of the contract term.  Oakhill would provide and own all surface easement and rights-of-way for the project other than the power line facilities.  In additin, Oakhill would be responsible for daily operations in accordance with routine rental compression practices.  Oakhill would operate and control both the electrical drive train and the reciprocating compression equipment and provide reporting and coordination activities associated with the Maintenance Agreement.

8.  Payment Structure.  The services provided by ECS would result in a multi-part compensation structure, at Oakhill’s option, as follows:
                  a.) 
b.) 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.  Oakhill 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 December 31, 2002 and end on November 30, 2007.
As stated earlier, gas volumes delivered by Oakhill 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 $.0023 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 Oakhill.  ECS and Oakhill would mutually agree to a known or default monthly nomination that would begin with the start date.  
Actual billing the following month would be used to “true-up” the nomination in the 2nd month and the process would proceed until 2 months after the term of this agreement.  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
Upon final execution of documents and/or at the discretion of Oakhill, all or a portion of the Variable Charge could be converted into a Btu rate payment as follows:

($.0315/HP-hr) x (1,000,000 Btu/MMBtu)  = Btu / HP-hr

               (Gas price $/MMBtu)
The Gas Conversion Agreement would follow the same nomination and true-up process.


9.  Delivery of HP – Hours.  The physical shaft between the electric motor and the compressor would serve as the point of delivery of Hp – Hours.  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)





A. 
B. 

10.  Power Cost Changes.  Still working on this section.
A. 
B. 
Force Majeure

The following general terms would be incorporated into any definitive agreement concerning the subject matter of this proposal.  The term “force majeure” shall mean acts of God, strikes, lockouts or other industrial disturbances, acts of the public enemy, wars, blockades, insurrections, riots, epidemics, landslides, lightning, earthquakes, fires, storms, floods, high water washouts, arrests and restraints of governments and people, civil disturbances, explosions, breakage or accident to machinery or electric transmission lines or lines of pipe, freezing of electric transmission lines or lines of pipe, any force majeure claim by any electricity supplier to the Seller for the operation of the Power Train, or any other causes, whether of the kind hereing enumerated or otherwise, not at the time involved, not reasonable within the control of the party claiming suspension; such term shall likewise include those instances where any party is required to obtain servitude’s, rights-of-ways, grants, permits or licenses to enable such party to fulfill its obligations, the inability of such party to acquire, or the delays on the part of such party in acquiring, at reasonable cost and after the exercise of reasonable diligence, such servitude’s, rights-of-ways, grants, permits or permissions from any governmental agency to enable such party to fulfill its obligations, the inability of such party to acquire, or delays on the part of such party in acquiring, at reasonable cost and after the exercise of reasonable diligence, such materials  and supplies, permits and permissions.

Guarantees

Each party shall provide appropriate guarantees for the entire contract term.

THIS PROPOSAL AND LETTER OF INTENT ARE FOR DISCUSSION PURPOSES ONLY TO FACILITATE THE NEGOTIATION, AND PREPARATION AND EXECUTION OF A DEFINITIVE AGREEMENT.  THIS PROPOSAL AND LETTER OF INTENT ARE NOT AN OFFER OR COMMITMENT BY ECS OR ANY AFFILIATE OF ENRON CORPORATION.   ALL PRICES AND TERMS ARE SUBJECT TO CHANGE UNTIL SUCH TIME WHEN A DEFINITIVE AGREEMENT MAY BE SIGNED.  THIS PROPOSAL AND LETTER OF INENT ARE NOT INTENDED TO CREATE A BINDING OR ENFORCABLE AGREEMENT OR CONTRACT OR TO BE COMPLETE AND INCLUSIVE OF ALL THE TERMS OF THE SUBJECT TRANSACTION.  FURTHERMORE, THIS PROPOSAL AND LETTER OF INTENT ARE NOT A COMMITMENT OR AGREEMENT TO ENTER INTO A BINDING AGREEMENT OR CONTRACT IN THE FUTURE.




1. 
2. 
· 
· 

3. 
4. 
5. 
6. 
7. 
8. 
9. 
10. 
11. 
12. 
13. 

Very truly yours,
ENRON COMPRESSION SERVICES COMPANY

By:  

Name:  

Title:  


Acknowledged, Agreed to and Accepted,

this ___ day of ___________, 2001.

OGS PIPELINE, LLC
By:  

Name: 

Title: 
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