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Date:
October 25, 2000

To:
Richard Sanders, Shari Stack

CC:
Tim Belden

From:
Chris Foster

Subject:
CanFibre Termination Calculation 

With regard to the Power Agreement dated July 10, 1997, between EPMI and CanFibre (“Agreement”), we have set the Early Termination Date as 5 Business Days from the date CanFibre’s receipt of the attached letter (Exhibit A), which would be October 31, 2000, unless termination was deemed to occur earlier.  In the situation at hand, CanFibre filed for bankruptcy protection on October 24 and the Agreement provides for the automatic termination of the Agreement upon the occurrence of a bankruptcy event. Thus, the Termination Date is likely to be the date of the bankruptcy filing (October 24), rather than October 31.  

Pursuant to Section 9.2 of the Agreement, in the event of early termination of the Agreement, the Non-Defaulting Party (in this case EPMI) calculates the Termination Payment.  According to the procedure set forth in the Agreement, once a Termination Date is established, the Non-Defaulting Party (EPMI) shall take its Gains, Losses and Costs resulting from the termination of the obligations under the Agreement and consolidate this into a single amount. This amount is determined by comparing the value of the remaining Contract Term, Contract Quantity and Contract Price under the Agreement had it not been terminated, to the equivalent term, quantity and price which are either quoted by a bona fide third party offer or are reasonably expected to be available in the market under a replacement contract for the Agreement.  If the Non-Defaulting Party’s aggregate Losses and Costs exceed its Gains, this excess amount is the Termination Payment that would be owed by the Defaulting Party. On the other hand, if the Non-Defaulting Party’s Gains exceed its aggregate Losses and Costs, the Termination Payment is deemed equal to 0.  In CanFibre’s case, the calculation I have arrived at has our Gains exceeding our aggregate Losses and Costs, thus the Termination Payment would be 0.

As indicated on the attached spreadsheet (Exhibit B), EPMI calculates that our aggregate Losses and Costs are $567,921, while our Gains are $4,045,028.31.  The spreadsheet compares, for each month for the remaining Contract Term, the Contract Price to the market price.  The market price is assumed to be EPMI’s forward price curve for the SP-15 delivery point as of the close of business on October 25.  This price represents the price at which it is reasonable to assume EPMI could replace the CanFibre transaction.  If the Contract Price is higher than the market price, the monthly cash flow is indicated as a positive number.  For these months, termination of the CanFibre transaction is a loss or cost in our calculations.  If the Contract Price is below the market price the monthly cash flow is indicated as a negative number.  For these months, Termination of the CanFibre transaction will benefit EPMI.  The monthly amounts are adjusted to determine net present value and summed.  As the sum of all the monthly cash flow figures is negative, this indicates that termination of this Agreement will result in a mark-to-market gain to EPMI of $3,477,886.  As this is a benefit to EPMI, the Termination payment is 0.

This analysis is based on the following assumptions: 

1. To fulfill its obligations under the Agreement, EPMI would have continued purchasing energy from Southern California Edison until March 31, 2002.

2. CanFibre would take 9 MW/hr under the Agreement.

3. The EPMI forward curve for the SP-15 Delivery Point as of the close of business on October 24, reasonably represents the future value of energy in SP-15.

4. Transmission costs from SP-15 to the busbar of CanFibre is $5.00/MWhr.

5. The discount rate for the net present value calculations is LIBOR (London Inter-bank Offer Rate).

Current outstanding accounts receivable from CanFibre are $530,732.98 as indicated in the attached spreadsheet labeled Exhibit C.  It is my understanding that ENA Legal will be managing the possible recovery of these amounts.

