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Enron Power Marketing, Inc.
P.O. Box 4428
Houston, Texas 77210-4428
(FAX) (713) 646-2491


May 30, 2001

Orion Power Holdings, Inc.
«CounterpartyAddr1»
«CounterpartyAddr2»
«CounterpartyAddrCity»«CounterpartyAddrState»«CounterpartyAddrZip»
FAX «CounterpartyFax»
CONFIRMATION LETTER
(CONTINGENT OPTION)
	This Confirmation Letter ("Confirmation Letter"), together with the general terms and conditions contained in Annex A attached hereto and made a part hereof ("Confirmation"), shall confirm the transaction ("Transaction") entered into on May [ ],2001 ("Trade Date") between «Orion Power Holdings, Inc.» and «Enron Power Marketing, Inc.» regarding the sale of a Firm Energy Contingent Call Option » under the terms and conditions that follow:
	GENERAL TERMS OF TRANSACTION:

	Seller:
	Enron Power Marketing, Inc

	Buyer:
	Orion Power Holdings, Inc.

	Commodity:
	Firm Energy

	Delivery Term:
	Hour Ending (HE) 08:00 AM through to HE 11:00 on each Delivery Day during the period June 1, 2001 through September 30, 2001

	Strike Price:
	$300/MWh

	Option Premium:
	[                          ]to be paid within, on, or before two Business Days after receipt of an invoice

	Contract Quantity:
	Up to 2,222 MWh per hour in excess of the Capacity Strike Amount for each On-Peak Hour for each Delivery Day during the Delivery Term.

	Delivery Point(s):
	Duquesne Light Company Control Area

	Scheduling:
	EPMI Real Time Operations: 1-877-367-6601
Daily pre-scheduled by 09:00 p.m. EPT on the Business Day prior to Delivery.  However Seller shall use reasonable endeavours to Schedule 50MW blocks of Energy upon receiving at least 3 hours notice from Buyer.  Buyer assumes all risks associated with the Transmission of Energy away from the Delivery Point.  Seller makes no representations that the Energy can be moved out of the Duquesne Light Company Control Area and shall have no liability if the Buyer is unable to move the Energy out of the Duquesne Light Company Control Area.
Special Conditions:  For each hour of each Delivery Day in which there is a Knock-In-Event the Buyer has the right but not the obligation to purchase firm Energy at the Strike Price above.  In order to exercise its Option, Buyer must provide telephone notice to Seller, no later than 08:00 a.m. EPT or 07:15 a.m. CPT on the prior Business Day or at least 3 hours notice where Buyer requires a minimum of 50MW delivered and/or any blocks of 50MW  If the Option is properly exercised, the parties shall be obligated to schedule, deliver and receive the Contract Quantity for the Delivery Day during the Delivery Term for which the Option is exercised. If at the time the Buyer exercises its Option, it is, for whatever reason, unable or unwilling to accept firm Energy and notifies Seller of this, at the same time as it exercises its Option, Seller shall be entiled to elect to receive the Payout Calculation Amount and if Buyer makes such an election, both Seller and Buyer shall be relieved of their obligations purchase to schedule, deliver and receive the Contract Quantity for the Delivery Day during the Delivery Term for which the Option was exercised.
Liquidated Damages: Unless excused by Force Majeure or Buyer’s failure to perform, if Seller fails to Schedule and/or deliver all or part of the Contract Quantity upon proper exercise of the Option by Buyer, Seller shall pay to Buyer the Payout Calculation Amount. Unless excused by Force Majeure or Seller’s failure to perform, if Buyer fails to schedule and/or receive all or part of the Contract Quantity it is required to receive from the Seller, Buyer shall pay to Seller an amount for each unit of Energy in such deficiency equal to the positive difference, if any, obtained by subtracting the Sales Price from the Strike Price, plus additional costs reasonably incurred by Seller in reselling such Energy not received by Buyer, including additional transmission charges, if any. Amounts payable pursuant to this Section shall be payable on or before 3 Business Days after receipt of an invoice from the Party claiming payment pursuant to this Section. The remedy set forth in this Section shall be the sole and exclusive remedy of the aggrieved Party for the failure to schedule or deliver or receive the Contract Quantity of Energy and all other damages are waived.


	
	




	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	Aggregate Payout Limit:
	$50,000,000 

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	



	Payment Date(s):
	Periodic payments shall be made during the Delivery Term as follows: 30 days after the end of each calendar month during the Delivery Term or 30 days after submission of the Settlement Data for such calendar month, whichever is later.

	
	

	
	

	
	

	Floating Price:
	Index plus the Hub basis

	
	

	Payout Calculation Amount:
	If during any On-Peak Hour on any Delivery Day (I) a Knock-In-Event occurs or is continuing, and (II) the applicable Floating Price for such On Peak Hour is greater than the applicable Strike Price, then, the Payout Calculation Amount as to each On-Peak Hour of each Delivery Day shall be the product of (A) the difference between the Floating Price and the Strike Price, and (B) the Knock-In Outage Amount for such On-Peak Hour.


	Cash Settlement Amount:
	For each calendar month during the Delivery Term the Seller shall pay the Buyer an amount equal to the amount by which the Payout Calculation Amount for such calendar month exceeds the Payout Strike, provided, however, that the sum of the Cash Settlement Amounts for the Delivery Term shall not exceed the Aggregate Payout Limit.

	
	

	
Index:	
	
The “Weighted Average Index” price at “into Cinergy” under the heading “Trades for Standard 16-Hour Daily Products” as reported in Megawatt Daily. If the Index is not reported, then the Floating Price shall be a weighted average of the Known Trades.

	
	

	
	

	
	

	
Covered Units and Net Dependable Capacity:

	
Unit                      Net Dependable Capacity 
Avon 7                                      90  MW
Avon 9                                     596 MW
Cheswick                                 562 MW
Elrama 1                                    85 MW 
Elrama 2                                    85 MW
Elrama 3                                  100 MW
New Castle 3                             90 MW
New Castle 4                             90 MW
New Castle 5                           137 MW
Niles 1                                     108 MW
Niles 2                                     108 MW

	
	

	Capacity Strike Amount:
	For Saturday, Sunday or NERC Holiday, the Capacity Strike Amount, in MWh for each On-Peak Hour for each Delivery Day during the Delivery Term, is equal to (a) 6747, minus (b) 67 multiplied by the Temperature Index.  For any other day than a Saturday, Sunday or NERC Holiday, the Capacity Strike Amount, in MWh for each On-Peak Hour for each Delivery Day during the Delivery Term, is equal to (a) 6247, minus (b) 67 multiplied by the Temperature Index.  For purposes of determining whether the Capacity Outage Amount from a Covered Unit suffering an Unplanned Outage or Unplanned Derating is above or below the Capacity Strike the order of meeting the Capacity Strike Amount shall be determined by looking at the Capacity Outage Amount of the Covered Units in the sequential order of the occurrences of the Unplanned Outages or Unplanned Deratings.

	
	

	Temperature Index:

	The Temperature Index for any given Delivery Day shall be the day ahead Forecasted Maximum Temperature, in degrees Fahrenheit, for the Index Station as published by the NWS at the website located at http://www.cpc.ncep.noaa.gov/products/analysis_monitoring/cdus/prcp_temp_tables/mrffox.txt, or any successor thereto.  [If the day ahead Fforecasted Maximum Temperature for the Index Station is not published on such NWS website by [___:00 a.m.] then the Temperature index shall be the day ahead Forecasted Daytime High temperature, in degrees Fahrenheit, for the Index Station as published on by NWS on the website located at http://iwin.nws.noaa.gov/iwin/pa/state.html. ][This fallback index is under review by Enron.] 


	
	“NWS” means the National Weather Service, the division of the National Oceanic and Atmospheric Administration responsible for providing weather and flood warnings, public forecasts and advisories for all of the United States, its territories, adjacent waters and ocean areas, or its successor organization.


	Index Station:
	Pittsburgh PA, Pittsburgh International Airport, WBAN # 94823, WMO #72520 


	
	

	Payout Strike:
	Zero

	
	

	
	




	
	
	



	Rounding.  

For purposes of the calculation of the Floating Price all numbers shall be rounded to three (3) decimal places.  If the number after the final number is five (5) or greater then the final number shall be increased by one (1), and if the number after the final number is less than five (5) then the final number shall remain unchanged.




Aggregate Payout Limit is the maximum possible Cash Settlement Amount that will be paid under this Contract.

Capacity Outage Amount for an Unplanned Outage is the generation capacity, measured in MWh for each On-Peak Hour for each Delivery Day during the Determination Period, lost in respect of a Covered Unit or Covered Units due to an Unplanned Outage.  Capacity Outage Amount for an Unplanned Derating is the generation capacity, measured in MWh for each On-Peak Hour for each Delivery Day during the Determination Period, lost in respect of a Covered Unit or Covered Units due to an Unplanned Derating, provided, however, that only generation capacity lost from Covered Units that have an Unplanned Derating of at least 100 MW shall be used in calculating the Capacity Outage Amount.  The Capacity Outage Amount will be based on the Net Dependable Capacity for the Covered Unit. 

Capacity Share means the portion of the Net Dependable Capacity of a Covered Unit that contributes to the Capacity Outage Amount, as such share is set forth specifically above for each Covered Unit.   


Delivery Day means a day during the term of the transaction that is a Monday, Tuesday, Wednesday, Thursday or Friday, excluding any day that is a NERC Holiday.

Excluded Outages are generation outage events caused by the following: (a) the gross negligence, willful misconduct, fraud or infidelity of either (i) Buyer or its employees, or (ii) the owner or operator of any Covered Unit or its employees; (b) compliance with any local, state or federal environmental laws or regulations; or (c) curtailment or interruption of any fuel supply necessary for the Covered Units to produce or deliver power. Outage of a Covered Unit otherwise meeting the definition of an Unplanned Outage that is caused by or results from (either directly or indirectly) Force Majeure is an Excluded Outage, even if the Force Majeure event is not the immediate proximate cause of the outage.

Excluded Derates are generation derate events caused by the following: (a) the gross negligence, willful misconduct, fraud or infidelity of either (i) Buyer or its employees, or (ii) the owner or operator of any Covered Unit or its employees; (b) compliance with any state or federal environmental laws or regulations; or (c) seasonal deratings due to ambient conditions or cooling water limitations. Derating of a Covered Unit otherwise meeting the definition of an Unplanned Derating that is caused by or results from (either directly or indirectly) Force Majeure is an Excluded Derate.  Deratings on Covered Units with a Net Dependable Capacity less than 100MW shall be Excluded Derates.

Force Majeure means any of the following events as determined by the parties in good faith: any flood, earth movement, riot, civil disturbance, sabotage, terrorism, act of the public enemy, war, generalized strike or labor disputes, any official governmental court, regulatory or control area order proceeding or action.

Hub Basis is, the weighted average cost per MWh of Known Trades that exceed the Strike Price at the Delivery Point minus the “Weighted Average Index” price at the “Into Cinergy Daily On Peak” delivery point under the heading “Trades for Standard 16-Hour Daily Products” as reported in Megawatt Daily during the same period.  If there are no Known Trades at the Delivery Point that exceed the Strike Price then the Hub Basis shall be $0 (zero dollars).

Knock-in-Event occurs when the Capacity Outage Amount exceeds the Capacity Strike Amount during an Unplanned Outage or Unplanned Derating that occurs during a Calculation Period.  A Knock-In Event begins at the earlier of (i) the top of the hour following the hour in which the Capacity Outage Amount first exceeds the Capacity Strike Amount, if the Unplanned Outage or Unplanned Derating commenced during the Calculation Period, or (ii) the top of the first hour of the Calculation Period, if the Unplanned Outage or Unplanned Derating commenced prior to the Calculation Period. A Knock-In Event ends at the earlier of (i) the top of the hour following the first hour in which the Capacity Outage Amount no longer exceeds the Capacity Strike Amount, (ii) the conclusion of the Unplanned Outage or Unplanned Derating as defined below or (iii) the Termination Date.  More than one Knock-In-Event may occur during the Calculation Period.  

Known Trades are hourly or daily trades during On-Peak Hours of Delivery Days during the Determination Period at the Delivery Point of which either or both Seller and the Buyer are aware and for which accurate cost and volume information is available to either Seller or the Buyer.  Hourly trades are translated into an equivalent daily value by taking the weighted average hourly trades over the On-Peak Hours, using $0 (zero dollars) for those hours in which there are no hourly trades. Only hourly or daily trades will be included in this calculation

Knock In Outage Amount is the amount by which the Capacity Outage Amount exceeds the Capacity Strike Amount.  For the purposes of calculating the Cash Settlement Amount, in no event shall the Knock-In Outage Amount exceed the Notional Quantity per Determination Period.

Net Dependable Capacity is the maximum sustainable generation capacity of a Covered Unit, modified for ambient limitations for a specified period of time (such as a month or season). Net Dependable Capacity shall not exceed the capacity specified herein for each Covered Unit. 

On-Peak Hours are, for each Delivery Day, the hours beginning with the hour ending 0800 (7:00 AM) and concluding with the hour ending 2300 (11:00 PM) Eastern Prevailing Time.

Settlement Data is the information Buyer must provide to Seller, in writing, including supporting documentation, to substantiate any request for payment hereunder and permit the accurate calculation of the Cash Settlement Amount. All Settlement Data and any other data previously provided to Seller is subject to audit and verification by Seller. Settlement Data may be provided to Seller by fax, overnight delivery or electronic mail at the address specified in the Condition Precedent to Payment section.

Strike Price is the value that must be exceeded by the Floating Price Index before the Seller will be obligated to pay the Cash Settlement Amount during a Knock-In Event.

Unplanned Outage is a generation outage event classified as a class U1, U2, U3 or SF unplanned outage in the North American Electricity Reliability Council's Generating Availability Data System (the "NERC GADS"), during which a Covered Unit is not capable of producing any net power or delivering power to its point of interconnection with the high voltage transmission system.  Unplanned Outages do not include any planned outage, as defined in the NERC GADS.  An Unplanned Outage shall be deemed to have commenced at the top of the hour following the hour during which the generation outage event first occurred.  An Unplanned Outage will be deemed to have concluded at the top of the hour following the hour in which the generation outage event that caused the Unplanned Outage ends and the Covered Unit is capable of producing its Net Dependable Capacity.  More than one Unplanned Outage may occur during the Determination Period.  An Unplanned Outage shall not include an Excluded Outage.

Unplanned Derating is a generation derating event or combination of concurrent events classified both in magnitude and duration as a D1, D2, or D3 unplanned derating in the NERC GADS, during which a Covered Unit is not capable of producing net power or delivering power at its Net Dependable Capacity less 20 MW to its point of interconnection with the high-voltage transmission system. An Unplanned Derating does not include any planned derating, as defined in the NERC GADS, or any derating other than those enumerated above.  An Unplanned Derating shall be deemed to have commenced at the top of the hour following the hour during which the generation derating event first occurred.  An Unplanned Derating will be deemed to have concluded at the top of the hour following the hour in which the generation derating event that caused the derating ends and the Covered Unit is capable of producing its Net Dependable Capacity less [x] MW.  An Unplanned Derating shall not include an Excluded Derate.

Condition Precedent to Payment.	Buyer must notify Seller of the occurrence of a Knock-In Event no later than 3 hours after the commencement of the Unplanned Outage or Unplanned Derating that may create the Knock-In Event. In the event notification occurs later than as set forth in the preceding sentence, then no Knock-In Event shall be deemed to commence until 3 hours after notice is given. This notification shall be made by telephone, e-mail, or facsimile to --

David T. Hoog 
Enron North America
780 Third Avenue
36th Floor
New York, NY 10017
Tel:  212-702-3920
Fax:  212-702-3950
David.hoog@enron.com.

In addition, notification shall be made by telephone or facsimile or by copy of notice mailed via overnight carrier to the address for notices specified below.

Additional Representations of Buyer.  In addition to the Representations set forth in Annex A, Buyer hereby further represents and warrants to Seller (which representations will be deemed to be repeated by Buyer at all times until the termination of this Transaction) the following: (a) This Agreement and each Transaction has been and will be, entered into not for the purpose of speculation but solely in connection with the financing activities of Buyer, including, without limitation, increasing the predictability of cash flow, including earnings on invested funds, and otherwise improving Buyer’s ability to manage its funds and revenues.  (b) This Transaction does not constitute any kind of investment by Buyer that is proscribed by any constitution, charter, law, rule, regulation, investment guideline, restriction or policy, government code, constituent or governing instrument, resolution, guideline, ordinance, order, writ, judgment, decree, charge, or ruling to which Buyer (or any of its officials in their respective capacities as such) or its property or revenues is subject.  (c) Buyer has clear investment policies, its personnel are fully trained in and knowledgeable of such investment policies, and such investment policies are subject to regular reviews.  (d) All information that is furnished in writing by or on behalf of Buyer to Seller regarding the history and condition of the Covered Unit(s) provided as part of the due diligence relating to this Transaction is as of the date of the information, true, accurate and complete in every material respect and such information is incorporated by reference herein.

Documentation.	Upon request of Seller, Buyer agrees to deliver to Seller certified copies of:  (1) the charter, enabling statutes, and constitution or comparable legislation, creating or authorizing Buyer; (2) bylaws of Buyer; (3) other charter and constituent instruments of Buyer; (4) investment policies, guidelines or restrictions of Buyer; (5) resolution approving the Transactions contemplated by this Agreement and authorizing a specified person or persons to execute and deliver on behalf of Buyer this Agreement, the exhibits, supplements, and attachments hereto, the documents incorporated by reference herein, and the Confirmations hereunder; and (6) amendments to any of the foregoing.



For purposes of determining the relevant prices for any day, if the price published or announced on a given day and used or to be used by Seller to determine a relevant price is subsequently corrected and the correction is published or announced by the person responsible for that publication or announcement within thirty (30) calendar days of the original publication or announcement, either party may notify the other party of (i) that correction and (ii) the amount (if any) that is payable as a result of that correction.  If, not later than thirty (30) calendar days after publication or announcement of that correction, a party gives notice that an amount is so payable, the party that originally either received or retained such amount will, not later that three (3) business days after the effectiveness of that notice, pay, subject to any applicable conditions precedent, to the other party that amount, together with interest at the Interest Rate for the period from and including the day on which payment originally was (or was not) made to but excluding the day of payment of the refund or payment resulting from that correction period.



	This Confirmation is a complete and binding agreement between you and us as to the Transaction.  The terms and conditions contained in any Annex attached hereto are incorporated into this Confirmation, and in the event of any inconsistency between any Annex and this letter agreement, this letter agreement shall govern.  Upon execution by you and us of a Master Agreement, this Confirmation will supplement, form a part of, and be subject to the Master Agreement.  In the event of any inconsistency between this Confirmation and the Master Agreement, the Master Agreement shall govern except as expressly set forth therein.

If this Confirmation correctly sets forth the terms of the Transaction that we have entered into, please promptly confirm in a reply to us by signing below and sending this Confirmation (or a copy hereof) to us (or notifying us of any bona fide error that would require revision in order to accurately reflect our agreement on the Transaction) by facsimile transmission within two Business Days after your receipt of this Confirmation.  If you fail to so reply within such time period, the terms hereof will constitute binding and conclusive evidence of the Transaction.  We look forward to receiving your prompt reply.


Sincerely,

	Enron Power Marketing, Inc. 
	Orion Power Holdings, Inc.



	By:   _________________________
	By: ____________________________

	Name:  _______________________
	Name:  _________________________

	Title:  ________________________
	Title:  __________________________

	Date:  ________________________
	Date:  __________________________



COUNTERPARTY: AFTER YOU HAVE CONFIRMED TRANSACTION, PLEASE RETURN TO EPMI, ATTENTION: Power Contracts Documentation Manager at fax no. (713) 646-2196

	Address for Notices to Seller:
	Payment Account Information for Seller:

	
	

	Enron 
	Bank of America
Dallas, TX 
Enron North America Corp.


	P.O. Box 4428
Houston, TX 77210-4428
	Acct No. 3751443337

	Attention: Laurel Adams
	ABA Routing No. 111000012

	Fax: (713) 646-2196
	

	Phone: (713) 853-7035
	



With a copy of any notice given pursuant to Section 3 or 4 of Annex A or Annex B, if any, to:

1400 Smith Street
Houston, Texas  77002
Attn.: Assistant General Counsel, Trading Group
Fax:  (713) 646-4818


	Address for Notices to Buyer:
	Payment Account Information for Buyer:

	
	

	Address: ____________________________
	_________________________________________

	____________________________________
	_________________________________________

	Attention: ___________________________
	_________________________________________

	Fax: ________________________________
	_________________________________________

	Phone: ______________________________
	_________________________________________



BUYER: PLEASE PROVIDE ABOVE REQUESTED INFORMATION IF NOT PROVIDED PREVIOUSLY OR IF CHANGES HAVE OCCURRED
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