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Proposal Summary
Enron North America Corp. (“ENA”) is proposing a pressurization service to satisfy the base gas needs of Falcon Gas Storage (“Falcon”) at its Hill Lake Storage Facility (“Hill Lake”) in Eastland County, TX.  ENA has structured the following notional terms based on certain assumptions, which are presented in the body of this proposal.  The terms in this proposal are non-binding and are intended for discussion purposes solely between ENA and Falcon.


Commercial Terms of the Bundled Service
This Agreement is intended to set forth certain basic terms to serve as a basis for further discussions and negotiations between the Parties with respect to the pressurization service.  The matters set forth in this proposal 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 agreement(s) and the satisfaction of the conditions set forth therein, including the approval of such agreements by each Party.  The notional terms in this document reflect services that ENA is proposing to Falcon. 

Contract Terms
This proposal is made by ENA, a Delaware corporation, for the purpose of evaluating the possibility of Falcon contracting with ENA for the provision of pressure through base gas for Hill Lake.  ENA would provide gas to Falcon solely for the purpose of providing pressure for Hill Lake.

For discussion purposes only, and subject to commercial acceptance of the terms by Falcon, ENA is presenting two alternative (and mutually exclusive) proposals to fulfill the pressure needs of Hill Lake.

Proposal 1
1. Amount of Base Gas.  2.0 Bcf.  This is an estimated amount, and it is understood that the exact quantity may vary and will be subject to negotiation between ENA and Falcon.
2. Delivery of Gas.  ENA shall deliver gas to Falcon at the Hill Lake meter on the Lone Star WA line starting on October 1, 2001 and ending November 30, 2001 on an equally prorated basis during the 61 days here concerned.
3. Redelivery of Gas.  Falcon shall redeliver gas to ENA at the meter where Falcon’s prospective lateral connects to the Lone Star X line starting on January 1, 2004 and ending on January 31, 2004 on an equally prorated basis during the 31 days here concerned.
4. Price.  ENA shall charge Falcon a fee for the service of providing pressure to Hill Lake through the use of ENA’s gas.  This fee has been set at $175,000 paid up front upon signing of the definitive agreements governing this transaction.  This fee is subject to change based upon ENA’s credit review.  $100,000 shall be returned to Falcon if by December 15, 2001 Falcon presents documents to ENA that prove that Falcon has (a) completed a 20-inch, 1200 psig MAOP lateral connecting Hill Lake to the 36-inch Lone Star X line and (b) added 4,500 hp of compression to Hill Lake.  In addition, ENA shall not be liable to Falcon for the costs, if any, of maintaining or injecting ENA’s gas into Hill Lake.
5. Use of Gas.  Falcon may not use ENA’s gas for any purpose other than to provide pressure to Hill Lake.  Falcon may not sell, loan, mortgage, or otherwise place a lien on ENA’s gas.  ENA may, but will not be required to, agree to allow Falcon to use ENA’s gas for purposes other than to provide pressure to Hill Lake.  In the event that ENA agrees to any such arrangement, ENA reserves the right to negotiate a fee or credit enhancement instrument to support such a transaction.
6. Maintenance and Safety of the Gas.  Falcon accepts the fiduciary responsibility of maintaining the gas loaned by ENA, and Falcon agrees that it may not rescind its obligation to redeliver ENA’s gas as outlined in point 3.
7. Unfulfilled Conditions Precedent.  In the event that by December 15, 2001 Falcon does not (a) complete a 20-inch, 1200 psig MAOP lateral connecting Hill Lake to the 36-inch Lone Star X line and (b) add 4,500 hp of compression, ENA shall have the right to pull out its gas at ENA’s convenience starting on January 1, 2002 through a period of no more than 61 days.  In the event that by December 15, 2002 Falcon does not add an additional 4,500 hp of compression, ENA shall have the right to pull out its gas at ENA’s convenience starting on January 1, 2003 through a period of no more than 61 days, and Falcon shall pay a one-time fee of $500,000.
8. Delivery and Redelivery Liquidated Damages.  In the event that ENA is unable to deliver the negotiated amount of gas at the Hill Lake meter on the Lone Star WA line as indicated in point 2, ENA shall provide to Falcon the quantity of (a) the corresponding month’s Gas Daily FOM index for Waha plus $0.15 times (b) the amount of gas to be delivered, to allow Falcon to go to the market and purchase the gas it needs for pressure.  In this event, the gas purchased and injected into the facility would still belong to ENA for redelivery at the end of the term.  In the event that Falcon does not redeliver to ENA the gas at the meter where Falcon’s prospective lateral connects to the Lone Star X line as indicated in point 3, ENA shall be entitled to receive from Falcon the quantity of (a) the corresponding month’s Gas Daily FOM index for Waha plus $0.40 times (b) the amount of gas to be delivered, to allow ENA to recoup the cost to repurchase the gas that is due to ENA.
9. Bankruptcy and Significant Credit Event Liquidated Damages.  In the event that Falcon is subject to bankruptcy proceedings or any other significant credit event, Falcon and its creditors may elect to return to ENA its gas before the end of the term of this transaction subject to fees and cost reimbursements to ENA.  These costs include, but are not limited to, reimbursement that compensates ENA for withdrawing its gas, transporting it to another storage facility (approved by ENA), paying for firm storage until January 2004 and all fees charged by the storage operator.  In addition to these costs, Falcon and its creditors will be subject to a one-time fee of $500,000.

Proposal 2
1. Amount of Base Gas.  2.0 Bcf.  This is an estimated amount, and it is understood that the exact quantity may vary and will be subject to negotiation between ENA and Falcon.
2. Delivery of Gas.  ENA shall deliver gas to Falcon at the Hill Lake meter on the Lone Star WA line starting on October 1, 2001 and ending November 30, 2001 on an equally prorated basis during the 61 days here concerned.
3. Redelivery of Gas.  ENA shall have the right to unilaterally pull out up to 10% of its gas in January 2003 on an equally prorated basis during the 31 days here concerned. ENA shall announce to Falcon its intentions to withdraw and the amounts to be withdrawn by no later than December 15, 2002.  Falcon shall redeliver the remaining gas to ENA at the meter where Falcon’s prospective lateral connects to the Lone Star X line starting on January 1, 2004 and ending on January 31, 2004 on an equally prorated basis during the 31 days here concerned.
4. Price.  ENA shall charge Falcon a fee for the service of providing pressure to Hill Lake through the use of ENA’s gas.  This fee has been set at $125,000 paid up front upon signing of the definitive agreements governing this transaction.  This fee is subject to change based upon ENA’s credit review.  $100,000 shall be returned to Falcon if by December 15, 2001 Falcon presents documents to ENA that prove that Falcon has (a) completed a 20-inch, 1200 psig MAOP lateral connecting Hill Lake to the 36-inch Lone Star X line and (b) added 4,500 hp of compression to Hill Lake.  In addition, ENA shall not be liable to Falcon for the costs, if any, of maintaining or injecting ENA’s gas into Hill Lake.
5. Use of Gas.  Falcon may not use ENA’s gas for any purpose other than to provide pressure to Hill Lake.  Falcon may not sell, loan, mortgage, or otherwise place a lien on ENA’s gas.  ENA may, but will not be required to, agree to allow Falcon to use ENA’s gas for purposes other than to provide pressure to Hill Lake.  In the event that ENA agrees to any such arrangement, ENA reserves the right to negotiate a fee or credit enhancement instrument to support such a transaction.
6. Maintenance and Safety of the Gas.  Falcon accepts the fiduciary responsibility of maintaining the gas loaned by ENA, and Falcon agrees that it may not rescind its obligation to redeliver ENA’s gas as outlined in point 3.
7. Unfulfilled Conditions Precedent.  In the event that by December 15, 2001 Falcon does not (a) complete a 20-inch, 1200 psig MAOP lateral connecting Hill Lake to the 36-inch Lone Star X line and (b) add 4,500 hp of compression, ENA shall have the right to pull out its gas at ENA’s convenience starting on January 1, 2002 through a period of no more than 61 days.  In the event that by December 15, 2002 Falcon does not add an additional 4,500 hp of compression, ENA shall have the right to pull out its gas at ENA’s convenience starting on January 1, 2003 through a period of no more than 61 days, and Falcon shall pay a one-time fee of $500,000.
8. Delivery and Redelivery Liquidated Damages.  In the event that ENA is unable to deliver the negotiated amount of gas at the Hill Lake meter on the Lone Star WA line as indicated in point 2, ENA shall provide to Falcon the quantity of (a) the corresponding month’s Gas Daily FOM index for Waha plus $0.15 times (b) the amount of gas to be delivered, to allow Falcon to go to the market and purchase the gas it needs for pressure.  In this event, the gas purchased and injected into the facility would still belong to ENA for redelivery at the end of the term.  In the event that Falcon does not redeliver to ENA the gas at the meter where Falcon’s prospective lateral connects to the Lone Star X line as indicated in point 3, ENA shall be entitled to receive from Falcon the quantity of (a) the corresponding month’s Gas Daily FOM index for Waha plus $0.40 times (b) the amount of gas to be delivered, to allow ENA to recoup the cost to repurchase the gas that is due to ENA.
9. Bankruptcy and Significant Credit Event Liquidated Damages.  In the event that Falcon is subject to bankruptcy proceedings or any other significant credit event, Falcon and its creditors may elect to return to ENA its gas before the end of the term of this transaction subject to fees and cost reimbursements to ENA.  These costs include, but are not limited to, reimbursement that compensates ENA for withdrawing its gas, transporting it to another storage facility (approved by ENA), paying for firm storage until January 2004 and all fees charged by the storage operator.  In addition to these costs, Falcon and its creditors will be subject to a one-time fee of $500,000.




THIS PROPOSAL AND TERM SHEET ARE FOR DISCUSSION PURPOSES ONLY TO FACILITATE THE NEGOTIATION, PREPARATION AND EXECUTION OF DEFINITIVE AGREEMENTS.  THIS PROPOSAL AND TERM SHEET ARE NOT AN OFFER OR COMMITMENT BY ENA OR ANY AFFILIATE OF ENRON NORTH AMERICA CORP.   ALL PRICES AND TERMS ARE SUBJECT TO CHANGE UNTIL SUCH TIME WHEN A DEFINITIVE AGREEMENT MAY BE SIGNED.  THIS PROPOSAL AND TERM SHEET IS 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 TERM SHEET IS NOT A COMMITMENT OR AGREEMENT TO ENTER INTO A BINDING AGREEMENT OR CONTRACT IN THE FUTURE.
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