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CONFIDENTIAL AND PROPRIETARY

February 6, 2001

Michael Peevey, Advisor to the Governor

S. David Freeman, Advisor to the Governor

Vikram Budhraja, Advisor to the Governor

California Department of Water Resources

1416 - 9th Street

Sacramento, CA 95814

Attn:
Ray Hart, Assistant General Manager and COO

Re:
Response to Notice and Invitation to Bid
Gentlemen:

Enron North America Corp. (“ENA”) is pleased to offer its response to the California Department of Water Resources (“CDWR”) Notice and Invitation to Bid dated February 2, 2001 (“RFB”).  This response is submitted on behalf of ENA and its subsidiaries or affiliates Enron Power Marketing, Inc. (“EPMI”), Enron Energy Services Operations, Inc. (“EES”), Las Vegas Cogeneration II, L.L.C. (“LVCII”), and Pastoria Energy Facility L.L.C. (“PEF”) (collectively, “Enron”).   

Enron proposes that CDWR consider four separate concepts under which Enron could provide CDWR power and power-related products.  The ability to select one or more options from an array of proposals offers CDWR the highest degree of flexibility in meeting its power purchase needs.  These four concepts are described below, and are further discussed in Exhibits 1-4 attached to this letter.

1. Unit-Contingent Power Supply from New Generation Facilities.  PEF and LVCII are currently developing new power plants of approximately 750 MW and 222 MW nominal generating capacity, respectively.  

The PEF facility is to be located at Tejon Ranch in southern California, and has a projected on-line date of September 1, 2003, or earlier as described in Exhibit 2-A.  The facility would consist of three General Electric Frame 7FA gas turbine generators, combined with two steam generators in a combined-cycle configuration. Major regulatory precursors to the construction of the PEF facility are complete and long lead-time equipment has been reserved. 

The LVCII facility is being developed adjacent to an existing generation facility in North Las Vegas, Nevada.  The LVCII facility would consist of four General Electric LM-6000 gas turbine generators, in a two-on-one combined cycle configuration.  Major regulatory precursors to the construction of the LVCII facility are complete and long lead-time equipment has been reserved.  The LVCII facility has a projected on-line date of September 1, 2002.  

PEF and LVCII are prepared to negotiate separate unit-contingent power supply agreements with CDWR to provide power from their respective power generation facilities.  Certain of the currently-anticipated key terms of such power supply agreements are summarized in the term sheets attached as Exhibit 1-A (PEF) and Exhibit 1-B (LVCII).  As CDWR is aware, the form of power supply contract supplied by CDWR in connection with the RFB does not anticipate unit-contingent power supply.  Therefore, PEF and LVCII would propose a form of contract more suited to the proposed unit-contingent transaction.

2. Fixed Price Gas.  The following is being provided in response to CDWR’s request to ENA to provide a gas supply proposal.  ENA proposes to provide CDWR with a term financial gas swap which could be used for any or all of the following purposes:

a. In combination with CDWR’s physical index-based purchases, establish fixed price gas for generating facilities owned by or under the control of CDWR for the State of California. 

b. Stabilize the level of energy payments to the California qualified facilities (“QF”) and mitigate future gas price volatility for CDWR. 

c. Provide a hedge on Short Run Avoided Cost (“SRAC”) energy prices for California QFs.  

Exhibit 2-A provides certain key aspects of a fixed price gas transaction, and sets out ENA’s current market pricing for financial swaps settled against the Natural Gas Intelligence (NGI) Socal Monthly Index Prices, a copy of which is attached as Exhibit 2-B.  As with power prices, due to the volatility of natural gas prices ENA is unwilling to quote firm prices for the financial swaps for an extended period of time.  Therefore, the prices set out in Exhibit 2-A are indicative only, and are subject to change until such time, if any, that ENA and CDWR negotiate and execute definitive agreements setting out the terms of the transaction. 

Gas hedging transactions would be undertaken pursuant to an International Swap Dealers Association (“ISDA”) Master Agreement.  As CDWR may be aware, the ISDA Master is used internationally for undertaking financial swap transactions.  A form of the ISDA Master is attached as Exhibit 2-C.  Execution and delivery of the ISDA Master would not obligate either party to enter into a commodity transaction, but would facilitate not only the proposed gas swap currently under consideration, but also other future financial transactions.  Each such transaction would be the subject of a separate confirmation letter.

3. Hourly Demand-Response Program.  Enron proposes to develop and assist CDWR in implementing an hourly demand-response program whereby aggregated customer load would be repurchased by the California ISO at hourly market prices.  This variation on voluntary curtailment programs would provide incentives for greater customer participation during the hours power is most needed and most expensive.  Current programs rely too heavily on individual customer commitments to reduce demand for super-peak power in advance. Such commitments are difficult for the vast majority of customers, and this difficulty has limited participation in past voluntary curtailment programs.  This program EES has the potential to create up to 400 MW of on-peak capacity this summer, and in excess of 1,000 MW by summer 2002.  Total market participation could potentially generate 2 to 3 times this level of capacity. 

A combination of encouraging the aggregation of customer loads, the installation of state-of-the-art metering equipment, and the provision of proper market price signals should provide the incentives and the means for many of these non-participating customers to voluntarily reduce consumption and sell back to the ISO all or a portion of load at hourly market prices.    

A summary of the proposed program is included in the attached Exhibit 3.

4. Firm Power Supply From Market Sources.  EPMI engages in wholesale sales of electricity throughout the Western Interconnection, including California, and has regularly bought and sold electricity in California for more that 4 years.  

EPMI is prepared to propose a long-term power sale agreement with CDWR.  A discussion of EPMI’s current proposal is set out in the attached Exhibit 4-a.


*
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Enron appreciates the efforts the State of California is making through its recent legislative efforts to address the recent issues faced by its utilities and power consumers, and is pleased to work with CDWR in an effort to resolve these challenges.  

As we believe you will understand under the circumstances, we are very interested in determining the nature and amount of credit collateral that CDWR will be able to offer gas and energy sellers.  ENA and EPMI are prepared to discuss the nature and terms of any collateral arrangements to support future business with CDWR.

We understand you have initiated negotiations with the intent of obtaining a letter of credit to support purchases. We would appreciate receiving from CDWR any information available regarding the dollar amount of any such credit facility and how it would apply to a number of purchases in different notational amounts from different sellers.  Information regarding projections by CDWR of revenues from the California Procurement Adjustment Bonds and any other sources of revenue CDWR may have to support payment of obligations under any transactions entered into pursuant to this Response to RFB would be of particular interest to Enron.

Given the uncertainty concerning CDWR’s credit resources at this time, ENA and EPMI have proposed specific credit terms for potential gas and energy proposals.  Please refer to Exhibit 4-B for credit collateral requirements for EPMI and Exhibit 2-A for collateral requirements for ENA.  Furthermore, attached as Exhibit 4-D is the letter of credit format required for EPMI.  We look forward to reviewing these terms with you.  Similar considerations would apply to each of the other concepts set out in this Response to RFB.

The above descriptions and the attached Exhibits are provided for discussion purposes only. Neither this Response to RFB, nor any Exhibit or other attachment, correspondence or course of dealing identifies all matters upon which agreement must be reached in order for any transaction based on the concepts discussed above to be completed or for any definitive agreement to be finalized and executed.  This Response to RFB does not create and is not intended to create a binding and enforceable contract to enter into any definitive agreement, or an assurance that the parties’ negotiations will be successful or will result in any agreement whatsoever.  This Response to RFB may not be relied upon by a party as the basis for a contract by estoppel or otherwise with respect to any matter.  A binding commitment to proceed with any proposed transaction can only result from the execution and delivery of one or more definitive written agreements specifically setting forth the obligations accepted by the respective parties with respect thereto and terms and conditions associated with such obligations, and the approval of such proposed transaction by the boards of directors or other required internal approval processes by CDWR and Enron, or its affiliates,  respectively.
The terms of this Response to RFB and of the attached Exhibits are proprietary and confidential information of Enron and its affiliates.  They are provided on the understanding that CDWR will maintain the information in confidence, and will not disclose it to any person without the prior consent of Enron, or to use it for any purpose other than in connection with the evaluation and negotiation of a potential transaction with Enron.

Enron looks forward to working with CDWR in connection with the matters set forth in this Response to RFB.  Please contact me at (503) 464-3735 with any questions or comments you may have.

Thank you for your consideration of this Response to RFB.







Very truly yours,







Enron North America Corp.







Christopher F. Calger







Managing Director

Exhibit 1-A

PEF Summary of Proposed Terms

CDWR Request for Bids for Energy Purchase

(CDWR RFB E2001 – 02)

Pastoria Energy Facility

Summary
This proposal would provide for a 10 year, 750 (nominal) MW supply of unit contingent energy, delivered to SP-15 at a price of $57.50/MWh.  

Project

Description:

The Pastoria Energy Facility project (“PEF Facility”) will consist of a combined cycle natural gas-fired electric generating facility of approximately 750 (nominal) MW output currently being developed by Pastoria Energy Facility L.L.C. (“PEF”), currently a wholly-owned subsidiary of ENA, approximately 30 miles south of Bakersfield, California. The projected on-line date of the PEF Facility is September 1, 2003, or possibly as early as July, 2003.  The equipment for the PEF Facility will include two (2) islands; one consisting of two (2) GE Frame 7FA gas turbine generators operated in combined cycle with a single GE D11 steam turbine generator (“STG”), and one consisting of one GE Frame 7FA gas turbine generator operated in combined cycle with a single GE A11 steam turbine generator.  

Summary of Terms & Conditions

Term of

Power

Delivery
The term of the power delivery under the purchase agreement would be from the Commercial Operations Date (see below) through September 1, 2013.

Quantity
Nominally 750 MW of unit contingent power at average annual conditions adjusted for temperature.

Delivery

Point
Into the CA-ISO controlled grid at the Southern California Edison (“SCE”) Pastoria substation.

Energy

Payment
The Energy Payment would be a take or pay obligation by CDWR of $57.50/MWh for all of the energy produced from the Facility for the term listed above.  Energy deliveries would be unit-contingent.  PEF anticipates average unit availability of 92% during each full calendar year and at least 95% during the months of May through and including September (the “Peak Months”) of each full calendar year.  In the event that minimum availability levels were not achieved, PEF would pay liquidated damages to be agreed prior to execution of definitive agreements. 

Transmission

No transmission would be needed under this proposal, as energy is being delivered to the CA-ISO controlled grid in SP-15.
Maintenance

PEF would provide a maintenance schedule prior to December 31, 2002 for the Facility for the first full calendar year of commercial operations. Thereafter, PEF would provide CDWR with an annual maintenance schedule for the next successive calendar years on or before each December 31.  PEF would furnish CDWR with reasonable advanced notice of any changes in the annual maintenance schedule.  To the extent practical no scheduled maintenance would be performed during Peak Months.  
Performance
Security
In addition to adequate assurance of payment arranged at the onset of the transaction, if during the term there were a material adverse change in the creditworthiness of the Department of Water Resources Electric Power Fund, CDWR would provide Performance Assurance acceptable to PEF.

Commercial 

Operations

Date
If the Facility failed to achieve commercial operations as defined under the engineering, procurement and construction contract associated with the development of the Facility by September 1, 2003, other than as a result of force majeure or CDWR’s action or inaction, PEF would, at PEF’s option, provide either (a) replacement power or (b) pay mutually agreeable liquidated damages.  ENA will attempt to accelerate this schedule to the maximum extent practical, with a goal of achieving commercial operation by July 1, 2003.

Emission

Reduction

Credits
Purchased, no operating restrictions related to credits.

Milestones
PEF currently anticipates that the development of various stages of the Facility will occur on approximately the following dates.  


Major equipment purchased (gas turbines,
Complete


steam turbines, boilers, SCRs)


CEC Permit




Decision final Jan 22, 2001


PSD Permit




Expected February 2001


Interconnection Agreement


Expected to be signed on








May 1, 2001


Turnkey EPC Contract


Expected to be signed on








April 1, 2001


Start of Construction



June 1, 2001


Gas Turbines Shipped


May 1, 2002


Mechanical/Substantial Completion

August 1, 2003


Commercial Operations (see above)

September 1, 2003

Expansion

Option
At ENA’s option, the quantity of energy provided under this proposal may increase to a total nominal delivered capacity of 1,000 MW.  ENA is preparing an application to the CEC to expand the Facility by 250 MW with an expected application date of February 22, 2001 and an expected online date of July 1, 2004.  All incremental energy would be subject to the same prices and provisions listed above.  PEF has already reserved long-lead time equipment for this expansion.

Conditions 

Precedent:
Conditions precedent for the proposed transaction would include, but would not be limited to, the following:

(i) Satisfactory completion by each party of its due diligence review of all matters it deems pertinent to the proposed transaction;

(ii) Receipt by PEF and CDWR of (1) any and all necessary consents, waivers or approvals from their respective Boards of Directors or other governing bodies, by the date the definitive agreement is executed and delivered, and (2) any and all necessary consents, waivers or approvals (including the expiration of any applicable waiting period) from third parties and with respect to any regulatory or governmental authorities with jurisdiction over the facility or the proposed transaction, by the applicable date(s) set forth in the definitive agreements;

(iii) Negotiation, execution, and delivery of definitive agreements for the proposed transaction and satisfaction of all conditions therein;

(iv) PEF’s obtaining or receiving adequate assurance that it will be able to obtain, on terms satisfactory to it, rights of way, water supplies, gas transmission rights, licenses, permits, engineering, procurement and construction contracts, operating and maintenance contracts and equipment supply contracts as it deems appropriate;

(v) Such other conditions as are warranted by the parties’ due diligence review; and

(vi) Such other conditions as are usual and customary for a transaction of this nature.

The PEF Facility is in the development stage.   PEF has made certain assumptions regarding the availability and costs of material items required for the successful construction and operation of their respective facilities.  These assumptions and estimates are the basis for the price, payment structure and anticipated commercial operation date set out above.  Although PEF believes that these assumptions and estimates are commercially reasonable, changes in market conditions (including without limitation the availability, cost and timing of vital equipment, labor and contractors, and changes in capital markets), changes in the regulatory environment, and the discovery of unanticipated adverse conditions may result in changes to the terms (including without limitation pricing terms and commercial operations dates) under which the parties would be willing to consummate the proposed transaction from those set forth above.

As an alternative to the unit-specific energy sales proposed herein, at CDWR’s request PEF is prepared to provide pricing for a natural gas tolling arrangement for the PEF Facility.  Including some tolling capacity in CDWR’s generation portfolio could reduce CDWR’s average cost of power should gas prices drop in the future.  Tolling proposals for the facilities will be provided upon your request.  Please notify us immediately if CDWR is interested in receiving this tolling proposal.
THIS SUMMARY OF INDICATIVE TERMS AND CONDITIONS AS AN ATTACHMENT TO RESPONSE TO RFB SUBMITTED BY ENA ON BEHALF OF PASTORIA ENERGY FACILITY L.L.C. TO CDWR DATED FEBRUARY 6, 2001, IS NOT TO BE CONSIDERED SEPARATELY FROM THE LETTER.  NEITHER THE RESPONSE TO RFB NOR THIS ATTACHMENT IS INTENDED TO BE COMPLETE AND ALL INCLUSIVE OF THE TERMS OF THE PROPOSED TRANSACTION, NOR DOES THE RESPONSE TO RFB OR THIS ATTACHMENT CREATE A BINDING AND ENFORCEABLE CONTRACT BETWEEN OR COMMITMENT OR OFFER TO ANY PARTY OR PARTIES.

Exhibit 1-B

LVCII Summary of Proposed Terms

CDWR Request for Bids for Energy Purchase

(CDWR RFB E2001 – 02)

Las Vegas Cogeneration II, L.L.C.

Summary:

This proposal would consist of a 10 year, 211 (nominal) MW supply of unit contingent take-or-pay energy, delivered to SP-15 at a price of $73.00/MWh.  This price includes estimated transmission costs and line losses from the plant busbar to SP-15.

Project

Description:

Southwest Power, LLC, in which ENA and its affiliates are major investors, is scheduled to begin construction on May 1, 2001, of a gas-fired, electric generating facility to be located in the City of North Las Vegas, Nevada, through its wholly-owned subsidiary Las Vegas Cogeneration II, L.L.C. (“LVCII”).  The facility will be sited adjacent to the existing 54 MW Las Vegas Cogeneration Limited Partnership project that supplies power under a “QF” contract to Nevada Power Company.  The projected on-line date of the LVCII facility is September 1, 2002.  

The LVCII project will be a nominal 222-MW (at the plant busbar) natural gas fired facility consisting of two, two-on-one combined-cycle units.  Each of the units will have two GE LM 6000 PC gas turbines with Enhanced Sprint (compressor spray cooling) and one steam turbine.  The two combined-cycle units can be dispatched independently. SCR will be used to reduce NOx emissions to 2 ppmv.  A carbon monoxide catalyst will be used to lower CO emissions to 2 ppmv.

The project will be well suited for the Southwest power markets.  The design of the facility provides a faster response time, whether the plant is in a cold or hot shutdown condition, than most combined cycles due to the use of aeroderivative gas turbines, a medium pressure steam system, and a once through steam generator (“OTSG”).  Inlet cooling, mechanical chillers and fogging will minimize the drop in gas turbine output during warm ambient temperatures.  A conventional (wet) cooling tower will maintain steam turbine generator output by assuring good vacuum on the steam turbine surface condenser during the summer peak.

All major regulatory precursors to the construction of the facility are complete, all long lead-time equipment has been reserved, and the interconnection to Nevada Power Company has been defined. 

Summary of Proposed Terms & Conditions

Term
The term of the power supply agreement would begin on the commercial operation date of the facility and end September 1, 2012.

Quantity
Nominally 211 MW (after estimated transmission losses) of unit contingent power at average annual conditions adjusted for temperature. 

Delivery

Point
The SP-15 CA-ISO controlled grid at the downstream side of the Mead substation.

Energy

Payment
The Energy Payment would be a take or pay obligation by CDWR of $73/MWh for all energy produced from the Facility for the term listed above.  Pricing would be unit-contingent and is based on average unit availability of 90% during each full calendar year and at least 95% during the months of May through and including September (the “Peak Months”) of each full calendar year.  In the event that minimum availability levels were not achieved, LVCII would be obligated to pay mutually agreeable liquidated damages. 

Transmission
The Energy Payment includes the cost of transmission and losses to deliver the power to SP-15, based on LVCII’s current understanding of transmission costs and estimated losses.  To the extent such charges, congestion and transmission losses to deliver the power from the facility busbar to SP-15 are different that LVCII’s estimate set forth below, the incremental costs or savings will be a pass-through to CDWR. LVCII understands that Nevada Power Company’s current firm hourly tariff for delivery to Mead Substation is $2.90/MWh for peak power and $1.70/MWh for non-peak power.  In addition, LVCII estimates that ancillary service charges of approximately $0.70/MWh would be incurred with respect to deliveries to Mead Substation.  



LVCII has submitted a request for one year’s firm transmission capacity for the facility’s power from the facility to Mead Substation.  LVCII would consider assigning this transmission reservation at CDWR’s expense, should CDWR elect to purchase power at the facility busbar. LVCII expects that the transmission reservation would be renewable each year, subject to price adjustments for then-applicable transmission rates imposed by Nevada Power Company or any successor transmission provider.  LVCII estimates that approximately a 5% electric energy line loss would be incurred in moving the power from Mead to SP-15 in connection with firm transportation.  This loss assumption is reflected in the 211 MW being offered, when compared with the 222 MW (nominal) output of the facility at the plant busbar.

For clarity, the definitive agreement will provide for a plant busbar price for 222 MW at the facility’s point of interconnection with Nevada Power Company’s transmission system.
Maintenance

LVCII would provide a maintenance schedule for the Facility for the first full calendar year of commercial operations prior to February 1, 2002. Thereafter, LVCII would provide CDWR with an annual maintenance schedule for the next successive calendar year on or before each December 31.  LVCII would furnish CDWR with reasonable advanced notice of any changes in the annual maintenance schedule.  To the extent practical no scheduled maintenance would be performed during peak months.  
Performance
Security
In addition to adequate assurance of payment arranged at the onset of the transaction, if during the term there were a material adverse change in the credit worthiness of the Department of Water Resources Electric Power Fund, CDWR would provide Performance Assurance acceptable to LVCII.

Commercial 

Operations

Date
If the Facility failed to achieve commercial operations (as defined under the engineering, procurement and construction contract associated with the development of the Facility) by September 1, 2002, other than as a result of force majeure or CDWR’s action or inaction, LVCII would, at LVCII’s option, provide either (a) replacement power or (b) pay mutually agreeable liquidated damages.

Emission

Reduction

Credits
Purchased, no operating restrictions related to credits.  Note that the annual availability factor is limited to 90% due to permit restrictions imposed by Clark County, Nevada.

Milestones
LVCII currently anticipates that the development of various stages of the Facility will occur on approximately the following dates.  


Facility Site Permit



Completed August 2000


Air Permit




Completed November 2000


Interconnection Agreement


Expected to be signed on








March 1, 2001


Turnkey EPC Contract


Expected to be signed on








April 1, 2001


Start of Construction



May 1, 2001


Gas Turbines Shipped


October 1, 2001


Mechanical/Substantial Completion

August 1, 2002


Commercial Operations


September 1, 2002

Conditions 

Precedent:
Conditions precedent for the proposed transaction would include, but would not be limited to, the following:

(i) Satisfactory completion by each party of its due diligence review of all matters it deems pertinent to the proposed transaction;

(ii) Receipt by LVCII and CDWR of (1) any and all necessary consents, waivers or approvals from their respective Boards of Directors or other governing bodies, by the date the definitive agreement is executed and delivered, and (2) any and all necessary consents, waivers or approvals (including the expiration of any applicable waiting period) from third parties and with respect to any regulatory or governmental authorities with jurisdiction over the facility or the proposed transaction, by the applicable date(s) set forth in the definitive agreements;

(iii) Negotiation, execution, and delivery of definitive agreements for the proposed transaction and satisfaction of all conditions therein;

(iv) LVCII’s obtaining or receiving adequate assurance that it will be able to obtain, on terms satisfactory to it, rights of way, water supplies, gas transmission rights, licenses, permits, engineering, procurement and construction contracts, emissions credits, wastewater discharge rights, operating and maintenance contracts and equipment supply contracts as it deems appropriate;

(v) Such other conditions as are warranted by the parties’ due diligence review; and

(vi) Such other conditions as are usual and customary for a transaction of this nature.

The LVCII facility is in the development stage.   LVCII has made certain assumptions regarding the availability and costs of material items required for the successful construction and operation of their respective facilities.  These assumptions and estimates are the basis for the price, payment structure and anticipated commercial operation date set out above.  Although LVCII believes that these assumptions and estimates are commercially reasonable, changes in market conditions (including without limitation the availability, cost and timing of vital equipment, labor and contractors, and changes in capital markets), changes in the regulatory environment, and the discovery of unanticipated adverse conditions may result in changes to the terms (including without limitation pricing terms and commercial operations dates) under which the parties would be willing to consummate the proposed transaction from those set forth above.

As an alternative to the unit-specific energy sales proposed herein, at CDWR’s request LVCII is prepared to provide pricing for a natural gas tolling arrangement for the LVCII facility.  Including some tolling capacity in CDWR’s generation portfolio could reduce CDWR’s average cost of power should gas prices drop in the future.  Tolling proposals for the facilities will be provided upon your request.  Please notify us immediately if CDWR is interested in receiving this tolling proposal.
THIS SUMMARY OF INDICATIVE TERMS AND CONDITIONS AS AN ATTACHMENT TO RESPONSE TO RFB SUBMITTED BY ENA ON BEHALF OF LAS VEGAS COGENERATION II, L.L.C. TO CDWR DATED FEBRUARY 6, 2001, IS NOT TO BE CONSIDERED SEPARATELY FROM THE LETTER.  NEITHER THE RESPONSE TO RFB NOR THIS ATTACHMENT IS INTENDED TO BE COMPLETE AND ALL INCLUSIVE OF THE TERMS OF THE PROPOSED TRANSACTION, NOR DOES THE RESPONSE TO RFB OR THIS ATTACHMENT CREATE A BINDING AND ENFORCEABLE CONTRACT BETWEEN OR COMMITMENT OR OFFER TO ANY PARTY OR PARTIES.

Exhibit 2-A

Sample Terms for 

Fixed Price Financial Gas Hedge

ENA proposes to provide financial gas swaps, based on market indexes, at the primary locations for physical delivery of gas to the California border.  For example, CDWR can purchase physical gas supply, on an index basis, for delivery at the Socal border location of El Paso Pipeline, Topock.  Utilizing the financial swap with ENA, CDWR would “swap” the Index price with ENA whereby ENA would pay CDWR the Index price, which would be passed to the physical gas supplier,  and CDWR would in return pay ENA a fixed price.  The result of this transaction would effectively lock in fixed price physical supply at the desired physical delivery location.

Enron understands that a “blueprint” proposal is under consideration by California QF operators and investor-owned utilities to reform the California Pub. Util. Code Section 390 to, among other things, stabilize California electricity rates at reasonable levels and bolster the commercial and operating viability of California’s QF generation resources.   Implicit in these discussions is the use of a “portfolio manager” to procure gas on behalf of the gas fired QFs.  The use of a broad based financial swap would be an effective means to establish price stability for a portfolio of QF assets.

Implicit within the SRAC energy formula is a California Border gas index price.  As described above, a financial gas swap can be utilized to “swap” the floating based index price for fixed based gas price.  ENA’s proposal can be implemented quickly, eliminates the effect of sudden negative market moves and appears to be capable of implementation without substantial negotiation or required approvals from QF owners and lenders.  In addition, by allowing QF operators to maintain existing SRAC payments, it supports the QFs’ ongoing viability and preserves the existing gas procurement relations and operating flexibility. For example, a financial gas hedge for 100,000 MMBtu/d would effectively hedge approximately 400 MWs of SRAC based energy payments at a fixed price of $ 62.80/ MWh for a period of 10 years based upon an implied heat rate of 10,000 Btu/kWh.

Notional pricing for a gas swap transaction of 100,000 MMBtu/day (based on pricing in effect February 6, 2001) is set forth below.  Pricing is subject to change.






Proposed  Term

100,000 MMBtu/d


Mar 01 – 1 yr

$ 8.65


Mar 01 – 5 yr

$ 6.76


Mar 01 – 10 yr

$ 6.28


General Swap Terms:

Notional Quantity per

Calculation Period:


100,000 MMBtu multiplied by the number of days in the relevant Calculation Period.



Commodity:

Commodity Unit:


Natural Gas

MMBtu (One Million British Thermal Units)

Trade Date:
TBD



Calculation Peridod(s):
Each calendar month beginning with March 01, 2001 and ending February 28, 2011



Payment Date(s):
The fifth (5th) Business Day succeeding the last Pricing Date for the applicable Calculation Period.



Fixed Amount Details:

Fixed Price Payer:

Fixed Price:
California Department of Water Resources

$ 6.28 per MMBtu



Floating Amount Details:

Floating Price Payer:

Floating Price and

Pricing Date(s):
Enron North America

The Southern California Border Index price for delivery during the applicable Determination Period in the “Bidweek Survey” section of the Natural Gas Intelligence Spot Market Report published during the applicable Determination Period.

REQUIRED CREDIT/COLLATERAL TERMS FOR TRANSACTION TO BE CONFIRMED UNDER ISDA MASTER SWAP AGREEMENT BETWEEN ENRON NORTH AMERICA CORP. AND DEPARTMENT OF WATER RESOURCES, A DIVISION OF THE STATE OF CALIFORNIA.




Independent Amount(s) for possible transactions are as follows:




TERM:


Cash/Letter of Credit Requirements 




for transactions of 100,000 MMBtu/d

3/01/01 to 2/28/02
(one yr)

$7,500,000 

3/01/01 to 2/28/06
(five yrs)

$30,000,000 

3/01/01 to 2/28/11
(ten yrs)

$50,000,000 

THIS SUMMARY OF INDICATIVE TERMS AND CONDITIONS AS AN ATTACHMENT TO RESPONSE TO RFB SUBMITTED BY ENA TO CDWR DATED FEBRUARY 6, 2001, IS NOT TO BE CONSIDERED SEPARATELY FROM THE LETTER.  NEITHER THE RESPONSE TO RFB NOR THIS ATTACHMENT IS INTENDED TO BE COMPLETE AND ALL INCLUSIVE OF THE TERMS OF THE PROPOSED TRANSACTION, NOR DOES THE RESPONSE TO RFB OR THIS ATTACHMENT CREATE A BINDING AND ENFORCEABLE CONTRACT BETWEEN OR COMMITMENT OR OFFER TO ANY PARTY OR PARTIES.

Exhibit 2-B

Natural Gas Intelligence Monthly Index (Sample)

Exhibit 2-C

Form of ISDA Master Agreement

And ISDA Credit Support Annex

Exhibit 3

Voluntary Hourly Demand-Response Proposal

Voluntary Curtailment Program Summary

Enron Energy Services (EES) would develop and assist CDWR to implement a voluntary curtailment program, summarized below.

The key elements of this program would be (i) the ability to efficiently aggregate customer loads, (ii) the provision of appropriate market price signals, (iii) deployment of a measurement and verification system for baseline and demand responses; and (iv) a mechanism for energy service providers (“ESP”) to obtain payments for voluntary curtailments.  

Implementation of a market based demand response program requires open customer access to the following key elements:

· An internet based hour-ahead price posting system to track the market price for hour-ahead power in real time. 

· Real-time metering systems for baseline demand and voluntarily curtailment verification.

· Settlement process that allows for market clearing prices of energy to be paid for load reduction (“Negawatts”).


EES is prepared to provide technology solutions for metering/verification.   Access to the customer meters for non-utility ESPs for collection of real-time metering would greatly speed up the implementation of these measurement and verification systems to all size commercial customers. 

Current systems are available on the market that could provide the appropriate price signals.  The systems need to be expanded to allow settlement of Negawatts at the same price as the hour-ahead per megawatt energy price.

This proposed system is fundamentally different than currently proposed ISO programs because it is not solely reliability based.  It is a market-based system that integrates price signals with customers desire for reliable power into a very powerful model for the state of California.

EES proposes that funding for the program would be generated by “access fees” paid by ESP’s that aggregate voluntary demand responses.  Payment of the fees would entitle the ESP to receive hour-ahead payments for voluntary curtailments from the ISO. The access fees would help fund the price posting system and intelligent metering equipment for verification of curtailments, and could potentially be used as well as be used defray some of the cost of purchased power for all customers.  

ESP’s would negotiate compensation for voluntary curtailments with their individual customers.

The potential benefits of an effective demand response program would include:

· “creation” of additional summer peaking capacity in California, particularly in the short term, without requiring construction of additional generation resources.

· reduction of  peak or super-peak load on the over-stressed California electric system, thus potentially reducing the overall cost of electricity in the state.

· fostering of demand elasticity without subjecting customers to the full risk of hourly market price volatility by passing market price signals to customers and allowing them to voluntarily shed load and be compensated for responding. 

If the program were initiated promptly, Access Fees could exceed $150 million in 2001 and $500 million by Summer, 2002.  This is based on EES’ estimate that it could generate a summer 2001 on-peak demand response in excess of 400 MW during certain high cost hours, and a demand response for summer 2002 on-peak hours that could exceed 1000 MW.  We further estimate that the market response to this program from all ESPs who would also pay Access Fees could be 2 to 3 times that amount.  EES recommends that the State of California provide rebates directly to customers to fund the installation of advanced metering and control systems that would support load curtailment implementation.

THIS SUMMARY OF INDICATIVE TERMS AND CONDITIONS AS AN ATTACHMENT TO RESPONSE TO RFB SUBMITTED BY ENA ON BEHALF OF EES TO CDWR DATED FEBRUARY 6, 2001, IS NOT TO BE CONSIDERED SEPARATELY FROM THE LETTER.  NEITHER THE RESPONSE TO RFB NOR THIS ATTACHMENT IS INTENDED TO BE COMPLETE AND ALL INCLUSIVE OF THE TERMS OF THE PROPOSED TRANSACTION, NOR DOES THE RESPONSE TO RFB OR THIS ATTACHMENT CREATE A BINDING AND ENFORCEABLE CONTRACT BETWEEN OR COMMITMENT OR OFFER TO ANY PARTY OR PARTIES.

Exhibit 4-A

Market-Based Firm Trading Products

Introduction

Enron Power Marketing, Inc. (EPMI) appreciates the opportunity to respond to the California Department of Water Resources (CDWR) Request for Bids (RFB) for Energy Purchase (CDWR RFB E2001-02, dated February 2, 2001).  This section of the Enron response has been prepared by the EPMI West Power Trading group in Portland, Oregon.  The indicative price quotes provided herein are not offers and will not be held open for 7 days from the closing date of this RFB, as requested in the RFB.  Any contractual obligation between EPMI and CDWR will only be created upon execution of contracts and resolution of certain issues, as discussed herein, concerning CDWR’s legislative authority and financial capability to support energy purchase transactions as envisioned by the RFB.  

EPMI responded to the CDWR RFB E2001-01, dated January 31, 2001.  In that response, we provided indicative price quotes and pointed out the legal and credit-related barriers that were preventing our entering into an energy purchase agreement at that time.  We also stated that EPMI was not a generator with a physical asset in California as requested by the RFB and it was not clear if EPMI is a qualified participant in the process.  We have also indicated a preference regarding the legal documentation to be used to evidence any and all contracts between EPMI and CDWR.  So far, CDWR has not responded to our request to resolve these legal and credit issues.  It is possible there is still time to allow EPMI and CDWR to enter into a forward price transaction as a result of this RFB.  More importantly, EPMI seeks to resolve these issues to establish a platform for future business.  We have not been able to identify an individual at CDWR who could help us accomplish this objective.  It would be greatly appreciated if CDWR would contact us to resolve these issues as a result of this RFB. 

Legislative Authority
It is our understanding that this RFB has been issued solely pursuant to the authority contained in ABX1, as enrolled and executed by Governor Davis.  We recognize that the implementation procedures and requirements set forth in or required by ABX1 will take a period of time to be finalized.  We also recognize that the final form of those implementation procedures and requirements will have a material effect on ABX1’s ability to accomplish its intended purposes in a commercially reasonable manner.  

We have concerns that the intended ability and authority of CDWR to impose and collect fees, charges and other revenues in amounts and at times which will pay in a timely manner all of the costs and expenses of CDWR listed in Section 80134 of ABX1 may not be self-executing.  In particular, it appears that action of the California Public Utility Commission (Commission) is required to set the rates, fees and charges required to allow CDWR to pay in a timely manner the costs and expenses of CDWR listed in Section 80134.  Any opinion or clarification by CDWR that it indeed has ability to assure revenues to cover its costs is a necessary condition for going forward. We would also like to have included in any contracts between EPMI and CDWR adequate assurance that regulatory action beyond CDWR’s authority to take or control that those rates, fees and charges will not be reduced below the stipulated level during the term of any contracts between EPMI and CDWR.  Until these uncertainties are resolved we do not believe that EPMI will be in a position to reasonably and fully assess the actual legal and credit risk environment of entering into long-term contracts with CDWR.  Some accommodation for this situation can be crafted prior to the completion of implementation procedures and requirements and Commission action.  Such an accommodation would require that certain early termination provisions consistent with the EEI master agreement be included in contracts with CDWR which would allow EPMI to terminate such contracts upon a determination by EPMI that an implementation or regulatory situation or action exists or comes into existence which in EPMI’s reasonable business judgment creates a material risk that CDWR will not be able to collect the full amounts necessary to pay the costs and expenses listed in Section 80134 in full as and when due.  

Master Agreement

The RFB states that, “CDWR contemplates that the energy purchase agreements shall be in accordance with and subject to the terms and conditions of the attached Agreement which may be modified by CDWR for purposes of this solicitation.”  In our previous response to the RFB, EPMI indicated that it typically strives to utilize the Edison Electric Institute (EEI) Master Agreement.  EPMI would be willing to provide proposed changes to the CDWR Standard Firm Energy Purchase Agreement (CDWR Agreement) for your consideration.  We would prefer, however, working toward execution of an EEI contract.  In any case, such master agreement should be signed prior to any offers being discussed so that an understanding of the basic contractual arrangement between the two parties is understood.  We would appreciate CDWR ’s assistance in executing a master agreement with EPMI.  A pro forma EEI Master Agreement is attached as Exhibit 4-C.  Please identify an individual at CDWR who could work with us toward the goal of executing an EEI Master Agreement. 

Market-Based Trading Products tc "Long-Term Products " \l 2
Given the volatility in forward price markets and the fact that EPMI is not an owner of physical generation assets in California, as we stated in our previous RFB response, the CDWR request to hold bids open for seven days creates additional risks that will affect the prices offered.  EPMI respectfully requests that in future RFBs, CDWR specify that prices only need to be left open for a few hours.

Current indicative prices are shown in the table set forth below.  Please note that these are not offers, but represent EPMI’s observations of forward market prices at this time.  

Block Size
25 MW





NP15

SP-15



Peak
Flat
Peak
Flat

3/1/01 to 12/31/01
242.00
210.00
240.00
193.00

3/1/01 to 12/31/02
187.00
162.00
182.00
150.00

3/1/01 to 12/31/05
122.00
108.00
120.00
102.00

3/1/01 to 12/31/10
94.00
87.00
91.50
81.00

Block Size
50 MW





NP15

SP-15



Peak
Flat
Peak
Flat

3/1/01 to 12/31/01
242.00
210.00
240.00
193.00

3/1/01 to 12/31/02
187.00
162.00
182.00
150.00

3/1/01 to 12/31/05
122.00
108.00
120.00
102.00

3/1/01 to 12/31/10
94.00
87.00
91.50
81.00

Block Size
100 MW





NP15

SP-15



Peak
Flat
Peak
Flat

3/1/01 to 12/31/01
250.00
215.00
248.00
198.00

3/1/01 to 12/31/02
190.00
165.00
185.00
153.00

3/1/01 to 12/31/05
124.00
113.00
122.00
104.00

3/1/01 to 12/31/10
95.00
90.00
92.50
82.00

Block Size
200 MW





NP15

SP-15



Peak
Flat
Peak
Flat

3/1/01 to 12/31/01
255.00
219.00
253.00
202.00

3/1/01 to 12/31/02
195.00
171.00
190.00
158.00

3/1/01 to 12/31/05
127.00
116.00
125.00
107.00

3/1/01 to 12/31/10
97.00
92.00
94.50
84.00

(1)  The pricing proposed in this table is indicative only.  EPMI is not holding Pricing open as a legally binding offer.  EPMI expressly reserves the right to change the pricing in this Term Sheet at any time and shall only be bound to any pricing upon execution of a mutually-acceptable definitive written agreement.





EPMI looks forward to working with CDWR on an ongoing basis. 

Exhibit 4-B

Credit Terms

For Firm Power Transactions

Power Credit/Collateral (Cash/Letter of Credit) Requirements for RFB





Independent Amounts for possible transactions to be confirmed under EEI Master Power Purchase & Sale Agreement





Block Size
25 MW





NP15

SP-15



Peak
Flat
Peak
Flat

3/1/01 to 12/31/01
 $      10,554,248 
 $   10,892,639 
 $     10,622,363 
 $         9,799,874 

3/1/01 to 12/31/02
 $        9,916,323 
 $   10,635,860 
 $       9,739,748 
 $       10,032,038 

3/1/01 to 12/31/05
 $      19,461,584 
 $   21,343,858 
 $     19,176,245 
 $       21,237,556 

3/1/01 to 12/31/10
 $      18,128,224 
 $   24,117,116 
 $     15,088,679 
 $       19,480,293 

Block Size
50 MW





NP15

SP-15



Peak
Flat
Peak
Flat

3/1/01 to 12/31/01
 $      16,108,496 
 $   16,785,269 
 $     16,244,726 
 $       14,599,743 

3/1/01 to 12/31/02
 $      14,832,642 
 $   16,271,726 
 $     14,479,492 
 $       15,064,080 

3/1/01 to 12/31/05
 $      23,923,167 
 $   27,687,720 
 $     23,352,489 
 $       27,475,117 

3/1/01 to 12/31/10
 $      21,256,448 
 $   33,234,236 
 $     15,177,357 
 $       23,960,587 

Block Size
100 MW





NP15

SP-15



Peak
Flat
Peak
Flat

3/1/01 to 12/31/01
 $      36,074,291 
 $   37,548,781 
 $     36,346,750 
 $       33,177,726 

3/1/01 to 12/31/02
 $      32,476,358 
 $   37,363,665 
 $     31,770,058 
 $       34,948,375 

3/1/01 to 12/31/05
 $      42,161,481 
 $   64,290,129 
 $     41,020,125 
 $       52,516,110 

3/1/01 to 12/31/10
 $      36,261,794 
 $   76,335,570 
 $     24,103,615 
 $       44,543,540 

Block Size
200 MW





NP15

SP-15



Peak
Flat
Peak
Flat

3/1/01 to 12/31/01
 $      66,970,230 
 $   71,462,739 
 $     67,515,150 
 $       62,720,629 

3/1/01 to 12/31/02
 $      64,322,932 
 $   84,008,186 
 $     62,910,333 
 $       75,964,130 

3/1/01 to 12/31/05
 $      77,268,421 
 $ 131,277,887 
 $     74,985,708 
 $     107,729,848 

3/1/01 to 12/31/10
 $      67,519,183 
 $ 159,160,604 
 $     43,202,826 
 $       95,576,544 

Exhibit 4-C

Form of EEI Master

Exhibit 4-D

Form of Letter of Credit

