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May 19, 2000
(Via Fax 780-427-8065)









Mr. Larry Charach
Executive Director, Electricity
Department of Resource Development
5th Floor, Petroleum Plaza, North Tower
9945 – 108 Street
Edmonton, Alberta
T5K 2G6

Dear Larry:

Re:	Letter from Enron Canada Corp. to Dr. West Dated April 28, 2000

As I indicated in our recent telephone call, Enron has determined that the formulas in Appendix “C” to the letter dated April 28, 2000 regarding the Power Purchase Arrangement Auction sent by Enron to Minister West are incorrect.  In view of this, Enron has reviewed Appendix “C” to check that the data and formulas are correct and the assumptions contained therein are appropriate.  Attached is a Revised Appendix “C” that has resulted from this review.

While it was necessary to prepare a Revised Appendix “C”, the revisions do not change the fundamental conclusion that the original Appendix “C” was intended to demonstrate.  This conclusion is that the financial penalties payable by a PPA Owner to a PPA Buyer in relation to a PPA plant outage can be significantly less than the incremental financial gain realized by a PPA Owner’s unregulated affiliate during the period of the PPA plant outage.  

I will circulate this letter to those stakeholders to whom we provided a copy of the April 28, 2000 letter to Dr. West.  I would invite you to communicate the contents of the Revised Appendix “C” within the Department of Resource Development as you see fit.

						Yours truly,

						ENRON CANADA CORP.

						(Original signed)

						Robert Hemstock
						Director, Government Affairs

RH/ls

Attachment

c:	P. R. Milnthorp
	President and CEO, Enron Canada Corp.

	



Revised Appendix “C”
Outage Examples

· These three examples represent the calculation of the Net Loss that a PPA Buyer of each unit would have sustained during the HE 8 and 21 on three specified dates (Sundance 2 on March 16, 2000; Wabamun 4 on March 13, 2000; and Battle River 5 on March 21, 2000) if the PPA Buyer had sold power for these hours under a fixed price contract and the PPA Unit was unable to deliver.  Having sold fixed price power, the Buyer would be forced into the market to purchase replacement power and would receive the Availability Incentive Penalty (AIP) as only partial compensation for its loss.  
· 
Two of the three examples also represent an estimation of the corresponding gain each PPA Owner would have received during the same outage period assuming its Alberta electricity trading position was long 400 MW. The cost of acquiring the long position was not included, as it was assumed that whether or not there was an outage, it was incurred, and thus was considered to be a sunk cost.

* 30 Day Rolling Peak Average Price was calculated using the last 30 calendar days. 30 Day Rolling Peak Avg. Price was used as a proxy for the Power Pool Price had there not been an outage.
** Peak Hours HE 8 to 21 MT 
*** AIP from Owner to Buyer =[(Target Availability - Actual Availability) * (Number of Peak Hours) * (30 Day Rolling Avg. Price - Energy Payment)] 
**** Buyer’s Replacement Cost at Market =  [(Target Availability - Actual Availability) * (Replacement Cost at Peak Avg. Price) * (Number Of Peak Hours)]
^ Net PPA Buyer Loss = AIP from Owner to Buyer - Buyer’s Replacement Cost at Market
^^ Owner’s Gain on Long Position = [(Total Long Position) * (Replacement Cost at Peak Avg. Price) - 30 Day Rolling Avg. Price) * (Number of Peak Hours)] 
^^^ Net PPA Owner Gain = Owner’s Gain on Long Position - AIP from Owner to Buyer
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