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Proposal to

Morgan Stanley Dean Witter

by

Enron North America Corp.

January 3, 2001

Parties:

Morgan Stanley Dean Witter (“MSDW”)





Enron North America Corp. (“ENA”)

Description of Transaction

This proposal contemplates the creation of an independent load serving entity (“LSE”) special purpose vehicle (“SPV”) and a corresponding control area that would manage MSDW’s obligation to serve Oglethorpe load, manage MSDW’s Georgia ITS rights, and economically dispatch certain generation resources.  The SPV will be co-owned by MSDW and ENA such that the equity owners will share the incremental economic benefits resulting from the formation and operation of the SPV.  It is anticipated that the SPV will economically benefit from its parking and lending rights and LSE transmission rights which include access to the Capacity Benefit Margin.

Term

The formation of the SPV and operation of the control area will begin in the second quarter of 2001 and continue through December 31, 2005.  The initial term may be extended or terminated by mutual agreement.  The parties acknowledge that regulatory and market changes may negate the benefits that MSDW and/or ENA expects to gain from this relationship and the affected party may be entitled to terminate or receive additional compensation. 

Quantity

The initial SPV will be set up to serve [4000]MW of load.  

Party Contributions

MSDW shall provide the SPV with the generation capacity, transmission capacity at the GITS interfaces, ancillary services and the energy required to meet its load obligation. 

ENA shall establish and permit a control area to incorporate MSDW’s load, generation resources and transmission agreements.  ENA shall provide all control area services to the SPV including economic dispatch, transmission scheduling, tagging, back office services, etc.

ENA and MSDW shall finalize a budget to establish and operate the control area.  The SPV will contract with ENA to provide these control area services; however the economic benefits of ancillary products such as parking, lending, incremental transmission sales, and excess power sales accrue to the benefit of the SPV.  The SPV shall operate independently of MSDW and ENA and will offer these services to third parties at market.   

Attachment A outlines additional activities/responsibilities.  

Key Issues 

The benefits of this transaction are predicated on the following:

· formation of an independent load serving entity and control area

· monetization of incremental value resulting from parking and lending opportunities, sale of unused transmission rights on  the GITS and access to incremental firm transmission

· neutral to low cost compliance of control area obligations and LSE responsibilities via existing GITS rights, existing generation entitlements and ENA’s existing control area infrastructure

· duration of existing regulatory environment sufficient to justify incremental costs  

Confidentiality

All terms and conditions of this Proposal are confidential between MSDW and ENA and their duly appointed agents.

This Proposal is for discussion purposes only to facilitate the negotiation, preparation, and execution of definitive agreements. This is not an offer or commitment of ENA or any of its affiliates to enter into any transaction. The transaction described herein is subject to further review and approval of the Boards of Directors of both ENA and MSDW, and execution of definitive agreements containing all appropriate provisions, including those related to credit and limitation of damages and remedies.

Attachment A

Major Activities 
MSDW
ENA

Control area responsibilities
Define load delivery points, transmission services, interfaces and generation resources.  
Propose budget for control area services that will include IT requirements and regulatory requirements such as ancillary services and reserves.  

Incremental transmission
Decide on quantity of incremental transmission requirement. 
Request transmission from provider(s).

SPV 
Agree on ownership structure, control structure, cost structure, operating parameters, etc.  Incremental cost/benefit to be shared by SPV owners.  Base cost/benefits to be allocated to affected party.
Same 

Asset accounting option
Potential accounting benefit to having SPV own an asset(s) and return market-based, system-contingent contracts.  Determine assets and resulting agreements to owner. 
Same

GITS 
Negotiate required legal or procedural changes to ensure that existing network service rights conform with control area obligations.
Inform MSDW of necessary legal or procedural changes to incorporate existing transmission rights.



Plant/generation entitlement operations
Negotiate contractual, IT and scheduling changes to allow dispatch of generation resources/ entitlements by the control area.  This includes ramping and sharing reserves.   
Provide MSDW with requirements regarding generation services to meet control area requirements and IT specifications for integration. 
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