1 evaluating the benefits of the GPAA?

._ | | 2 MR. MULROY: I guess I“ha'\lre_ to object to the f‘.o:rm
3| of ﬁhe quéstiﬁn. |

4 | You can anéwer it 1f you understand-it.

5] BY MR. BRADY:

& Q. Do you want me to --
7 ‘AL If you could clarify that a bit...
8 Q. How did the team from Peoples go about

9| evaluating the GPAAR prior to entering into the
10 agreement?
11{ A. This wasn't a direct response tqla specific
1é RFP that outlined a numbér of terms that were.maybe
l'_ | _ ;3 sﬁitable for economic evaluation. This was é

14| negotiated contract based on a number of contracts
15| that we had done in #he'past.
16 ' | I think this is soﬁething'covered pretty
17'exténsively by Mr. Ware in his testimony and answers
18| te data regquests. | |
19 .‘ He waépngbf the major parties
20 participating on our team and certainly Eadrgﬁé
21 responsibility for the area that would subéequently

22! manage under this particular deal.
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1 ©. - Thank you.
. - 2 A. It might be more suitable for him.
3| Q- In the coufse of this‘—- of thg negotiating
4| the (éPAA, how AAA the'Peoples team or how did --
5| actually, let;s just say -- let's speak from jusf.
6| your perspectiﬁé.
7 ' ‘7_ How did you know that this was a géod
81 deal of agreement?
9 A. My staff who I trust who negotiétea the deal
10 certainiy told me that they felt this wés the best.
11| aggregation of a number of componenﬁs that the? were
12| seeking.
. ' 13 . Q. Do y_éu recall more specifically what those
14| components were?
15| AL Well, I mean the deal itself has any numbér
16 of'gdmponents, from tefm to ho.supply or firm
i?'reéervation charges,'opportunity tq put gas back to
18 thém{.
19 S There is‘doiens of provisions of the
20 agreemeﬁt aﬁd'the summation.of all those wefe
21 satisfactofy to our team)and what they felt.was a

22 good'competitive agreement.
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Q- My mistake. I thought you had meant other
components that would have been outside the terms .

that were in the agreement.

A, No. ©No. It all would have been within the
agreement.
Q. Okay. Do you recall the review of any

economic studies by the Peoples team?

A. No. I don't recall any.
Q. Was there a reason why an economic study e;
do you know if an economic study was -- let me

rephrase that.

Did the.Peoples team ask for an economic
sﬁudy to be performed?

ﬁ."_Did the Peoples team ask? Or did you ask
did the Peoples team_perform? I'm not sufe what you
mean. -

.Q. Did the Peopies team ask for someonelwithin
the Peéples organization to perforﬁ an economic
analysié? |

Af I would not -- not to myfknowiedgek- The

Peoples team negotiating‘was the gas supply group,

and if they felt that an evaluation was appropfiate,
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taken’You¥ total capacities and calculating that
back in and coming up witﬁ what "is a fair index
minug number. N

Q. Were there an& ~-- do you know if'thefe were
any-discuﬁsions about -- in relation to the finding
hé?e in this dééument?

MR. MULROY: Object to the form of the questioﬁ}

Discussions.

BY MR. BRADY:

Q;. If you understand my question -- I can'

restate it.

A. Well, just be a little more specific on the

guestion.

Q. Do you know if there were -- or were you

involved in -- after this document -- after you

finished this document, were you involved in any

discussions about your findings?

A, Yes.
Q. Did any of'those'discﬁésiohs talk about
the -- whether the -- whether this wdﬁld be a

prudent hedge?

A. There's that word prudent, and as_you-“
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state -- ag it relates to -- -- thé_word prudent, I
don't -- what do you mean by the wordr-— '
Q. Well,'iet me -- we'll take out the prudent

and say, did you have any discussions about the

hedging?
A. As it relates to --
Q.r As it was --
A. ‘.-— capacity value stated? Per my last

statement, right?
Q. Correct.
A.,_ I mean, that's what you're -- you're'trying

get. to, the'summary -

Q. Correct.
a. -- specifically?
There were discussions on the -- kind of

the éssumptions on the capacity, things like that.

We didn't come to a -- any kind_of“agreement; you

‘know, across -- you know, within fhe group. hll I

was doing was saying here's another way of loqking
at this deal. Do with it as you may.

Q. Do you recall who was involved with those

discussions?




1 A. Yeah, I mean, you know, I would be guessing
2 | on who was there.
3 You're asgking me_who-attended the

4 | meeting that I went through this --

5 Q. Exactly.
6 A -- is that your guestion?
7 - Normally, in —-‘since, again, I work for

8 risk management, I was just kind of a person kind
g | of reviewing and giving kind of a recommendation or
10 whatévef you want to call it.
11 In most cases, yocu know;‘people from the
15 gas éupply départment at the utility attends
", ' 213 tgese -- a méeting such asg this. So in that
14 | meeting, ?ou would have people'iike, you know;

15 Davé Wier, you know, Raleigh Delara and, like, a
jlé; Charlie Blanchett {phonetic), things like -- people
17' 1ike that; you know. |
18 © Q. What about Mr. DeLara's suﬁervisors,

19 | Mr. Marb (phonetic), was -he at the meeting?
_20 AA. .I don't remember if he was there or not .

21 Q. And do you recall whetﬁer the discﬁssions

22 | found your review to be favorable such that yoﬁ
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should go forward with the gas purchase, the GPAA?

A. You know, I don't know whét they  were B
thiﬁking; So I don't know what -- yvou know, I
wasn't in the department. |

And what discussions they héd.

afterwards, I was not‘involved -- you know, I was
not in%olved. You know, whether they said,:I agree
with Rby’s agreements (sic) or, you know, I think
ROY doesn't‘know what'he‘s.doing, I don't know what

they said. You know. He's an idiot. No, don't

type that.

But at that time, I mean, I think they |
were having an idea that they were -- 1f you

notice, this was done, you know, mid-September. I

think they were already, you know, planning on

doing this contract.

——

And so this was just another piece of

information just to use to, you know, to anal?ze
— e T

whether it was a good deal or not.
Q. Who asked you to perfofm the
Aruba Analysis?

A, Actually, I kind of tock it upon myself in
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Q.  Was the non-tariff inventory levels
something you wouldwhave_had one. of your
subordinates 1ook‘into on a fegular basiS?

A; Again,wa;ring-the reconciliétion peribd, I

don't know if that was something that I routinely

'ha&’someone lodk into.

Q. Have you heard of the Gas Purchase and

Agency Agreement? Or you might be familiar with it

‘as GPAA?Y

A. If you're referring to a gas supply
agreement between Peoples Gas, Light and Coke
Company and Enron North America, yes.

" Q. Were you involved in the hegotiationé for
that agreément?

"A.. I'm not guite sure.what you mean by
negdtiatioﬁs. I was responsible for developing
séme.of the operational éharacteristics of thé
cohtract, but not its commercial terms. |

Q. Thank you. That got to where I would like
you to go. Have you heard of an.economic analysis
named ARUBA analysis?

A... Yes.

Q. I'm sure you're familiar with iﬁxbécause of

it coming up in this docket, and you producing
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documents in this docket, correct?

A. That's correct.

Q; Were you aware of it prior to this period
of time?

a. My recollection is that the firét time I
saw it was during tﬁié proceeding.

Q. Do you know who actually performed that
analysis?

A. Again, through the process of this

proceeding, I think it's been acknowledged that

‘Mr. Rodriguez authored that analysis and that's the

only reason that I have come to. know that.

Q. .Did you ever rely upon the ARUBA analysis
in your evalﬁétioh of the operatiocnal
characteristics.féf the GPAA agreement?

-A. | Nq.

Q. Thank you. Were there other people that

you were working with in evaluating‘the operational

characteristics of the GPAA?

A. fes{'

Q. Do you know if they reviewed the ARUBA
analysis in‘donjunction with your work togetheflin.
evaiuating.the operational characteristics pfthe

GPAA?
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your departmenf?

A ,As.i recall, somebody close to enovate
opéfétion woﬁia pIOVide that infOrﬁafion.

0 HAnd what would your department do witﬁ that
iﬁformation?

MR. MULROY: I objéét. You are asking him
another hypothetical question, if revenue was
generated and if it was réported to hiérdepartment,
what would his department do, itsra hypothetic%l
guestion and-it's vague.

THE WITNESS: If income was,reported.to us, we
would reéord é general ledger entry.
BY MRE. KAMINSKI:.

Q  Referring back to Deposition Exhibit

‘No. 19, the statement that was read earlier ieferring

;b the 9.7 million_on Page 31, how did'yOu-confifm
that number was correct?. |

A It would have simply been -- the document
would have‘been reviewéd and it would have'been
lookéd -- tied out to éhe genéral ledge;,

Q When'you refer to "the-docuﬁent," are you
‘reférring to Cross Exhibit 19? |
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A That's correct.

Q If the general ledger does not agree ﬁith
the 10-Q document, how would.tha; be resolvéd?

A At what point in the procesé_do you ﬁéan it
doesh't agree? Aréuyou saying téday?

 Q I'm saying at the time that thi§ document_
refefs to. |

A I'm confgséd. At this date and time?

MR. MULROY: Ask him for clarification if you
are confused,

THE WITNESS: I'm confused. Please clarify;
BY MR; KAMINSKI: | |

Q '_I asked you earlier how would you confirm
that information, thé'97 million information for
equity investment income from enovate was -- |

‘MR. MﬁLROY: 2.7
BY MR. KAMINSKI:

QJ _-F.9.7 mil1ion wag correct, you stéted that
yoﬁ would refer to the general ledger.

My follow-up question to that was:

'How would you resolve a disparity between the generai

ledger and that $9.7 million?
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A If inmy‘review of a draft I found that:
there was.a aifference inlthe'ﬁﬁmber of the draft
versus the géﬁé?al Iédéer, I wpuld talk to the pétéon
responsib}e‘for controlling the document to corréct
ﬁﬁé number.

Q Who wouldrbe reéponsible for conﬁrollihg
the document?

A It would have béen someone on ﬁy'staff at
the time.

Q Who on your staff?

A Let me think; |

MR. MULRQY: What document are we‘talking
‘about? Exhibit 197 |

MR. KAMINSKI: Correct.

THE WITNESS: It méy have been Katie Keily, it
may;have been'Sandy Jibb (phonetic), it maf‘have been

Lynn Hausty'(phonetic) or someone else.

BY MR. KAMINSKI:

Q  What if the generéi ledger infdrﬁation was
incﬁrrect and-the-numbér in the drafﬁ of_the iO-Q Q#s
correct?

MR. MULROY: .I‘don'ﬁ think that's a questioﬁ“
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but maybe you can read it back.
- BY MR. KAMI&SKI:

Q How would you address that problem?-

A Are we reading it back?

MR.:MULRO¥: .If you want it read béck we will.

.TﬁE.WITNESS: Please read it back. |

(Record read as requested.)

MR . ﬁﬁLROY: I object to yet another

hypothetical, |

THE WITNESS: The process would-bé‘to take the

‘ general ledger information and put it into this

'documént. I would not know if the general 1ed§ér
information was correct or this number was correct.
I would just know that they're different. So my

'fespénsibility was to méke sure that they wérelﬁhe'_
same. |
BY MR. KAMINSKI:

0 | _Ydu stﬁted earlier that the informétion...
regarding'any income coming from enovate wéuld come
f;om‘someone clése to the enqvate operation and that
would come into your deparﬁment, that's where you
would get the information; correct?
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. ! ' A That's correct.

2 ' s Anc.llwhat I am ask_ihg is if that

3 information - 1':ﬁe i’n‘frc-»rmationr you -got from the

4 enti'ty clctlse .to the enovate operation disagreedl .with
5 the gene'ral le"rdger, how would you address that

6 problem"?

7 A I wouldn't know if it disagreed. AThey
g8 | provide theé information, we'd bookithe‘éﬁﬁry,
9 | | Q0  Have there been any times in which the

S 10 monthly or annual financial repbiting or closing of
1i “ﬁhe books was deiayed, eithér ét.the individual

": 12 operating uniﬁ level or at the consolidated level®

13' .~ A Has‘theré ever been a time closing --
14 . MR. MULROY: Do you need clarification?

Tig '1 ‘ THE.WITNESS: Pléaéé clarify.

. 16 o MR. MULROY: Or are you_answefing?_ﬂ
17 THE wITNEss:_ I'm answering,~1 think. Yes,

18 it's been delayed.
15 | BY MR. KAMINSKI:

20 S Q Involving which entities?

21 | A I can't say for sure which entity it would
. S 22 .cause a delay.
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Q _Duriﬁg what time_period?

A | buring what time.périod that I can't
determine théré was a delay, I donft know. ‘Delays
happen. Iﬁ's part of the process.

Q How often would you say delays happen?

a A rough gﬁess_wbuld be 50 perceﬁt.of.the
top. | |

Q Have there.ﬁeen.any_times in which the
general ledgers of individual units Qe?e reopened

after a reporting‘pefiod was to supposed to have

'qlosed so that adjuStments to the results could be

made?

A Clarify "reopeﬁ“. I don't understand what
you mean by that. | |

Q .Have there-beéﬁ any times in ﬁhiqh the
general ledger of individualAunits that had.been'
closed, the books had been closed, have been reopened
after tﬁe.reporting period so that adjustmeﬁté to the
results could be made?

MR. MULROY: - I think you just reread the same

question. The witness asked for a clarification.
68
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BY MR. KAMINSKI .

Q You c¢an answer the quéstion ii,You wish.

MR.MUL#OQ: I thought that was one of the
rules you guys were going by. If he\ﬁas confuéed,
ydu'd clarify;‘ |

ﬁMS. SATTER: There wéré differences in-the f
question. |

MR. MULROY: _Cduld you read it back, please?

{Record read as requeéted.)

"MR. MULROYQ What was his question'béfore that?
BY MR. KAMINSKI:

Q I'm sorry, wait. Can you answer the‘
question you just heard?

MR. MULROY: I have an objection pending here, -
T7'd iike to follow it tﬁrough. He asked ?ou fgr a
clarificatidn -- o

MR. KAMINSKI: You can note an objection for
the reéérd!. |

MR. MULROY: Let me justrfinish my seﬁtence.
Hgﬂasked‘for clérification, you. didn't give it to
him. I waﬁt to see i1f thig with a guestion was
changed like_yoﬁr co-counsel Said.
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MS. SATTER: Unlegs‘you are directing him‘not
to answer .

MR. KAMiﬁéKI: 'ﬁe.can_angwer fhe question.

MS. QATTER:. -- we are using up time on a
téngent.

ﬁR. MULROY: I want to hear both quesfionsJ
please.

(Record reéd as requested.)
MR. MULROY: It's an identical question.

THE WITNESS: . Could you define what you mean by

tclosed"?

BY MR. KAMINSKi:

Q You stated éarlier that when you were
talking about -- talking with Coﬁnsel for Staff that
you stated that if there are-material changeé to
entfies in the ledger after the books werenclosed, if
theré are material changes that should be made, that
Miss Kallas would.reopen them. .Do you recall that

statement?

A I do.
Q How often would that occur?
A Your guestion asked about business unité;
70
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inveolving the gas commodity owned by Peoples Gas?.

A The gas commodity that's part of the gas

charge?
Q  Yes.
A '”Yes;.
Q Do you diétinguish midstream services from

trades involved in the gas commodity?

A Yes.

Q 6kay. ~Could you define for me what y§u
jnelude in midstream services?

A Well, first of all, I}m not -- much of

midstream service is on the unregulated side so I

couldn‘t.define it for you really well,'but hub
revenues are catégcriied within midstream sgervices.
VQ At the risk_of getting lost, let me put an
x right there. |
You said hub, and frankly I was a
iitfle.confuéed by“ydur discussion with Mr. Weging
earlier. | N
| You said the hub‘is asﬁart of Peoples
Gas, 1in response to one of his quéétions.

"Now, exactly what is the hub? -

A ‘The hub generally utilizes excess éqlthe
hub is_primarily -- its primary assets of the hub'afe'
59
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the storage, Manlove Storage Fieid, and~somewh§£ tﬁ;
Mohamet Piéeline, and so thé.hub utilizes excesgs
capacity of those assets.

0 Trying to be a little bif more specific,

| Is the hub the storage facilities”or.

is the hub sort of a functional unit thatlusés the
storage facilities? |

A The hub is more a functional unit that uses
piece of storage facilities.

0 Is it a separate departﬁent or a'ééction in

gsome department?

A It's a separate section. I guess --
clarify. It is a separate department.

Q It's its own department?

A Yes 

o) And do you know where that department
reports upward? .

A It now reports to me.

Q ©~ Do you know Qhe:e it reported in the

reconciliation period?

A I believe during the reconciliation
period -- again this was before I was in gas
supply -- but I believe during the reconciliation,

the commercial aspects of the hub were within PERC,

60

Sullivan Reporting Company - BT-PG |17

TWO NORTH La SALLE STREET « CHICAGS, ILLINQIE 60602




The Peoples Gas nght & Coke Company
T DOCKET NO 01 -0707.° :
- TO : PGLalS 006

{ counnzm':l:m. 1

RESPONSIBLE WITNESS®

_Please provide any other doGuments concerning Project Aruba. < ...

RESPONSE.-f

Respondent objects to thlS data request as overbroad and Vague %fhéf~ )
_term »Project “Aruba" was coined. and used. by Enron._ ‘Respondent does. not -
“know the_full range of potentlal transactlons to Wthh Enron may have, R

iw1th Enrou Noi-_"ﬂmerlca Cerﬁoratlon in prlor data requests'in thls
proceeding.- {See, for example, the responses “to Staff data requests
R ENG 2. 068 and POL 1 007} R s S

SER 4]
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Enron North America Corp.
PO. Box 1158
Houstors, TX 77251-1188

- September 16, 1999

SERmAERT CONFDENTIAL

Re: Le!terafl?z:enf
Gendemen:

_ This letter will evidence (g} as set forth in Aricle I hereof, the proposal (the “Proposed’
‘Transaction™) being considered by Enron North America Corp, or its designee (“Enron™) and
Peoples Energy Corporation or its designes (“Peoples™) (collectively, the Parties™) regarding
{i) certain business transactions as described in Article I (“Transactions™) to be pursued by the
Pardes, and (ii) the formation of a new company and/or other business relationships or
alliances (“Business”) in which to pursue and close such Transactions generelly in accordance
with the terms and conditions set forth herein, and (b) certzin binding agm:mcms,as set forth
in Article IT hereof, rclahng to the Proposed Transacum

ARTICLEL wgﬂ

Section 1.01 Transactions. The Transactions to be considered consist primarily of but are
not Iimited to (2) Hub and marketing services io the Chicago wholcsale gas marketplace,
including the development, marketing and transacting of parking, balancing, exchange and
~title tracking services amd other new services into the Chicago marketplace, and the
development and marketing of internet products and services in support thereof, (b) risk
managemert and structuring services in conjunction with the Transaztwns, {c) asset
optimization services to Peoples and its affiliates, (d)} wholesale bundled sarvices to PESC in
-power and gas, and (¢) investment in and the monetization of capital improvements to
onplcs Chicago physical infrastructure,

Section 1.02 Formation of Business. The Parties anticipate the formation of a Busmm or
other applicable relationship for a minimum five (5) year term through the execution of the
‘Definitive Agreements as defined hereafter upon determination of the Transactions to be
pursued and the issues related thereto. The form of Business may be bt is not limited to a
limited liability company, Lmited pm-tn:rshxp, other form of joint venture, alliance, or any
combination of the foregoing.

Section 1.03 Termg of Definitive Agreements, The Dcﬁnmve Agremenls shall include
terms and condition$ satsfactory to the Parties regardmgbutnothmmdmcapmlstucm'
shering of profit and losses, costs, scope of services, governance, name of cntity, major

decisions, opemhonal decisiops including budgets, performance benchmarks, credlt
testfn}cbons, accmmung metuod% i uded and excluded types of transact:ons, exclusions from
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b linbility, limitation of consequential damages, indemnification, termination and liquidation,
buy-sells, deadlock breaking mechanisms, alternative dispute resolution, exit rights, enterprise
valuation and methodology, transactions with atfiliates, confidentiality, and representations
and warrapties, covenants, conditions precedent (including but not limited to any requisite
regulatory approvals) and subsequent, and other usual and customary provisions for joint
cnterprises of the Type contemplated hereby.

Section 1.04  Preliminary Activitics. Enron shail provicie (a) office space and start up costs
for the Business, and (b) up to six (6) personnel knowledgeable in Enron controls, business -
- philosophy, and trading and marketing expertise.

ARTICLE IL. BINDING AG .

Section2.01 Business Plan, The Parties shall endeavor to develop and agtee to a business
plan for the Transactions no later than January 31, 2000 (the "Business Plan Datc™). In the
cvent the Parties are unable to agree to such business plan by the Business Plan Date, this
letter shall be deemed terminated, and neither Party shall have any further obligation to the
other, except s provided in this Article 1L

Section 2.02 Definitive Agreements. If the Parties have agreed to & business plan as
described above on or beforc the Business Plan Date, the Parties shall endeavor to execute
Definitive Agreements no later than March 31, 2000 (the “Closing Datc™). 1n the event the
Partics are unable to execute the Definitive Agreements: by the Closing Date, this letter shall
be deemed terminated, and neither Party shall have any further obligation to the other, except
as provided in this Article II.

Section 2.03 Confidentiality. The cxistence of this letterandﬂsmntcntsaremtmdedtoba
confidential and are vot to be discussed with or disclosed to any third party, except (a) with
"the express prior-wciunn consent of the other Party to this letter, (b) as may be required or
appropriate in response {o any summons, subpoena or discovery order or to comply with any
applicable law, order, regulation or ruling or (c) as either Party, or their desipnees and
representauves, reasonably deem appropriate in order to conduct dne diligence or oﬂwt
investigations relatmg to the Proposed Transaction,

Section 2.04 Expenses. Each Party shall pay their respective legal fees, professional fees
and other transaction costs incurred in the cvaluadon and negotiation of the Proposed
Transaction and the Definjtive Agreements, whether or not there is final agreement thersto.

Section2.05 Management Approval. Ta addition to the other conditions herein, the closing
of the Proposed Transaction and the Definitive Agrcements contemplated hereby are subject
to the internal management approvals of thc Parties, which approvals have not yet been
obtamad.

Section2.06 Non-binding Nature. The matters set forth in Article 1 of this letter do not
constitute a binding and enforceable contract between the Parties with respect to the Proposed
Transaction or otherwise, or 2 duty on the part of cither Party to negotiste in good faith toward
a business plan or 2 binding contract, and may not be relied upon by either Party as the basis -
for a contract by estoppel or otherwise. An agreement and binding commitment and contract

Vecthauston\oommon\tsgalVstelen199\be\Hub Lekter of Infan.doc
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Peoples Energy Carporation
September 16, 1999

o S CONENTIAL

- will only occar upon execution of defimitive written agreements by the Parties enabling cach
Party to participate in the form of Business agreed to by the Parties and only under the terms
of all written agreements executed by the Parties (“Definitive Agreements™). Neither Party
shall be obligated to enter into any Definitive Agreements. This letter of intent is solely an
expression of tbe Parties’ presemt intemtions so that negotiations and due diligence may
commence but either Party may cease negotiations or due diligence in connection therewith at
any time in its sole discretion. Neither Party may bring any claim or action against the other
Party as a result of a faillure to agree on or emter into the Definitive Agreements as
contemplated in Article I hereof. The matters set forth in Article IT of this letter, howmfer,
constitute binding agreements between the Parties.

Section 2.07 No Oml Agreements. Subject to the foregoing, this letter sets out the Parties
understanding, as of this date, and therc are no other written or orsl agresments or
understandings among the Parties. This letter may be amended or mod1ﬁed only by written
agreement of the Parties.

Section 2.08 _MMM- The Parties hercto hereby represent and
warrant to each other that this letter: (a) has been validly execvied and delivered, (b) has been
duly authorized by &ll corporate action necessary for the authorization hereof, and (c) with
respect to the matters set forth in Article IT only, constitutes a blndmg and enforceable
obligation of such party, enforcesble in accordance with its terms.

| Section2,08 [llinois Law. This letter of intent and Enron’s and Peoples’ rights and
oblgations hereunder shall be governed by and construed macoorﬁance mththemtemal(not
conflicts of laws) law of the State of Illinois.

If the teems and conditions of this letter are in accord with your understanding, please sign

where provided below.
‘Dave L Delainey
Managing Director
AGREED: .
Peoples Energy Corporation

Williorm E. Morrow {1~
- Vice President

\\ext\houstorcormmoniLegalistuler\1 999\ Anta\Hub Letter of Intent4.dec
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Septernber 14, 2000
CONFIDENTIAL
Peoples Eﬁergy Corporation
130 East Randolph Drive
Chicago, Illinois 60601
Attn: Mr. William E. Morrow
Vice President '

Dear Mr‘ MOITOW'

This letter (this "Letter") merorializes the general agl‘ﬂement of Enron MW LLC. ("Enron") and
Peoples Energy Corporation ("Peoples”) concerning the sharinig of profits from certain joint initiatives
described in Paragraphs 5 (2} and (b) herein (the “Proposed Transactions”). This Letter further evidences
the agreement of Enron and Peoples as to respensibility for confidentiality, -exclusivity, the Party’s
respective share of profits, expenses, “and certain other matters relat:mg to the Proposed Transacnons as
set forth in this Letter.

This Agreement is not intended to impose 2 duty on the part of either party or any of their affiliatesto
enter into a particular individual transaction, but rather evidences the parties' binding agreement only as
to the matters relating to the overall allocation of profits from the various types of Proposed Transactions.
Any binding contract to enter into a particular transaction is conditioned upon, in addition to other
matters which such’ party may deem important, the results of due diligence reviews to the parties’
satisfaction, which due diligence reviews have not yet been completed, each party’s satisfaction with and
resolution of all legal and regulatory issues, approval of each party's board of directors (and: other
management as required), which approvals have not yet been obtained, negotiation and execution of
mutually acceptable binding, definitive agreements ("Definitive Agreements"), and satisfaction ‘of all
conditions precedent to the effectiveness of the Defmitive Agreements. The parties acknowledge and
understand that the Definitive Agreements may require regulatory approvals, and the effectiveness of
some of the Definitive Agreements would be contingent upon regulatory approval in form and substance
satisfactory to the Parties, in addition to the satisfaction of other conditions precedent.

Enron and Peoples are sometimes referred to mdividually as a "Party" and Q:ol]ecﬁvdy as th‘;: "Parties™

.1, Exclusivity. Until the earlier of (a) the execution of Definitive Agreements, or (b)
October 31, 2004 (the "Termination Date™), in consideration of the substantial expenditures of time, effort
and expenses undertaken and to be undertaken by the Parties in order to conduct their due diligence,
prepare documents and perform other tasks and undertakings, the Parties (x) shall negotiate excluswcly
with each other with respect to the Definitive Agreements (y) shall not solicit, make or accept any offers
or proposals by third parties to undertake or enter into the Proposed Transactions.
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2. Confidentiality. This Letter, any documents or proposals developed pufsuant to this
Letter, and any other information provided by a Party to the other Party relating to the various
transactions are confidential, and are deemed Confidential Information within the meaning of the
previgusly executed confidentiality agreements executed by the Parties and/or their affiliates, including
the confidentiality agreement dated December 27, 1999, the terms of which are mcorporated herein by
reference. Neither Party shall issue a news release nor other public disclosure concerning this Letter or
the Proposed Transactions without the written approval of the other party, except as required by law.

3 Expenses.

. () Unless otherwise agreed in writing, each Party shall bear its own internal expenses
relating to evaluation of the Proposed Transactions, negotiation of the Definitive Agreements, and other
matters related to the Proposed Transactions.  Expenses for the goods or services of third party vendors,
consultants or advisors shall be shared by the Partics on a 50/50 basis, subject to the approval of both
Parties pnor to the expense being mcurred

(b) Enron and Peoples shall approve all contracts and engagements of vendors contractors,
consultants and advisors to fumnish goods or ‘perform services prior to engagement of such parties. .
Neither Party will have any authority to act as agent of the other Party to contract for such goods and
services and may not bind the other Party to pay for such goods or services without the priof written
approval of the other Party.

_ 4. ‘Relationship of the Parties.  Neither this Agreement nor any Definitive Agreement
_ will constitute nor be construed or implied to comstitute the parties or their respective affiliates as
pariners, joint venturers, agents or representatives of one another, nor as fiduciaries or trustees for one
* another, nor as having any duties or obligations to one another other than those contractual duties
expressly provided for in this Agreement or the Definitive Agreements. Neither party will have the legal
or equitable power or authority, express or imp]ied, to act on behalf of, or to bind, the other party or its
affiliates without such other party's or afﬁhates prior written conscnt and instruction to take a specific
action on its or their béhalf.

5. Profit Allocation. Notwithstanding anything else to the contract in Limited
Liability Company Agreement between the parties (dated April 26, 2000) (“the LLC Agreement”), it is
agreed that profit shall be allocated as described below. Profit will be determined in accordance with
generally accepted accounting principles, based on mark to market accounting whenever possible. The
Definitive Agreements shall give full force and effect to the terms of this Letter.

(a) Hub Services. Hub Services include (a) transactions entered into by the PGL Hub or MEH (as its
agent) which are subject to the Peoples Hub FERC or state commission approved operating

statements, and (b) all physical transactions which require the use of theManlove or Mahomet fields
(also known as “exchange” or “enhanced hub” services).

The profit from Hub Services shall be split as follows: .

o:\commont\legalbcarterpeoplesiransfapriccloisept14
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« For transactions. entered into between February 15, 2000 through September 30, 2000, the.
profit shall be shared on a 50/50 basis.

e For transactions entered into from October 1, 2000 to September 30, 2001 (and successive
years umtil September 30, 2004), Peoples will receive the first 84 million in profit
(cumulative, not annuzal), and Enron will receive the next $1million in profit. Peoples and
Enron will share any additional profit on a 50/50 ba31s

This arrangement excludes all agency fees paid to MEH. These fees will be shared 50/50 from the
beginning. .

All internal costs incurred in the normal course of business will be borne by the party incurring same.
All third party costs wﬂl be shared equa]ly, and require MEH board approval.

{b) Peaking Agrcement Peoples has contracts with PGL and with NICOR relating to the
ethane/propane peaking facility. The two existing contracts pay a total of $2million (approximate or
exact) in demand charges annually. Any profit exceeding $2 million in a year will be shared by
‘Peoples and Enron on a 50/50 basis.

If either of these contracts is extended in any form other than the current form then Peoples and
Enron will share the demand charge and the profit on a 50/50 basis.

(c) Other Transactions. Peoples and Enron will split the proﬁt from any transactions other than those
descnbed above on a 50/50 basis.

] '6. " Term of Definitive Agreements. The Parties agree Definitive Agreements shall be
effective until October 31, 2004 years, subject to the termination rights described therein.

7. - Excluded Transactions. The gas storage monetization initiative (as generally described
in the Parties’ Letter of Intent dated Septcmber 2000) is separate, and excluded from the terms of
th]S letter of intent. '

8. Representations and Warranties. Fach party hereby represents and warrants to the

other party that (a) this Agreement has been validly executed and delivered, (b) has been duly authorized .

by all action necessary for the authorization hereof, and (c) is the legal, valid and bmdmg obligation of
each party, enforceable in accordance with its terms,

9, Entire Agreement Thls Agreement constitutes the entlre agreement of the parties -
relatmg to the subject matter hereof and supersedes all prior rhscusswns agreements or understandings,
whether oral or written, relating to the Proposed Transactions. There are no- other written or oral
agreements or understandings between the parties relating to the subject matter hereof. ‘
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10. Assignment This Letter may not be assigned by either Party without the written consent .
of the other; however, it is acknowledged that the Definitive Agreements may include affiliates, lenders,
investors, and designees of the Partlcs as necessary to give full effect to the intent of this Letter.

11 Survival, The provisions of Paragraphs 1, 2 and 3 survive the termination of this Letter,
unless the Parties release each other from the referenced terms in writing. L

12, -Goizern‘ingLaw THIS LETTER SHALL BE GOVERNED BY AND CONSTRUED IN
ACCORDANCE WITH THE LAWS OF THE STATE OF NEW YORK, WITHOUT GIVING EFFECT
~ TO PRINCIPLES OF CONFLICTS-OF-LAWS.

To evidence Peoples' acceptance of this Agreement, please execute all of the enclosed originals
of this Agreement in the space provided below, retain one fully-executed original, and retun the other
original to Enron, to the attention of the undersigned, by 5:00 p.m. (Houston, Texas tlme) on or before
September 21,2000,

This Agreement may be executed in counterparts, with each. counterpart being dcemed to be an
‘original instrurnent, but all such counterparts together shall constitute but one agrecment The effective
date of this Agreement is agreed to be. , 2000 (the "Effective Date™).

ENRON MW, LL.C.

By:
Laura L, Luce
Vice President

Acknowledged, Agreed to and Accepted
this day of September 2000:

PEOPLES ENERGY CORPORATION
 By:

Name:
~ Title:
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Peoples, Enron Form Midwest Energv Hub, [...L.C

CHICAGO, April 26 /PRNewswlire/ -- Peoples Energy (NYSE: PGL) and Enron North America, a wholly owned
subsidiary of Enron Corp. (NYSE: ENE), announce the formation of Midwest Energy Hub, L.L.C. The previously
announced entity will expand and enhance Peoples' existing natural gas market hub and provide natural gas
marketing, transportation and storage services to the 1.1 trillion cubic feet Chicago market.

o920

Midwest Energy Hub offers the following key services:

e Balancing and fuef management services for gas-fired power generators

Hourly winter and summer peaking services

Seasonal arbitrage products and storage management

Location swaps to and from the Chicago area

Transportation management
e Market 'aggregation services such as pooling and titie transfer

*Midwest Energy Hub comblnes Enron's transactional and marketing expertise with Peoples Enérgy‘s assets and
local Infrastructure in this key regional market,” said Tom Patrick, president and COO of Peoples Energy. "Enron
has assembled an excellent team, drawn from both companies. We are confident that this venture is positioned

for success."

"By combining the skills of Peoples Energy and Enron, this new company wili offer creative wholesale gas
_ solutions to the Chicago market,” said Cliff Baxter, chairman and CEQ of Enron Nerth America. "We continue to
enjoy the opportunity to bulld on our strategic alliance with Peoples Energy in both the natural gas and power

‘markets.”

, Midwest Energy Hub will act as the marketing agent for the existing Peoples natural gas hub. The hub
interconnects with international pipelines, six major interstate pipelines and Peoples' Mahomet Pipeline,
‘Additionally, Midwest Energy Hub will tailor systems and services for Chicago-area customers, including
development of an hourly market for natural gas services, which will address the increasing need for gas
‘balancing. This growing need Is the result of regional pipeline capacity expansion and an increasing number of
merchant, gas fired power plants being constructed in the Chicago area. 3

Peoples Energy is a diversified energy company comprised of five primary business segments: Gas Distribution, |
power Generation, Midstream Services, Retail Energy Services, and Oil and Gas Production. The Gas Distribution
business serves about 1 million retail customers in Chicago and northeastern Illinols. Visit the Peoples Energy

web site at www. PecplesEnergy.com

E'nron'Corp. is one of the world's Jeagding electricity, natural gas and communications companies. The company,
which owns approximately $34 billion in energy and communications assets, produces electricity and natural gas,
develops, constructs and operates energy faciliies worldwide, delivers physical commodities and financlal and
risk management services to customers around the world, and is developing an intelligant netwark platform to
facilitate online business. Enron’s Internet address Is www.enron.com, The stock is traded under the ticker

symbol, "ENE."

Midwest Energy Hub Is located at 150 North Michigan Ave, Chicago, Hlinols 60601. The toll-free phone number is
877-630-3095, SOURCE Peaples Energy :
s7m 119
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CONTACT: Media, Luis Diaz-Perez, 312-240-4567,
of Peoples Energy/

or Investor Relations, Willlam Reynolds, 312-240-4288, both

S afe Harbor” Statement under the Private Securities Litigation Reform Act of 1995: Statements in this press release ‘
regarding Peoples Energy Corp.'s business which are not historical facts are "forward-looking statements™ that involv ris
and uncertainties. For 8 discussion of such risks and uncertalnties, which could cause actual results to differ from tht::e sks
contained in the forward-looking statements, see "Risk Factors” in the Company's Annual Report or Form 10-K for th o
recently ended fiscal year. ’ he most
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PEOPLES ENERGY AND ENRON ANNOUNCE
CHICAGO ALLIANCE ACTIVITIES

Chicago and Houstor - Peoples Emmy CDTD. (NYSE' PGL) and Enron North America Corp. (ENA). A
wholly owned subsidiary of Enron Corp, (NYSE: ENE) announced 1oday that the companies have
entered into three agreemants to pursue common interests in the Chicago anergy market. '

Enron and Psoples have sighed a letter of intent to form a joint entity that will expand and enhance
Peoples’ existing natural gas market hub and provide marketing services to the 1.1 trillion cuble faet
_ Chieago markelplace. Under the proposal, the new entity will jointly eptimize approximately 10 to 20
biklon cuDic feet (BCT) per yedr of Ghicago area storage capasky end rslated fransportation, which wil
enabls previding physical and financial product and servica offerings, such as balancing, storage,
exchange, end title tracking for hub customers. The Chicago-based new entity plans to invest in the

atea’s natural gas infrastructure to augment the flexibility inherent in Peopies’ Chicago Hub. The antﬁy Is
expected to be ope_raﬂonal In eany 2000,

“This alfiance provides for essentiel asset aptimization and the further development of hub services,” saiy
Richard E. Tertty, chain'nan and CEQ, Pecples Energy. "Worklng with Enron allows us to make significant
progress on our long term strategy of enhancing our utlities and growing our diversifind energy
buainessn " _

"By combining Enmn 5 experience in marketing and risk management with Peoplos Enorgy s raglonal
expertiss, we have & Unique opponUnity to develop and offer creative whulesale gas solutions to the
Chicago marketplace,” sald Kenneth L. Lay, chalrman ang CEO of Enfon.

In addition, Enron will provide naturat gas supply for Peoples Energy utilities, Pebplas Gas and North
Shore Gas, for a period of five years, commancing October 1, 1989, Under the agreémonﬁ; Enron will - \
optimlze a major chare of the Llillties' natural gas transportation and provide an avarage of 100 Rcf par
year of natural gas Supply.. '

‘more-
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' Peopies Energy and Enron, pege 2.
0 S B | | o
“"As the leading marketer of netural gas in North America, Enron has the scope and expertise necesgary

to work with Peoples 1o optimtze Iis natural gas trangponation assets and 1o provide reliable and fiexible

_.natursl pas supply to Peoples Enargy's ulllitles, Lay sald.

The companies have also signad a letter of intent whereby Enron would provide wholesale slectric
supply and risk managemsnt 561vices 1o Peoples Energy Services Corporation (PESC). PESG la the

rotall division of Peoples and markets power to end-use customers in Hlinols. PESC will be parlicipating
in the retail electric market as ons of only eix companies that has been certified 10 do so In Hiinois.

“Combining Peopies Energy's known name and local operations with Enron North America’s outstanaing
wholpsale electricity coapabilities will craats a strong value propoaition for eustomers,” said Terry.

. Enron is one of the world's leading eleciriclty, natural gas and communications companies. The
company, which owns appfoximala!y $34 blltlon In energy and cofnmhnicaﬂona assats, produces
electricity and natural gas, davolops, consiructs and oporotes energy faclliias worldwide, delivers
physical commodities and financial and risk managsment services to customers around the world and is

-. geveloping a nationwide Intemet-based communications network. Enron's Internet address is

-’ www.snron.com, and the stock is traded under the ticker symbal, “ENE."

Peoples Energy is a diversified energy company. Its core operations are Wwo natural gas utliities,
Peoples (3as and North Shore Gas, serving about 1 million customers In Chicago and northeastemn
ifinols. The company's diversified energy businesses focus on powor generation, oil and gas production,
. aaaot—baééﬂ wholesale services and relall energy services, Peoples Energy’s Internet addrese s
" www.pecorp.com and the stock i iraded under tha ticker symbol "PGL." |

Msdia Contacts: . - o
Rodrigo A, Bierma Peoples Energy 312/240-4587
Tracl Warner : - Enron 713/853-3242
Anatyst Contacts: | e
~ Willlam Reynolds - - Peoples Energy 312/240-4288

Forward-Looking infermstion, Thic proes relpass cantaine forward-looking statemenis within the meaning of
Section 27A of the Securities Act of 1833 and Section 21E of the Securities Exchange Act of 1934, such ae
expectations of business davelopmant and grawth arlsing aut of Enron's end Peoples Enerpy's slilance actlvities.
Actua! results could differ materislly from suth expectations, becauss of many uncertainties, including, but not
limited 10: general U.S. and lllinols sconomic conditions; business end competitive conditions resulting from _
dereguistion shd consolidation of the energy indusiry; the timing and extent of changes In energy commodity prices
_ pnd Interest 1aies; and regulatory developments in the U.S., lliinols and other states where Peopies Energy hay
_Invesiments. Some of the unceneainties that may affect tuture reslis are discussec In more tetel under *hem 4 —
" Business™ of the Peoples Energy’s Form 10-K for the year anded Septembuer 20, 1008. All forwerd-looking -
© siastements included in this press release are based upon Information presently avallahle, and Peoples Energy
assumes no tbilgation to update any forward-looking stelements.
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Gas Supply Deal _ '-

‘Updated Oct 6,1999, 2:00 pm

' 1.

What are the components of “gas snpply servmes”"

Enron North America will work with Peoples/North Shore to optimize a portion of i 1ts
transportation and gas supply. ENA will provide Peoples/North Shore firm gas supply, while
optimizing the value of Peoples’/North Shore’s resources in the national marketplace.

. What are the terms of the supply. management deal?

Specific terms and condltlons of the agreement are confidential and ca.nnot be d1sclosed

.'How is Enron being compensated for their serwces" Is Enron s compensanon paid to

the detriment to C}ucago consumers? -
Enron will not receive any management fees under the agreement. The benefit to Enron is

linked to its ability to increase the value of the assets/resources released in this gas suppl).r

agreement. Peoplé/North Shore benefit by receiving gas, at attractive prices, which is flowed
through to Peoples/North Shore ratepayers ThlS benefit to Enron does not adversely affect

- Pe0ples/Nonh Shore customers

Why can ENA provide these services more efficiently than Peoples could do on its own"
ENA is national in scope and it can attain additional cost efficiencies using Peoples’/NDrth

- . Shore’s gas supply arrangements outs:de of their service territories.

| Why would Peoples do this deal? .

Enron has greater assets available to it to capture and/or create value from Pe0p]es natural’
gas assets. Peoples/North Shore customers benefit because PeOplestorth Shore will be .
purchasmg gas from Enron at attractive prlces

Is the deal subject to regulatory approvals? ‘

No. This is a standard gas supply agreement between Peoplestorth Shore and Enron and
does not require regulatory pre-approval. The Illinois Commerce Commission does not
require approval of contracts between its gas utilities and suppliers of gas and related
services. However, the gas supply agreement would be subject to prudency review ina
Purchased Gas Adjustment proceedmg before the Commission at a pomt in time after. the '
actual contract execution. .




7

* COFDENTAL

Both Enron and Peoples bave retail affiliates. How will this agreement affect
" competition between the two retail affiliates? . o ' , : :

“Enron North America is Enron Corp.’s wholesale marketing affiliate and Op:eratés

independently from Enron Energy Services (EES), Enron’s retail affiliate. The agreement
between ENA and Peoples has no impact on EES or Peoples Energy Services (Peoples’ retail
affiliate, which purchases its gas supply independently of Peoples/North Shore.)

Will Peoples continue to own its assets?

Yes, Enron is only providing a service to Peoples by provi ding an assured delivered gas
supply. Peoples will continue to own the assets during the contract as well as after the

" contract has expired.

Is Enrdn going to take over Péopies? : . - )
In general, Peoples do not comment on Merger and Acquisitions (M& A)) matters.

B
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1. What is the strategxc ob]eetwe of Peoples creatmg a ]omt entlty w:th Enrun"

, Jomt Entlty

Dynamic changes to the market place create the need for new, expanded wholesale hub and
" marketing services in the Chicago area. Peoples existing Hub operations must be expanded to
address significant changes occurrmg in the market place:

2 Bef/day of new pipeline capac1ty into Chicago (Northem Border, Alhanee) .
2 Bef/day of pipeline capacity away from Chloago {(Vector, Guardian, TriState, Honzon)
Gas and electric deregulation
- Expansion of merchant owned gas fired power plants create the need for dally and 1ntraday
_ balancmg . :

e ¢ o o

. Peoples is takmg a proactive step with Enron in this alliance to develop services that ﬁll the
emergmg market’s needs.

' 2. .Given that Peoples Gas already operates'its Chicago Hub, what additional assets ‘will
' Enron provide to the entity? What additional resources will Peoples provide? _

The specific contribution of each party to the joint entity is still in development. Enron
brings to the joint entity its trading and risk management expertise plus other storage capacity
it now controls separately. Peoples brings to the joint entity its regional knowledge of the
marketplace and its expertise in management of the existing Hub. Enron and Peoples will
contribute significant resources to jointly develop and offer expanded Hub services to the
Chicago wholesale energy marketplace. :

o Employees from both compames will staff the new entlty

3. Will Enron open a Chlcago office?
_Enron has operated a business out of its Hinsdale, Illinois office for over fourteen years. -
Enron is currently con31der1ng the logistics of opemng an ofﬁce in the Ch:cago area.

4, What are Hub serv:ees" ‘
The term is relatively new to the industry. Hubs are centers or foca] points of ﬁnanmal and
. physical trading activity where buyers and sellers negot;ate price and delivery of the gas.
"~ Fundamentally, there are two kinds of hubs. Supply hubs, such as the Henry Hub, are
: important market exchanges, for producers and marketers who direct gas down the supply
', line. Market hubs, such as the Chicago market hub, are close to market (near the end of the
o supply line), and are nearest to the actual gas customers :

-5, What services will thls hub offer? S
. The Chicago market hub interconnects with six major interstate pxpelmes and will be a center
of activity for the Chicago gas market. Through the new entity, Enron and Peoples will
*-. jointly optimize approximately 10-20 billion cubic feet per year of Chlcago area storage i
7 capaclty and related tranSportatlon :

. This preemment hub will develop, market and transaet numerous services moludmg parkmg, ‘
" balancing, exchange and tltIe tracking..
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.. Does thls hub have access to supply basins, plpehnes, and storage" o

. ‘How do customers of Peopies Gas benefit from the operation of.the Market Hub‘;

CONFIDENTIAL

_ These services will become mcreasmgly valuable as new gas mfrastructure and gas-ﬁred

generation are bulit in the Chicago market area. -

Located near the 1.1 TCF annual Chicago marketplace, this hub will have access to multlp]e
supply basins, pipelines (6 major interstate pipelines), storage, and will be able to offer )
wholesale customers the flexibility to complete their transactions successfully.

-

Peoples customers will benefit because the natural gas market will become mcreasmgly
competitive and more liquid. Liquidity means that wholesalers of gas and related services
will be able to more easily buy and sel] gas in the Chicago area. This means that suppliers
will be more likely to transact business at the Chicago Hub than at other midwest trading
points and, in turn, more gas will be available for purchase. Moreover new products and

- services available at the hub can benefit customers.

Wholesale Power and Gas

1.

Are Epron and Peoples going to be competmg in Hlinois’ deregulated electrlclty

" market?

Enron Energy Services Inc , Enron’s retéil affiliate will be competmg in the deregulated
Illinois electricity marketplace ‘

' Peoples Energy Services, the retail subsidiary of Peoples willbe a competrtor in that

marketplace. Enron North America and Peoples have signed a letter of intent whereby they

- will enter into an agreement under which ENA will supply PESC wholesale power

. Doesn’t this conflict with Enron Energy Services oper_ﬁtions in MMinois? :
. No. These are two entirely different businesses for Enron. (Wholesale vs Retail) Enron

North America is the largest wholesale provider of electricity in the U.S. ENA supplies

‘wholesale power to hundreds of customers, many of which are utilities. Enron’s retail arm,
" Enron Energy Services, will be provrdmg retail electrlc services in Illinois, and will face
- competition from PESC. "
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Docket 01-0707
The Peoples Gas Light and Coke Company’s
Responses to Staff's 16th Set of POL Data Requests

B CONFIDENTIAL

Questrons POL 16.13 through POL 16 26 retate to the documents attached to the
Company's response to POL 15 17 ("enovate audit documents”)

- POL 16.15 With respect to Finding #1 on page 2 of 7 of the August 24, 2001
departmental correspendence with a subject line "Revrew of enovate (5740)
provide the following:

a) a detailed descnptlon of the transactions between PEC and Enron that
were the subject of Finding #1, including, but not limited to any types of
purchases or sales of gas or exchanges or any hub services;

b) an eXpIanatlon of the revenue shanng arrangement, as it was understood
by the PEC senior management identified in POL 16.13;

c) ‘the amount of revenue that was shared for each of the years FYOO and
FY01 and the amount of revenue that was allocated to each party from the
revenue sharing agreement for each of those years; "

d) the journal entries that Peoples Gas recorded on its books in FY00 and
FYO1ifor the revenue transfers from enovate that were referred to in the audit
response by PERC/enovate, .

e) the Joumal entries recorded by PERC for FY00 and FY01 for the revenue
transfers from enovate that were referred to in the audit response;

f)~ the journal entries recorded on enovate's books in FY00 and FY01 for the
revenue transfers referred to in Finding #1 to PERC or an affiliate and to Enron

MW or an affiliate;

. g)- . the details of any revenue transfers occurring subsequent to FY01 not
mdrcated in ¢) through f); . A .

h) the information requested in b) through f) for FYGZ and FY03, if any
revenue transfers were made in FY02 or FY03;

i) list the follow up actions that Peoples Gas has taken to date W|th respect
to Flndlng #1;

; J) revenue sharing agreements between PEC and Enron that have been
- reduced to writing. 7

ReSponse Respondent objects to these requests to the extent that they seek
mformatron that is beyond the scope of this proceeding.

Further objecting, Respondent states that it was not a member of and had ho
_interest in enovate, L.L.C. ("enovate”). As such, the requested information has
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no beanng on the issue of gas costs and revenues that are the sub}ects of this
~ litigation. , - .

. As an gffiliate of Peoples Gas whose predecessor had an indirect interest in
enovate, Peoples Energy Resources Company, LLC (“PERC") provides certain

of the following in response to this data request, which Respondent, without
waiving the foregoing objections, now forwards. As the parent corporation of
Respondent and the interest parent of enovate, Peoples Energy Corporation
(“PEC") provides certain of the following in response to this data request, which
Respondent, without waiving the foregoing objections, now forwards. Subsectron_ ,
(i) is directed to Peoples Gas and Peoples Gas provides that response.

Also, see documents produced in response to previous Staff and intervenor data
requests, as well as additional documents provided in response to the Citizens
Utility Board’s 13th set of data requests and Staff's POL 16th set of data requests
for the period January 1 1999 - September 30, 2001.

a. PEC states that |ts Internal Audit area reviewed enovate’s ﬁnancral activity
for the period January 1, 2001 through March 31, 2001. It interviewed enovate
management and determined that certain revenue sharing agreements were not
in writing. As part of Internal Audit's review, the followmg transactions were '
documented in the workpapers:

1. The annuity trade that occurred on March 31, 2001, transferring quarterly
earnings from Enron MW LL.C. ("EMW") to enovate and

2. The October 24, 2000 Master Consultrng Agreement between PERC and
EMW.

b.  PERC states that there were two shanng arrangements that were »
discussed with PEC’s audit department in response to one of PEC’s questions in
the preparation of the August 2001 audit. These sharing arrangements evolved

as a function of the partnership struggling to become fully established. -

PERC further states that it was the intent of both parties to the partnership to
complete the appropriate written agreements; the intent of the oral sharing
arrangement was to provide a bridge unti] written documents, acceptable to all
parties, could be negotiated, executed and approved

'Senior management’s understandlng of the sharlng arrangements were as
follows. There were two such arrangements: (1) revenue sharing between
PERC and EMW calculated with reference to a baseline level of revenue from
Peoples Gas’ hub, and (2) revenue sharing reiated to the activities of EMW,
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C. PERC states that Peoples MW LLC booked in fiscal 2000 $216,821 for its
share of enovate's equity income and in fiscal 2001 $11,348,272 for its share of
enovate's equity income. Some portion of this was due to the revenue sharing
arrangement described in the response to subquestion {b).

d. - None.
e. None.
f. See documents produced in response to the Citizens Utility Board's 13th

set of data requests and Staffs POL 16th set of data requests for the penod
January 1, 1999 - September 30, 2001.

g. PERC states that Peoples MW LLC booked in fiscal 2002 $1,296,721 for
its share of enovate’s equity income, and some portion of this was attributable to
the revenue sharing arrangement described in the response to subquestlon (b).
enovate was dlssolved at the end of fiscal 2002.

h. See the response to subquestion (g) above.
i The Peoples Gas Light and Coke Company, Respondent in this

_ proceeding, states that it took no actions with respect to any element of the

|nternal audit of enovate, L. L. C.

See the Limited Liability Company of Midwest Energy Hub LL.C,
provided in the response to Staff data request POL 15.8, for the written revenue
sharing agreement between the members of enovate.. PERC states that, in
response to the audit, there were no revenue sharing agreements between PEC
and Enron that were reduced to a written agreement.
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Questions POL 16.36 through POL 16. 39 relate to the document prowded in the
Company’s response to POL 15.6 entitied “Letter of Intent”, which was signed by .
William Morrow and Dave Delainey, and dated September 16, 1999 ("1999 Letter

of Intent”).

"POL 16.36  Was it Mr. Morrow’s understanding or the understanding of any
other executive officer of Peoples Gas or PEC, prior to Peoples Gas entering in
to the GPAA or the Letter of Intent, that either the GPAA or the 1999 Letter of
Intent was conditional upon the other being signed?

'Response: Respondent objects to this request to the extent that it seeks
information that is beyond the scope of this proceeding. Without waiving the
foregoing objection, Respondent states that signing the Gas Purchase and
Agency Agreement was not-conditioned on signing the Septembef 16, 1999
Letter of Intent nor vice versa.
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Questions POL 16.1 -through POL 18.29 refer to 01 PGL 047931-047960 and 01
PGL 0579003-0572007. _ o

" POL 18.005

Who decided not to provide any of these documents to Staff in response to
numerous inquiries about Peoples Gas’ economic analysis of the GPAA?

Explain why. : ‘
Response

P For purposes of this response, Respondent assumes that references to

P documents with the Bates identification of 01 PGL 0579003 - 0579007, which do

: not exist, are intended to refer to documients identified as 01 PGL 059003 -
059007. Respondent objects to this request in that it (1) is not reasonabiy
calculated to lead to the discovery of relevant information, (2) is beyond the

" scope of this proceeding, and (3} assumes that an individual “decided" not to
provide these documents. No person made a decision not to provide the
referenced documents. : : : ’ '
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52 . REFINERY GAS SALE AND PURCHASE AGREEMENT ATACHMENT
R IR BETWEEN - S - e 2.126 (a)

- THE UNO-VEN COMPANY AND S e
THE PEOPLES GAS LIGHT AND COKE COMPANY -

'This Ag-re‘em-erlt'is ente_red into as of the 1.st da)l of October, 1995, by and
between fhe UNO~VEl‘~l bompany (hereaﬂer called "UNO-VEN"), -an lllirlcis .
| general partnershlp with a busmess address of 3850 North Wilke Road Arlmgton -
- Helghts lfinois 60004 and THE PEOPLES GAS LIGHT AND COKE COMPANY |
(hereaﬂer called "Peoples) an ltlmms corporatlon with a buslness address of -
130 East Randolph Drive, Chicago lllinois 60601 .‘
WHEREAS UﬁO-VEN anhcupates that its Reﬁnely at Lemont, lllmms will B
_produce Surplus Refinery Fuel Gas (hereafter "RFG"_) which UNO-VEN desires to. -
s'ell; and | | B o |
' WHEl?EAS Peooles icdicetee a des-ire to.'purcha_se RFG rto use as ablend
component in its natural gas delwery system and
| WHEREAS UNO—VEN and Peoples have prevsously entered mlo an
Agreement for the Sale and Purchase of RFG dated October 1, 1994 which, by
its ferms, termlnated effective September 30. 1995; -
NOW,. ' THEREFORE, .ih_ consideration of the premises and mutual
- covenants and'agreements hereinafter set forth, UNO-VEN and Peoples her_eloy

. agree as follows:

r e R i i s i s MR B0 teDbc‘lEo (E




'system

1. ESTIMATEDVOLUME.
This Paragraph 1 eﬁpiies to transactions other than thoee_ described. '

in Paregraph 2. The volome of RFG that UNO-VEN is able lo make ‘a‘vailable for
sale will vary and is dependent in part upon the following factors: Type of crude
oil being processed volume of crude oil belng processed; number of ref' inery

units operating and level at which they are operating; time of year; and weather_'_

| conditions.

The volume of RFG tha‘t- Peoples is able to utifize in its operations |

- will vary and is dependent in part upon the following factors: composition of RFG

received; gas demand by Peoples' customers, which in part is a function of

' weather condmons and non-routme operanng condmons affectmg Peoples

Appendix !l (attached hereto and made a part hereof) sets forth, for
both ‘the wihter and summer seasons dun‘ng the term of this Agreement thé
estimated "peak" normal" and "mnmmum daily avallab:hty of RFG for dehvery
by UNO-VEN to Peop!es at normal refinery throughputs with existing faCIlltleS

Dunng the identified seasons, Peoples shall, subject to the further provusions of

this Paragraph 1 and Paragraph 10, be obligated to accept all daily volume_s

. offered by UNO-VEN up to 50% of the estimated "normal” level indicated for such

season and shall use reasonable efforts to accept volumes up to the indicated
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) o e's-t‘imated -"peak” level for such season. However, if despite the use of
reasonable efforts, and for reasoﬁs beyond its reasonable ooﬁtrol, UNO-VEN .is'
unable to deliver (e.g., 'because of unavailability of RFG) or Peoples is unable to
receive and use RFG in its syeterﬁ (¢.g., because said RFG is “off-'sbeciﬁcaﬁon", ,
force majeure, or the dtilizaiiee of RFG is expected to cause unreliable or unsafe
operations), theh UNO-VEN or Peoples, as the case may 'be. shall have the ﬁéht

. ‘.at its sole discretion fo-,suspehd performance hereunder. The right ef either party
.to.suspend performance hereunder shall not be based on the availabiity of

'altemete sources of customers .for,RFG at more favorabfe prices. The party
su'spe.nding performance shall notify the other of such suspension and use |

| | .reasonaﬁe efforts to provide as much advaﬁce notice as possible to the o.ther' (24
hours' telephone notice, if possible, then confirned in writing). 1In the event of
such suspeneion. the perties agree that there will be no liability on the part of
'efther earty. except for the obligation to pay any amounts dﬁe' and owing.

bn any day during the perioo_

during the term of this Agreement when the O'Hare Daify Average Temperature

.' ‘(1'2:00_ noon to 12:00 noon basis) is reasonably predicted by Peoples to fall below

@ P copies may nominate to UNO-VEN for delivery of up s N " !

—of RFG. Fer purposes of this Paragraph 2 (Peakihg Service),




"',) ) o under no circumstances will UNO-VEN be required to provide RFG for more than

SN i~ =ny contract year.” Peoples must make its nomination, by telephone

aad,conﬁrmed by telefax by both parties, at least twenty-four (24) hours pnor to

the periad .for. which deliveries are nominated. UNO-VEN shall déliﬂref_ the |

nominated quantity. The pric:a for th'e RFG delivered will be based on the_Gaa

'Day on which the RFG is de!ivered; For the purposes of this Paragraph 2 a '-f(l.-‘,as.

Day" is defined as the twenty-four (24) hour period commencing at 12:00 noon

.Central Standard Time. The price per MSCF shall be the higher' of the foIIowfng -
~ prices: | | |

- of the spot market natural gas price determmed by the

.‘\-—/

average ((hlgh+low) 12) Chlcago LDC Cltygate price as publlshed in
-Gas _Daily for the Gas Day the RFG was delwered. If this is not

available then the price will be_the contract price ' as
| defi ned in Paragraph 9.

or

—detemned by taking the

average daily price (( high+low)/ 2) for SN
as pubhshed in the —plus published tariff

& rates from — and actual
P el 1 the daily average price is

ST-/0 215




5 B "'not avaﬂab!e then the average of ﬁ\_

for the week of the nommahon wﬂl be

B used. If UNO-VEN's actual average sales pnce fo_ in-
, .the.mont'ﬁ of norﬁinateo gas delivery is gfeater than the price- |

calculated above, then the actual sales price plus actual handling -

Tl

costs will be used.

Example:

The RFG provided by UNO-VEN to Peoples shall be composed as
descnbed in Appendlx | (attached hereto and made a part hereof) but subject to

the foliowmg maximumcriteria:

ST-% 2o




UNO-VEN and Peoples‘ expect that the RFG delivered under this

Agreement will meet the specifications described in Paragfaphﬁ_ and Appendix L.
1 - UNO-VEN “agrees 10 use reasonable efforts thrpughout the term of this
| Agreement to suppl.y RFG within such specifications.
| if UNO-VEN, despite exercising reasonable eflorts, 'discc\ie'rs.that_
the RFG will not meet the sbeciﬁcations contained in Péragraph 3 and Appendix 1
(i.e., wil be "oﬁ-speciﬂcétion"). UNO-VEN shall immédiately give " telephonic
notice to Peoples’ Gas C-on.tro'ller, confirmed later in writing, of the degree to
'_ Qﬁ;ch the speciﬁcatidns are exceeded and the estimated du_ratioh of that
céﬁdition. ; | |
Peoples shall use reasonable efforts to utiize RFG whi;h is:'
deterﬁined by eit_her UNO-V_EN or Peoples to be off-specification. To the extent
Ehat Peoples can.not in its sole judgment use any quantity of such tendered
| .off-speciﬁcation RFG, Peoples shall have no obligalidn to accept or pay for su_ch'
quantity of RFG. The foregoing shalll be Pedples' sole remedy ag'ain.st UNO-VEN

for UNO-VEN's failure to deliver RFG meeting the specifications set forth herein.




