Confidential

Term Sheet for 
Proposed Transaction
Between

Duke Energy Trading and Marketing, LLC (“Shipper”)
And
Transwestern Pipeline Company ("Transporter”)


PROJECT SCOPE:	Transwestern Pipeline Company proposes to modify is existing mainline and lateral facilities, subject to all local, state, and Federal approvals, to enable Transwestern to deliver gas from the San Juan Basin to Phoenix, Arizona and to the California border  (the Sun Devil Project”).  The proposed project will enable Transwestern to deliver an incremental 780,000 MMBtu/day from the Blanco Hub located in San Juan County, NM to the Thoreau area, an incremental 310,000 MMBtu/day from Thoreau to the California Border, and an incremental 500,000 MMBtu/day from Thoreau to delivery points near Phoenix, AZ.


GENERAL DESCRIPTION OF TRANSACTION:  Set forth below are the general terms and conditions of a proposed transaction (“Proposed Transaction”) between Shipper and Transporter pursuant to which Transporter would deliver natural gas from production areas to market areas on behalf of Shipper:

Transporter:	Transporter will provide the necessary pipeline capacity for the delivery of Shipper’s natural gas, up to and including Shipper’s Maximum Daily Quantity (MDQ) 

Shipper:	Shipper will purchase natural gas transportation capacity from Transporter.
	
Max Daily Quantity:	100,000 MMBtu

Ratable Hourly Quantity:	    4,167 MMBtu

Max Hourly Quantity:	    5,000 MMBtu (not to exceed Max Daily Quantity)
 
Contract Rate:
	$/MMBtu*
	MHQ effective Rate
	Contract Year

	$0.5525
	$0.4605
	1 – 5

	$0.5900
	$0.4917
	6 - 10

	+ 1.5% annual
	
	11 - 30


	*exclusive of AGA & GRI surcharges

Fuel Rate:	4.75% of all nominated quantities

Delivery Term:	30 years from the date of commercial availability of Transporter’s Sun Devil Pipeline project, anticipated to occur during the second calendar quarter of 2004.


Primary Delivery Points:	Mutually agreed delivery points in the Phoenix, AZ area including:
· Copper Eagle gas storage facility (when commercially available)
· Interconnect with El Paso (EPNG) South System near milepost 618, upstream of EPNG Gila compressor station.


Primary Receipt Points:	Mutually agreed receipt points including:
· Transporter’s San Juan Basin Pool.  
· Copper Eagle gas storage facility


Services:	1.	Shipper shall have Primary Firm delivery rights at all of Transporter’s California Border delivery points, up to an aggregate MDQ of 50,000 MMBtu/day, subject to takeaway capability.
2. With 12-hour prior notice, Shipper shall have the ability to receive up to the Max Hourly Quantity at the EPNG interconnect point only, but shall not exceed the MDQ. 
3. Shipper shall have the ability to nominate up to 50,000 MMBtu/day of alternate receipts (backhaul) on Transporter’s system at the TW/EPNG interconnect in the Phoenix area.
4. Shipper shall have alternate receipt and delivery capability anywhere on Transporter’s system at the Contract Rate.
5. Shipper shall have the right to direct Transporter to expand Transporter’s Phoenix lateral to serve any future demand required by Shipper at mutually agreeable terms and conditions.


DEFINITIVE AGREEMENT:  The definitive agreement relating to the Proposed Transaction would include, among other provisions required by the parties, the following terms and conditions:
General Terms and
Conditions:	The definitive agreement for this transaction would contain appropriate provisions for a transaction of this type, including without limitation, provisions relating to representations and warranties, events of default, liquidated damages, credit terms, taxes, transition costs and force majeure.

Limitation of Damages:	In no event will either party be liable for consequential, incidental, punitive, exemplary or indirect damages.

CONFIDENTIALITY:
The existence of this Term Sheet and all terms and conditions contained herein are confidential between Transporter and Shipper and their duly appointed representatives and shall not be disclosed to any third parties.


Consummation of any transaction is subject to, among other matters, the following conditions:  (i) receipt of all necessary or advisable Federal and State regulatory approvals or other approvals (ii) approval by the Board of Directors of Transporter and if applicable, its affiliates, and (iii) negotiation, execution and delivery of a definitive agreement.
Jkh:sundevil\Duke term_sheet	Page 2 of 2
