
The Bank of Tokyo Trust Company Bayerische Vereinsbank AG 

November 17.1994 

Mr. James D. Wright 
Vice President b Chief Financial Officer 
Panda Energy Corporation 
41 00 Spring Valley 
Suite 1001 
Dallas, Texas 75244 

Re: Panda Kathleen, Limited Partnership (the “Proiect”) 

Dear Pete: 

Based upon our recent discussions in connection with the above-referenced Project and your 
Confidential Memorandum dated September, 1994, the undersigned banks (the “Banks”) are 
pleased to present this Indication of Interest (the “Indication”) to seek to provide a credit facility 
(the “Credit Facility”) for the Project 

Attached as Exhibit A are indicative terms regarding the proposed Credit Facility. Exhibit A 
presents one possible credit facility stmcture for the Project. At the request of Panda Energy 
Corporation (“Panda”), the Banks would be willing to discuss altemative credit facility 
stnrctures which might also satisfy Panda’s financing requirements. 

This Indication should not be constmed as either a commitment to provide a credit facility or a 
’ comprehensive statement of the terms and conditions under which the Banks would commit to 

provide a credit facility. Rather, the Indication should be used by Panda and the Banks to 
facilitate further discussions with respect to the terms and conditions of such a facility. A 
commitment to provide a credit facility would be subject to the completion of the Banks’ 
necessary due diligence and the receipt of individual bank credit committee approvals. 

The Banks acknowledge Panda’s concem that time is of the essence and will negotiate in 
good faith in an attempt to be responsive to deadlines dictated by project agreements and 
participants. 

Please be advised that the contents of the Indication are confidential and may not be released 
to a third pam without the prior written consent of the Banks. 

T cs K \.‘O 
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If the terms and conditions contained in this letter are acceptable to you, please countersign all 
three originals on the appropriate line below and return two executed originals to The Bank of 
Tokyo Tmst Company by no later than December 1, 1994. Upon receipt of this executed 
proposal, the Banks will proceed with their due diligence activities. 

By countersigning this document, you agree to reimburse the Banks for all their costs and 
expenses incurred in connection with the transaction (such expenses am understood to be 
reasonable But-of-pocket" disbursements and fees owed to third-party consultants and 
advisors) contemplated hereby whether or not such a transaction is consummated and 
whether or not the Banks request or receive credit approval from their respective 
organizations. 

Sincerely, 

The Bank of Tokyo Trust Company 

Kirk H. Edelman 
Vice President 

Acknowledged and accepted by: 

Panda Energy Corporation 

attach. 

Bayerische Vereinsbank AG 

Mary Power 
Vice President 



E x h i b i t  A 

Indication of Interest for a Credit Facility t 

Panda-Kathleen, L.P. 
for 

*: The fdlowing document is a non-binding, indication of interest of what terms and 
condilions might be contained in a definitive credit agreement. /t is n d  a comm&" to 
provide a credit facMy and should not be relied upon as such. Such a commitment wouM 
be subject to due dJigence and credit committee approval. 

THE PROJECT A 115 Megawatt ("MW"), gas-fired, combined-cycle 
cogeneration plant ("Kathleen" or the "Project") to be 
located in Polk County, near Lakeland, Florida. Kathleen 
will supply electrical power to Florida Power Corporation 
("FPC") and thermal energy to a distilled water plant 
owned by a subsidiary of Panda. 

THE PARTICIPANTS 

Bonower: 

Banks: 

# 

Panda-Kathleen, L.P., a Delaware Limited Partnership 
having its principal place of business in Dallas, Texas, as 
well as the entity, which owns the distilled water plant, on 
a joint and several basis. The identity of the Borrower will 
be in large part contingent upon both the ownership 
structure of the Project and the distilled water plant as well 
as the manner in which the construction of the distilled 
water plant is financed. 

A bank group initially consisting of The Bank of Tokyo 
Trust Company ("BOTT") and Bayerische Vereinsbank AG 
("BV"), (collectively the "Banks") will underwrite the 
Facility. After financial dosing, additional financial 
institutions may join this group at the discretion of the 
existing Banks. Such additional financial institutions must 
be reasonably acceptable to the Borrower. 

Equity Investors: To be arranged by Panda with a party or parties and on 
terms in all respects acceptable to the Banks. 

Administrative Agent: BOlT 
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Construction 
Contractor: 

Operator: 

Power Purchaser: 

Fuel Suppliers: 

0 

Fuel Transporter: 

WalshEommonwealth, a joint venture between Walsh 
Construction Company and Gilbert Commonwealth (or 
some other qualified EPC contractor which must be 
acceptable to the Banks), pursuant to a fixed-price, date- 
certain, tumkey construction contract with performance 
guarantees, liquidated damage provisions, warranties and 
other provisions usual and customary for this type of 
agreement and in all respects satisfactory to the Banks. 

The construction contract shall provide for aggregate 
liquidated damages with a cap acceptable to the Banks. 

The Construction Contractots obligations will be 
supported by guaranties or other forms of assurance from 
parties and with terms and conditions in all respects 
acceptable to the Banks. 

To be arranged by Panda with an experienced, third- 
party, power plant operator and on terms in all respects 
acceptable to the Banks. The operations and 
maintenance agreement shall be for a term and shall 
contain performance guarantees, bonudpenalty 
provisions, budgetary devicedconttols, credit supports if 
necessary and other provisions in all respects satisfactory 
to the Banks. 

Florida Power Corporation (“FPC”) will purchase electricity 
from the Project pursuant to a 30-year power purchase 
agreement with terms and conditions in all respects 
satisfactory to the Banks. 

The Projects supply of natural gas and back-up fuel oil 
shall be arranged by Panda with a pa* or parties and on 
terms in all respects acceptable to the Banks. 

Panda shall structure the Project‘s fuel supply agreements 
to provide a hedge against fluctuations in the revenue 
stream from the sale of electric power pursuant to the 
power purchase agreement with FPC. Such a hedge 
structure shall be acceptable to the Banks. 

Florida Gas Transmission (“FGT) pursuant to a 
combination of firm and interruptible transportation service 
agreements with terms and conditions in all respects 
acceptable to the Banks. 

. 
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Thermal Energy 
Purchaser: A distilled water facility to be owned and operated by a 

subsidiary of Panda. The Thermal Energy Purchaser will 
purchase the Project's thermal output pursuant to a steam 
purchase agreement on terms and conditions in all 
respects satisfactory to the Banks. 

Prior to financial closing, the Banks shall have reviewed 
the regulatory status of the Project, including its 
relationship to, and the presumptively useful nature of, the 
Thermal Energy Purchaser. The Project's relationship 
with the Thermal Energy Purchaser shall allow it to 
maintain its Qualifying Facility ("QF") status in a manner 
which shall be in all respects acceptable to the Banks. 

THE CREDIT FACILITY A constmct'odtenn loan facility, in an amount not to 
exceed $94 million. 

Use of Proceeds: Proceeds of the Credit Facility shall be used to finance the 
costs associated with the Project including, without 
duplication (i) the design, site acquisition, manufacture, 
permitting, constnrction, installation, testing, start-up and 
initial operation, (but in an amount not exceeding the 
turnkey cost plus additional costs authorized by change 
orders under the construction contract plus such 
additional amounts that may be agreed to by the Banks); 
(ii) financing fees, developer fees and all other fees, 
expenses and costs associated with the Project and the 
cost of interest rate protection arrangements as budgeted 
in the construction budget; (iii) debt service on the 
outstanding construction loan until the conversion date; 
and (iv) funding of the reserve accounts and working 
capital account, required by, and agreed to by the Banks. 

1% to 1-1/2% of the Credit Facility amount, payable to the 
Banks upon financial closing. 

8 

Arrangement Fee: 

Administrative Fee: 

Commitment Fee: 

$100,000 per annum payable to the Administrative Agent 
yearly in advance; the Administrative Fee will be adjusted 
annually in accordance with the increase or decrease in 
the Consumer Price Index 

3/8% per annum of the unutilized Credit Facility 
commitment, payable to the Banks quarterly in arrears. 
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Interest Rates: 

Tenn: 

Interest Rate 
Risk Protection: 

Debt Coverage 
Ratio Provisions: 

Principal outstanding under the Credit Facility will bear 
interest at a margin above LIBOR ranging from 1-114% to 
1-1/2%. Such interest rate provisions may incorporate 
periodic changes within the aforementioned range as will 
be set forth in the definitive credit agreement. 

Borrowings will have interest periods of one, two, three, 
six and if available, nine or twelve months, as the 
Borrower may select. Interest shall be paid in arrears at 
the end of the relevant interest period and will be 
calculated on the basis of actual number of days elapsed 
in a year of 365 or 366 days, as the case may be. Base 
rate or prime rate options will also be made available. 

The loan shall convert to term on the earliest of the 
following: (a) the conversion date, (b) in an event of 
default or (c) a predetermined commitment termination 
date. 

Following conversion, the term loan shall be payable 
quarterly based upon a schedule providing for 13 to 15 
year, mortgage-style, full amortization. The outstanding 
balance of the loan shall be due in full two years following 
the conversion date. 

The Banks may require that the Borrower executes 
Interest Rate Risk Protection agreements with the Banks, 
which shall in all respects be satisfactory to the Banks, at 
some future date should LIBOR exceed some predeter- 
mined level (the "Trigger Rate?. 

The Banks shall make interest rate protection agreements 
available to the Borrower during the term of the Credit 
Facility with pricing and terms and conditions which are 
competitive with similar arrangements available in the 
market. Prior to LIBOR exceeding the Trigger Rate, the 
Borrower will have the option of entering into such 
arrangements at any time. 

The Credit Facility will contain debt coverage ratio ('DCR? 
provisions usual and customary for this type of facility and 
satisfactory to the Banks. 



8 

P a n d a  K a t h l e e n ,  L i m i t e d  P a r t n e r s h i p  
Exhibit A Page 5 

Additional Collateral 
Account: 

Reserve Accounts: 

Representations 
and Warrantim: 

Borrower's Covenants: 

Events of Defautt 
and Remedies: 

Indemnities: 

These provisions will require that a portion of the Project's 
excess cash flow be used to either repay debt or fund the 
debt service resewe account based upon the following 
calculated actual debt coverage ratio schedule (such 
ratios to be calculated prior to required contributions to 
reserve accounts): 

Excess Cash - DCR Restricted 

> 1.25 .......................... 0% 
S 1.25 & 2 1.15 ........................ 50% 

< 1.15 ...................... 100% 

The mechanism for calculating debt coverage ratios shall 
be usual and customary but in all respects be acceptable 
to the Banks. 

The Additional Collateral Account shall be established as 
a restricted cash account. Project cash which is restricted 
as a result of the provisions of the Credit Facility shall be 
deposited in this account. 

Funds held in the Additional Collateral Account may be 
released to the Project with the consent of the Banks 
once the Project's financial performance has satisfied 
certain performance standards (such performance 
standards to be linked to the Project's capacity to 
generate DCR's in excess of 1.25X) which shall in all 
respects be satisfadory to the Banks. 

Reserve accounts including, but not limited to, debt 
service, maintenance and additional collateral may be 
required by the Banks upon terms and conditions usual 
and customary for transactions of this type. 

Usual and customary for such facilities. 

Usual and customary for such facilities. 

Usual and customary for such facilities. 

Usual and customary for such facilities, including but not 
limited to, environmental indemnities which shall be in all 
respects satisfactory to the Banks. 
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Equity Funding: The Borrower shall be required to provide Equity of no 
less than 15% of the total Project cost, funded in a 
manner acceptable to the Banks. 

The Borrower shall provide an irrevocable and 
unconditional commitment by the equity investors to 
provide the Equity Funding with adequate credit support in 
form and substance in all respects acceptable to the 
Banks. 

Conditions Precedent 
to  Closing: In addition to those which are stated in this Indication, the 

definitive credit agreement will contain conditions 
precedent to closing which are deemed appropriate in the 
context of the proposed transaction. These conditions will 
include, but not be limited to, the Banks' review of Project 
documents, satisfaction with the legal and regulatory 
status of the Project and receipt of the necessary credit 
committee approvals. 

Optional 
Prepayment: 

Mandatory 
Prepayment: 

Security: 

Upon providing 90 days written notice, the Borrower may 
prepay the outstanding balance of the Credit Facility, in 
whole or in part together with acctued interest thereon 
plus if applicable, any swap breakage or break LIBOR 
funding costs associated with the Credit Facility, without 
penalty. 

The Borrower may be required to make mandatory 
prepayments with proceeds from liquidated damages, 
warranty and insurance claims (other than business 
interruption and certain liability insurance and indemnity 
payments to be agreed to by the Borrower and the Banks) 
and condemnation awards. 

The Credit Facility will be secured by all of the assets of 
the Borrower which shall include, but not be limited to: 

3 a first lien and security interest in the Project's assets, 
including all accounts; 

3 a pledge of general and limited partnership interests; 
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3 a collateral assignment of the Project‘s agreements 
including: the construction contract, power purchase 
agreement, steam sale contract, O W  contract, any 
interest rate protection agreement, equity contribution 
agreement and all other relevant agreements which 
are required to operate the Project; 

3 Project permits and all manufacturer and contractor 
warranties; and 

3 assignment of proceeds of the insurance coverage 
for the project facilities through a loss payee clause 
endorsement. 

The total security package shall be in all respects 
satisfactory to the Banks. 

Other Credit Facilities: The Banks shall consider providing other ancillary credit 
facilities, such as performance letters of credit, as may be 
required by third parties to guaranty the performance of 
the Project. Such Other Credit Facilities shall be provided 
on terms and conditions in all respects acceptable to the 
Banks. 

Assignments and 
Participations: 

Project Budget: 

The Banks may assign their rights and obligations under 
the credit agreements or grant participations therein to 
other banks. Each assignee will become a party to the 
credit agreements and will relieve the selling Bank of its 
obligations with respect to the assigned portion of its 
commitment. 

The Project’s constnrction budget, disbursement schedule 
and projected financial statements shall be subject to 
review by, and be satisfactory in all resped to, the Banks. 

Fees payable to Panda and other Project sponsors shall 
be subject to the review by the Banks and their advisors. 
The Banks will not unreasonably withhold their consent to 
the payment of said fees to the extent that they are 
market-based and do not impose an unreasonable 
economic burden on the Project 

BK TQKC’O 

1 ll17/4) 09:s AM 
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Bank Consultants: 

The Banks will allow Panda to be paid a development fee 
equal to 3% of the Project Budget. Said development fee 
will be payable in two installments. The first installment, 
equal to 1.5% of the Project Budget, will be paid at the 
financial closing of the Credit Facility. If funds are 
available upon construction completion, a second 
installment, equal to 1.5% of the Project Budget, will be 
paid at conversion. The funds to be used to pay Panda 
the second installment of the development fee shall be 
treated as contingency funds during the construction of 
the Project. 

The Banks will allow Panda to be reimbursed at financial 
closing for reasonable out-of-pocket expenses incurred, 
and security deposits provided, during the development of 
the Project. Reimbursable expenses incurred, and 
security deposits provided, prior to the financial dosing of 
the Credit Facility shall be subject to the review by, and be 
acceptable to, the Banks. 

The Banks may retain the services of consultants, as 
required in their sole discretion, to advise them on matters 
relating to the proposed Credit Facility. Such entities may 
include, but not be limited to, insurance and fuel supply 
consultants, independent engineers and outside legal 
counsels. 

Transaction Expenses: All costs and expenses incurred by the Banks in 
connection with the negotiation, review, documentation, 
dosing, syndication and administration of the proposed 
transaction, including the fees and expenses of the 
Banks’ Consultants and the Banks’ reasonable out-of- 
pocket expenses, shall be paid by the Borrower, whether 
or not the proposed transaction is consummated. 

The Banks shall provide the Borrower with: (1) an 
estimate of the fees to be charged, and (2) an outline of 
the work to be performed, by the Banks’ outside counsel 
in connection with the proposed transaction. Prior to 
financial dosing, the Banks shall also provide the 
Borrower with monthly reports of the fees and expenses 
incurred to date by their outside counsel which are to be 
reimbursed by the Borrower. The Banks’ outside counsel 
shall also agree to promptly alert the Banks when it is 
requested to perform tasks which fall outside the scope of 
work upon which its original estimate was based. 

b 

BK TnKt’Cl  

1 ill 7/44 09:s AM 
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Documentation: All documentation executed in connection with this 
transaction, including all project agreements and financial 
models, shall be satisfactory in all respects to the Banks. 

The Credit Facility documentation shall be drafted by the 
Banks’ counsel and shall be governed by New York law. 

Duration of Proposal: The Banks reserve the right to withdraw or amend the 
Indication after December 1, 1994. 
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The Commission once again rejected S E L E ' s  attack on the 
us;arulnoar of the  project's thermal output. 
conduct a hearing on +he bona f i d e i  o f  tho cogeneration proposal, 
FERC said: J 

In refuriag t o  

V e # 61 m c  61,300 at 
i: % inclined t o  second- 

guess the bUineS8 judgmurt of the applicant: " W e  think it 
better, once a thermal process has been found t o  be cor~l~on, 
to refrain from second-guessing the dec i s ion  to use 
cogcnerated thema1 energy in a p a r t i c u l u  process and in  a 
particular w a r .  I) - 
So the Federal Energy Reguletery Comdsdon rwinr loath $0 

police tha use of thermal output f o r  applications that may seam 
uneconomic (or oven frivolous), thereby running the r i s k  o f  
certifying as QPs a namber 02 " P m A  machbaesa. 

& It i s  also interrsting to nota that the Coadsolon s t i l l  
believes it bmr8 a responsibility not to discour8gr the 
development of the cogeneration industry. 

Ula22Su&.l 



To: Tom Hendricks 
Gary E w e r  
Hike Lebens 
nike Lavler 
Dan O'mien 

DAm: July 23, 1993 

ma: HEED: P. Y. I. 

RE: - Wseful= Criteria 

I w a n t  to comment on the Hay 25th memo from Madge, Rose on QP 
requirment8 and 'FURPA machines.w And outline the CoadSsIon's 
decision process in det8rmining vhrn an output ausaful.w The 
memo notes that in the Arroyo'Energy L. P. decision the FERC 
refused to 3oolc at the econodos o f  the steam host, an ice skating 
rink. The Cclwnrission based their decision on the consideration 
that the them1 energy fropl the facility would br used i n  
absorption r e f r i g u a t i o n  equipment t o  provide refrigeration for the 
ice skating rink. The Commission noted that absorption 
refrigeration is a common proven technology and passed the t e s t  of 
"useful the- energy. (Earlier decisions approved absorption 
refrigeration used for cold storage, freezing and ice making.) 
This reasoning follows the W e t  Energy Company decision of 1988 in 
which the Commission spelled out the decision process to detennine 
"useful thexmal  energy." I'v8 " a r i z e d  the decision process f rom 
W e t  below. 

- 

7 If,  on the other hand, the use of ther~~al output involves tde 
application o f  a new technology or a use not previously proven t o  
b e e c o n o m i d l y  justified, then the inguirY turns to vhether it i s  
to be used by the cogmuator or vhether it is to be urd by a non- 
a f f i l i a t e .  In the c a u  of i aon-affiliate user the Canrmission 
stated that plausible evidence o f  an --length ma.rket for the 
thermal output, or an end product probucad vith +ha a i d  of that 
output, will suffice for a shoving o f  p r b a  facia usefulness. 

If, hovever, the thermal output in to be used by an a f f i l i a t e  
of the c enerator, or the coguleratox i tself ,  then the coxmisoion 
v i l l  r e 3  rm quaatitatfva rvlduacr o f  woaoaic justification. 

- Tnis decision process has signiffcaatly reduced the n m r  of 
economic analyses that  the Commission has required in racurt years.  
In addition, as the C o ~ s r i o n  has becom more confortable with a 
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I ,  
Qualifying Facilitier~-'aUseful~ Criteria 

July 23, 1993 
Page 2 

number of them1 applications and technologies it has broaden its 
scope of *comaon.' 
greenh0~1u, absorption rafriguatioa ~PQLLQ i t m  1- OS p r o w  
techa0loqirr;ra 

A mzazifying raciliw-mrrt CtfU loot 5+ th4lrrrt l e  
critrria and t h m  4s+ efiicieacy. cri-i.* of the ragulati- The 
5% criteria sets the s F t r  of tha thermal load. and the d n b u m  e i t r  
of the steam host operation. This can have a significant influence 
on the economics o f  the steam host of  a 1-8 cogeneration plant. 

~ h k  ch".LPnim rt~lp h ~ l u d a e .  CO, ptodUEtipo 

If you have questions or comaents, let ma mow. 

.. 
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PART r. FINANCIAL IXFORMATION 

ITEM 1. FINANCIAL STATEMENTS 

CALPINE CORPORATIOX AND SUBSIDIARIES 
CONDENSED CONSOLIDATED BALANCE SHEETS 

( In thousands) 

September 30, December 31, 
1994 I993 

(Unaudited) 

ASSETS 
Current assets: 

Cash and cash equivalcnts 
Accounts receivablc 
Sole receivable 
Orher current asscis 

Totai currcnt assets 

Propcny, piant and equipment, net 
Investments in power projects 
Norcs rcceivablc from related parry 
Rcsti-ictcd cash 
Dcfcned chargcs 
Other assets 

Total asseu 

5 8,508 5 6.166 
15.867 12,009 

218 
7 454 7.988 

27.875 22.38 I 

- 

338.1 89 
13.367 
16.397 
17.343 
5.148 

15 1,070 
15.451 

1.716 
9.9 12 
1.550 

LXABILITIES AND SHAREHOLDER'S EQUITY 
Cllrrcnt liabiliucs: 

Koic payable to shvcholdcr 5 - S 1.200 

Accounts payable 7.931 2.15' 
Accrued payroll and rclatcd expenses 1.767 1.958 
Accrued interest payable 1.859 SYS 
m e r  accmcd expenses 4.861 1.669 

Current portion of long-term project financing 17.400 16.000 

Total current liabilities 28.8 18 73.664 

Long-term line of credit 
Non-recourse long-term project financing, less current portion 
Non-rccourse notes payable - FMRP 
Noic payable 
Senior Notes Due 2004 
D r 7 i c ~ d  income taxcs 
D e f e n d  revenue 

Tolal liabilities 

Shucholder's equity: 
Common stock, 5.01 par value 
Additional paid-in capital 
Rclained earnings 

Tolal sharcholder's equity 
Tod liabiiilics and shareholder's equity 

- 
202.62 1 

5.192 
105.oOo 
50.786 

7.949 
3'15.866 

- 

20 
6.201 

52.595 
157.940 
36.806 - 
- 

9.147 

- 7- 

20 
6.101 

The accompanying notes are an intcgral part of these condensed consolidaicd financial siaicmcriis. 
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CALPINE CORPORATION AND SUBSIDIARIES 
COKDENSED CONSOLIUATED STATEMENTS OF OPERATIONS 

(In Ihousand5, except per share amounts) 
(Unaudited) 

Rcvcnuc: 
Ekctncity and 5tea-n uics 
Service u3nhyt revcnuc from rela!ed pJrties 
Income (loss) &om unconsolidatcd investments 

in power projects 
Total rcvcnuc 

Cosr of rcvcnue: 
Plant opeming expensc;. depreciation and 

S m i c e  w n m t  cxpenscs and olher 
Toial cost of rcvenuc 

production royaltics 

Thrce Months Ended 
Seotembcr 30. 

1994 I993 

S 23.057 5 20.584 
1.856 1.707 

12322 10.200 
1.559 1.5@ 
13.881 1 1.709 

Nine Moottc; E n d d  
S c m b c r  M. 

1994 1993 
S 64.311 5 34,110 

5.229 14.891 

(2.781) 677 
67.1 59 44.674 

32670 17.672 
4.23 12.970 

36.9rJs 3 om 
Gross profit 10,435 10.441 30.254 19.036 

I'rojsct dcvclopmcnt cxpcncs 
Ccncrd and idministr~tivc ck.plnscs 

1.203 !69 2.435 959 
2.060 1.727 4.7s 4,046 

lnccmc froiii opcniion.; 7.171 6.345 23.038 13.991 

Oihcr (incomc) cspcnsc: 
lnrcrcrt expcnsc 
Olhcr income. nc! 

6.223 5.307 17.125 9,216 
A) (59E) 0 (740) 

Income bcforc provision for incomc uxcs 
3nd cumulsiivc cllccr of ch:mgc in 

accounting principle 1,249 3.536 6.902 5.515 

Provision for income wxes 456 2.154 2.84Q 2.991 
Income beforc cumulative cffcct of change 

inaccounting principle 783 1,382 4.062 2524 

- 0 - -- CumulaIive effcct of adopiion of SFAS No. 109 - 
Net income s 781 U 5 4.062 u 

'A'elghtcd average number of shares outstanding 2.1 7 5  2.175 2.171 7 159 

Eamings pcr share: 
Income kfore  curnulalive effcc! of 

Cumuliiivc elfccr of adopiion of 
c h n g e  in accounting principlc 5 0.36 S 0.64 S 1.87 S 1.17 

SFAS No. 109 - - J - -- 
Nct incomc per s h x c  s 0 36 f 0 64 s 187 - 

The accompanying notes arc an integral part of these condensed consolidated fmancial statements. 
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CALPWE CORPORATION AND SUBSIDIARIES 
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 

(In thousands) 
(Unaudited) 

Nine hlonths Ended 
S e o m b e r  30. 

1994 1993 
Net cash provided by opcraiing activities 

Cash flows from investing activitics: 
Acquisition of property, plant and equipment 
Investments in power projects 
Acquisition of T'PC, net of cash r m i v c d  
Increase in notes receivable from rclatcd party 
Restricted w h  
Other, net 

Net cash used in investing acuvities 

Cash flows from financinz activities: 
Rcpayment of note paysblc to sharcholder 
Borrowings under linc of crcdii 
Rcpayment of borrowings under linc of crcdit 
Borrowings of non-recoursc projcct financing 

' Repayment of non-recourse project financing 
Borrowings on working capital loan 
Repayment of notes payable - FMRP 
Net proceeds from issuance of Senior Notes Due 2004 

Net cash provided by financing activities 

Net increase in cash and cash equivalents 

Cash and cash equivalents, beginning of period 

Cash and cash equivalents, end of penod 

Supplementary information: 

Cash paid during Lhc period for: 
Interest 
Income taxa 

(3.663) (5.933) 
( 1.447) (21.4 19) 
(58.148) - 
(1 3.556) - 
(2,430) 1.763 

87 (727)  

( 7 9 3 )  

58 7811 

2,347, 4,218 

6.166 2.160 

s 8.508 u 

0 16.007 S 13.03 I 
S 183 5 13 

The accompanying notes are an integral part of these condensed consolidated financial statemcnu. 
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CALPINE CORPORATION AND SUBSIDIARIES 
NOTES T O  CONDENSED CONSOLIDATED FISANCIAL STATEhlENTS 

September 30, 1994 

Note I. 

Note 2. 

Organization and Operation of the Company 

Calpine Corporation and subsidiaries (the "Company" or "Calpine") is engaged in the 
development, acquisition, ownership and operation of power generation facilities in the 
United States. a l p i n e  has ownership interests in and operates geothermal power 
generation facilities and steam fields and natural gas-fired cogeneration facilities. 
Founded in 1984, the Company is wholly-owned by Electrowatt Services, Inc., which is 
wholly-owned by Electrowatt Ltd ("Electrowatt"). a Swiss company. The Company has 
expertise in the areas of engineering, finance, consrmction and plant operation and 
maintenance. 

Summary of Significant Accounting Policies 

The accompanying interim condensed consolidated financial statements of the Company 
have been prepared by tlic Company, without audit by independent public accountants, 
pursuant to the rules and regulations of the Securiaes and Exchange Commission. In the 
opinion of management, the condensed consolidated financial statements include all 
normal recurring adjustments necessary to present fairly the information required to be 
set forth therein. Certajn information and note disclosures normally included in financial 
statements prepared in accordance with generally accepted accounting principles have 
been condensed or omitted from these statements pursuant to such rules and regulations 
and, accordingly, should be read in conjunction with the audited consolidated financial 
statements of the Company included in the Company's special financial report on Form 
10-K for the year ended December 31, 1993. The results for interim periods are not 
necessarily indicative of the results €or the entire year. 

Accounting for Jointly-Owned Geothermal Properties 

The Company uses the proportionate consolidation method to account for Thermal Power 
Company's 25 percent interest in jointly-owned geothermal properties. Thermal Power 
Company ( 'VC' )  has a steam sales agreement with PG&E pursuant to which the steam 
derived from its interest in  the propenies is sold. See Note 9 for funher discussion 
regarding the acquisition of TPC. 

Eaniings Per Share 

Earnings per share are calculated using the weighted average number of shares 
outstanding during each period and the net additional number of shares which would be 
issuable upon the exercise of ourwnding stock options, assuming that the Company used 
the p r d s  received io purchase additional shares at the estimated fair market value, as 
deretmincd by thc Borud of Directors. based in pan on the most recent appraisal. 
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CALPINE CORPORATION AND SUBSIDIARIES 
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEhlENTS (COW+)  

Reclassifications 

Certain reclassifications have been made to amountS in the 1993 financial statements to 
conform to the current period presentation. 

Note 3. Senior Notes Due 2004 

On February 17, 1994, the Company completed a $105.0 million public debt offering of 
9M% Senior Notes Due 2004 ("Senior Notes"). I h e  net proceeds of $100.9 million were 

used to repay all of the indebtedness outstanding under the Company's existing line of 
credit, and to repay the non-recourse notes payable to Freeport-McMoRan Resource 
P m e r s ,  L.P. ("FMRP') plus accrued interest. The remaining proceeds were used for 
general corporate purposes, including the loan referred to in Note 7 .  The Dansaction 
costs of $4.1 million incurred in connection with the public debt offering have been 
recorded as a deferred charge and are amomzed over the ten year life of the notes using 
the interest method. 

The Senior Notes will mature on February 1, 2004 and bear interest at 9.25 percent 
payable semiannually on February 1 and August 1 of each year, commencing 
August 1, 1994, to holders of record. 

Under provisions of the indenture applicable to the Senior Notes, the Company may, 
under certain circumstances, be limited in its ability to make restricted payments, as 
defined which include dividends and celrain purchases and invesments, incur additional 
indebtedness and engage in certain transactions. 

h'ote 4. Calpine Geysers Company, L.P. 

On April 19, 1993, the Company purchased the remaining interest in Calpine Geysers 
Company, L.P. ("CGC") for $23.0 million in cash and non-recourse notes payable to 
FMRP in the amount of $36.8 million. At the time of the acquisition, the Company held 
an equity investment in CGC. On April 19, 1993, the Company began consolidating the 
results of CGC. 

The acquisition was accounted for as a purchase. The pomon of the assets and liabilities 
representing the Company's original investment has been reflected at historical amounts 
and was not subjected to purchase accounting. The purchase price has been allocated to 
the acquired assets and liabilities. This allocation was adjusted to reflect the following 
event. 

In May 1994, the Company reversed approximately $5.9 million of its deferred revenue 
liability that i t  had recorded in connection with a future period when it  was forecast that 
steam would have been delivered to a cemin customer at no charge. Based on current 
estimates and an analysis performed by the Company, the Company no longer expects 
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CALPLNE CORPORATION AND SUBSIDIARIES 
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONT) 

that it will be required to make these deliveries. This reversal resulted in a $4.0 million 
increase in revenue while the remaining $1.9 million of this reversal was recorded as a 
purchase price adjustment with a reduction to propeny, plant and equipment. 

Note 5. Accounts Receivable 

The Company has both billed and unbilled receivables. The components of accounts 
receivable as of September 30, 1994 and December 31, 1993 are as follows (in 
thousands): 

Projects: 
Billed 
Unbi llcd 
OLhcr 

September 30, December 31, 
1994 1993 

S 15.196 f 10.950 
675 ' 1.059 

(2, - 
s 1S.861 I '  no2 

(Unaudited) 

Accounts receivable from related panies as of September 30, 1991 and December 31, 
1993 are comprised of the following (in thousands): 

O.L.S. Encrgy-Agncws. Inc. 
Geothcrmal Energy Pannus. Ltd. 
Sumas Cogeneration Company, L.P. 
Electrowatt and subsidiaries 

September 30, 
1994 

(Unaudited) 
S 457 

619 
3 12 

z 

December 3 1, 
I993 

S 86 1 
549 
358 

5 
s 1.773 



Note 6 .  

Rcvcnue 

CALPINE CORPORATION A N D  SUBSIDIARIES 
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONT) 

investments in Power Projects 

The Company h a s  invesments in power projects which are accounted for under the equity 
method. Unaudited financial information for the nine months ended September 30, 1994 
and 1993 related to these investments is as follows (in thousands): 

1994 1993 
Sumas 0.LS. Georhennal Sumas Calpine 0.LS. Geothermal 

Cogeneration Encrgy- Energy Cogenention G c y n n  Energy- Energy 
Company. Agnews, Parlncrs, Company, Company, Agncws, Pannncn, 
A I n c  Lid.  L.P.L.P.Inc.Ltd. 
5 12,977 S 9,507 5 16,314 S 13.851 S 10.759 S 9,865 5 13.418 

O p e d n g  cxpcnses 10.533 7.567 7.459 13.62 -JL!w 7.508 8.576 
Income from 

operations 2.444 1.940 8,855 1.486 6.175 2.357 4.891 

Note 7. Note Receivable 

On March 15, 1994, the Company completed a $10.0 million loan to the sole shareholder 
of Sumas Energy, Inc., the Company's partner in Sumas Cogeneration Company, L.P. 
("SCC"), which owns the 125 megawatt Sumas Gas-Fired Cogeneration Facility. The 
loan matures in 10 years and bears interest at 16.25 percent The loan is secured by a 
pledge to Caipine of the partner's interest in SCC. In order to provide for the payment 
of principal and interest on the loan, an additional 25 percent of the cash flow generated 
by SCC, estimated to begin in 1996, has been assigned to Calpine. The Company is 
defemng the rtcognition of interest income from this note until the actual receipt of cash 
generated from the income of SCC. 

Note 8. Legal Proceedings 

The Company, together with over 100 other parties, was named as a defendant in the 
second m n d e d  complaint in an action brought in July 1993 by the bankruptcy trustee for 
Bonneville Pacifk Corporation ("Bonneville"), captioned Roger C. Segaf, QS the Chapter 
I I Tricsree for Bonneville Pacific Corporation v .  Portland General Corporation, et ai., 
in the United Srates District COUR for the Dismct of Utah. The action was dismissed by 
the c o w  as to all defendants without prejudice in December 1993, and the third amended 
complaint was refiled by the trustee on January 13,1994. After several hearings the c o w  
a~ked the v u s ~ e e  to further clarify the issues, and the fourth amended complaint was fded 
on September 7,  1994. The complaint alleges that the Company engaged in consphcy, 



CALPINE CORPORATION AND SUBSIDMRIES 
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS ( C O W  

fraud, misrepresentation, breach of fiduciary duty and breach of conmct  The company 
has answered each version of the complaint by denying all claims. 

Although the case involves over 25 separate financial transactions entered into by 
BonnevilIe, the action conems the Company in respect of only one of these transactions. 
In 1988, the Company invested $2,000,000 in a partnership formed with Bonnevdle to 
develop four hydroelectric projects in the State of Hawaii. The projects were not 
successfully developed by the partnership, and, subsequent to Bonneville's Chapter 11 
filing, the Company filed a claim as a creditor against Bonneville's bankruptcy estate. 

The Company's motion to sever and request for a separate trial has been granted. The 
Company has further requested that the court p t  the Corrrpany an accelerated deposition 
and trial schedule as it would be unfair to require the Company to park:;xe in the main 
case. The Company believes the claims against i t  are without merit and will defend the 
action vigorously. The Company believes that the su i t  will not have a material adverse 
effect on its business, financial position or results of operations. 

The Company is involved in various other claims and other legal actions arising out of the 
n o d  course of business. h4anasement does not expect that the outcome of these cases 
will have a material effect on the Company's financial position or results of operations. 

Note 9. Thermal Power Company 

On September 9, 1994, the Company completed the purchase of TPC, a former subsidiary 
of Maxus Energy Corporation of Dallas, Texas, for $60.0 million in cash and a non- 
interest bearing promissory note for $6.5 million, which has been discounted to yield 
8.0 percent per annum, due September 9, 1997. As a result of this transaction, Calpine 
acquired a 25 percent interest in certain geothermal steam fields Located in The Geysers 
area of northem California The non-interest bearing promissory note has been reflected 
as a non-cash transaction in the accompanying condensed statements of cash flows. 

The acquisition was accounted for as a purchase and the purchase price has been allocated 
to the acquired assets and liabilities based on the estimated fair values of the acquired 
assets and liabilities. The allocation may be adjusted as additional information becomes 
available. 

Additional information and financial satements regarding the acquisition of TPC have 
been included in the Company's Form 8-K, filed with the Securities and Exchange 
Commission on September 26, 1994. 



CALPINE CORPORATION AND SUBSIDIARIES 
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMI:NTS (CONT) 

Pro forma results as if the acquisition had been consummated on January 1, 1994 and 
January 1, 1993, respectively, are as follows (in thousands): 

Rcvcnue 
Net income 
Earnings pcr shve  

Nine Months Ended Nine Months Ended 
September 30, September 30, 
1994 1993 
5 80.029 S 77,047 
5 5,539 S 2.045 
5 2.55 S .95 

The Pro forma information does not purport to bz indicadve of results that actually would 
have occurred had the acquisition been made on the dates indicated or of results which 
may occur in  the future. 

h’ote 10. Calpine Siskiyou Geothermal Partners.’L.P. 

On August 24, 1994, the Company formed a pannership with Trans-Pacific Geothennal 
Glass Mountain, Ltd., an affiliate of Trans-Pacific Geothemial Corporation of Oakland, 
Califomia to build a 30 mw geothermal power generation facility and sell elecuicity to 
Bonneville Power Adminisnation @PA) and Sprinflield Utility Board of Oregon. The 
power facility will be located at Glass Mountain in northern California near the Oregon 
border and is scheduled to enter operation in 1998. The power purchasers hold options 
for an additional 100 mw. 

On August 25, 1994, the Company entered into a loan agreement providing for loans up 
to $4.8 million to Trans-Pacific Geothermal Glass Mountain, Ltd. The loan bears interest 
at 10.0 percent and has a maturity date! whjch is based on certain future events. Based on 
current forecasts, the maturity date will be in the year 2022. The loan is secured by a 
pledge to Calpine of the partner’s interest in the project. The Company is deferring the 
recognition of income from this note until the actual receipt of cash generated from the 
income of the project. As of September 30, 1994, $3.6 million was outstanding. 



CALPINE CORPORATION AND SUBSIDIARIES 

ITEhl2. M W A G E , " T ' S  DISCUSSION AND Ah'ALYSIS OF FOVAKCWL CONDITION 
AND RESULTS OF OPERATIONS 

0 ve rvi ew 

Calpine is a lesding independent power generation company engaged in the development, 
acquisition, ownership and operation of natural gas-fred and geothermal facilities and steam fields 
consisdng of three geothermal power generation facilities, two gas-fired cogeneration facilities and 
welve geothermal steam fields. Each of the power generation facilities produces elecmcity for sale 
to utilities. Thermal energy produced by the gas-fired cogeneration facilities is sold to governmental 
and industrial users, and steam produced by the geothermal steam fields is sold to utility-owned 
power plants. The electricity, thermal energy and steam generated by these facilities are rypically 
sold pursuant to long-term take-and-pay power or steam sales a-mements generally having original 
terms of 20 to 30 years. 

Results of Operations 

T h e e  and Nine Mondzs Ended September 30, I994 Compared io Three and Nine Months Ended 
September 30,1993 

Revenue. The Company's total revenue increased to S24.3 million and $67.2 million for the 
three and nine months ended September 30, 1994 compared to $22.2 million and $49.7 million for 
the comparable periods in 1993. The increase for the nine months ended September 30, 1994 as 
compared to 1993 is primarily the result of the Company's acquisition of the remaining interest in 
CGC from FMRP in April 1993. Effective with this acquisition, the revenues of CGC are 
consolidated and are included in the Company's revenue for the three and nine months ended 
September 30, 1994. Prior to such acquisition, the Company recognized its share of the net income 
of CGC under the equity method of accounting. In May 1994, the Company reversed approximately 
$5.9 million of its deferred revenue liability that it had recorded in connection with a future period 
when it was expected that steam would have been delivered to a certain customer at no charge. 
Based on c m n t  estimates and analysts performed by the Company, the Company no longer expects 
that it will be required to make these deliveries. This reversal resulted in a $4.0 "ion increase in 
revenue while the remaining $1.9 million of this reversal was treated as a purchase price adjustment 
with a reduction to property, plant and equipment. 

Electn'ciry and steam sales revenue was $23.1 million and $64.3 million for the three 
and nine months ended September 30, 1994 compared to $20.6 million and $34.1 million for 
the comparable periods in 1993. The primary reasons for the increase in revenues during the 
three months ended September 30, 1994 as compared to 1993 are the lack of hydro 
curtailment, the increase in fixed energy prices and the discontinuance of the partial revenue 
deferral at CGC along with the revenue associated wih the acquisition of TPC beginning 
September 9,1994. ?he increase in revenues for the nine months ended September 30,1994 
is primarily the result of the Company's acquisition of the remaining interest in  CGC as well 
as the factors noted above. These factors were pamally offset by a reduction of steam sales 
due to an extended overhaul during the second quarter of 1994 at the SMUDGE0 #I  
geothermal power plant to which the Company sells steam. 
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Service conrract reventleftom relatedpam.es was $1.9 million and $5.2 million for the 
three and nine months ended September 30, 1994 compared to $1.7 million and $14.9 million 
for the comparable periods in 1993. The increase during the three month period ended 
September 30, 1994 resulted from additional revenue generated from the operations of the 
Aidlin facility. The decline for the nine month period primarily reflects the elimination of 
intercompany revenue for services provided to the power generation facilities and steam 
fields owned by CGC after the acquisition in April 1993. In addition, the decline also 
resulted from higher revenue recognized in 1993 on services associated with the Aidlin 
facility overhaul, maintenance at the Agnews facility, the start-up of the Sumas facility, plus 
the corripletion of the Sumas construction management project 

Income (loss} from unconsolidated invesrmenfs in power prujecrs decreased to a loss 
of $598,000 and $2.4 million for the three and nine monrhs ended September 30, 1994 from 
a loss of $141,000 and income of $677,000 during the three and nine months ended 
September 30, 1993, respectively. For the three months ended September 30, 1994, the 
decrease resulted from higher expenses incurred at the Sumas facility including interest 
expense, depreciation and additional general and administrative costs. For the nine months 
ended September 30, 1994, the decrease results primarily from the 52.0 million of equity 
income from CGC recognized prior to the April 1993 acquisition under the equity method 
of accounting in addition to a full nine months of operating loss recognized from the Sumas 
project. 

Cost of revenue increased to $13.9 million and $36.9 million for the three and nine months 
ended September 30, 1994, compared to $11.7 million and $30.6 million for the comparable periods 
in 1993. 

Plaiir operaiitig, depreciariotr atid productiott royalties expoises increased by 
$2.1 million and $15.0 million for the three and nine months ended September 30, 1994, 
from the same periods in 1993. The increase during the three month period ended 
September 30,1994 resulted from higher royalty payments and depreciation expense due to 
increased production at CGC, along with the expenses of TPC beginning September 9, 1994. 
The increase during the nine months ended September 30, 1994 was primarily due to the 
acquisition of CGC as well as to the factors noted above. 

Service contract apenses and other increased by $50,000 for the three months ended 
September 30,1994 due to costs incurred at the Aidlin facility. For the nine months ended 
September 30,1994, expenses decreased by $8.7 million due primarily to the elimination of 
$6.1 million of operation expenses incurred at CGC as well as higher costs in 1993 incurred 
on the Aidlin facility overhaul, maintenance expenses at the Agnews facility and the stan-up 
of the Sumas facility. 

P rojecr development expenses increased to $1.2 million and $2.4 million for the three and 
nine months ended September 30,1994 compared to $369,000 and $959,000 for the same periods 
in 1993. These increases are the result of resewes established for capitalizd project costs totaling 
9800,000 and $1.0 million for the three and nine months ended September 30, 1994, respectively, 
as well as additional expenses that are attributable to the addition of personnel necessary for new 
project development activities. 
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General ~ i i d  ahinistratirv crpemes increased to 52.1 million and 24.8 million for the three 
and nine months ended September 30, 1994 from S 1.7 million and $4.1 million in the comparable 
periods in 1993. The increase is the result of an allowance for uncollectible accounts esubiished i n  
September 1994 plus the addition of personnel and related expenses necessary to support the 
Company's operations. 

Interest expenze increased to $6.2 million and $17.1 million for the three and nine months 
ended September 30, 1994 from $5.3 million and $9.2 million in the comparable periods in 1993. 
The increase for the three months ended September 30, 1994 is the result of increased borrowing 
associated with the TPC acquisition and the Senior Notes offering, as well as higher inerest rates. 
The increase for the nine months ended September 30, 1994 compared to the same period in 1993 
is the result of the consolidation of CGC in April 1993 as well as the reasons noted above. 

Other income, net decreased to $301,000 for the three months ended September 30, 1994 
compared to $498,000 for the comparable period in 1993, primarily as a result of an insurance refund 
of $163,000 received in 1993. For the nine months ended September 30, 1994, other income, net 
increased to $989,000 as a result of the consolidation of CGC. higher interest rates on cash deposits 
and the refund noted above. 

Provisioii for  income tares was calculated based on an effective rate of approximately 
37.3 percent and 60.9 percent for the three months ended September 30, 1994 and 1993, and 41.1 
percent and 54.2 percent for the nine months ended September 30, 1994 and 1993. The effective 
rates for the three and nine months ended September 30, 1994 are based on the statutory rates 
reduced by a depletion in excess of basis benefit at TPC. The effective rates for the three and nine 
months ended September 30, 1993 includes an allowance of approximately $700,000 as a result of 
the change i n  California State Tax regulations on the treatment of net operatins loss carryforwards 
in  1993. 

Liquidity and Capital Resources 

To date. the Company has obtained cash from its operations, bonowings under the Company's 
Credit Facility ("Credit Facility") and its working capital line, equity conaiibutions from Electrowatt, 
proceeds from non-recourse project financings and from the Company's public debt offering in 
February 1994. On February 17, 1994, the Company completed a $105.0 million public debt 
offering of the Senior Notes. The net proceeds of $100.9 million were used to repay all of the 
indebtedness outstanding under the Company's Credit Facility, and to repay the non-recourse notes 
payable to FMRP plus accrued interest. The remaining proceeds were used for general corporate 
purposes, including the $10.0 million loan made on March 15, 1994. See Note 7 to the financial 
statements for further discussion. The Senior Notes will mature on February 1, 2004 and bear 
interest at 9.25 percent payable semiannually on February 1 and August 1 of each year, commencing 
August 1. 1994, to holders of record. 

Operun'ngacn'vin'es provided $23.2 million of cash for the nine months ended September 30, 
1994 as a result of approximately $4.1 million of net income from operations, $13.6 million of 
depreciation and amonization, $2.7 million of deferred income taxes and $2.4 million in loss from 
unconsolidated investments in power plants. 
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invcsring acriviries used cash of $79.2 million during the nine months ended 
September 30, 1994. This includes 558.1 million to acquire TPC, $13.6 million of cash used for h e  
loans to related parties, S3.7 million of cash used to acquire property, plant and equipment, 
S 1.4 million of cash used for capitalized costs, and a $2.4 million increase in restricted cash reIated 
to the TPC trmsaction and debt service reserve requirements at CGC. 

Financing acriviries during the nine months ended September 30,1994 used net cash totaling 
approximately $58.3 million. Net proceeds from the Senior Notes totaled approximately 
$101.6 million, of which approximately $390,000 of transaction costs remain unpaid, offset by the 
use of the proceeds to repay the balances outstanding under the Credit Facility and notes payable to 
FMRP totaling $89.4 million. In addition, $11.2 million was used to reduce the balance ourstanding 
under non-recourse project financing and $1.2 million was used to repay the note payable to the 
Company's shareholder. In September 1994, the Company borrowed $60.0 million (of which 
$1.5 million was subsequently repaid) to finance the acquisition of TPC. 

As a developer, owner and operator of power generation projects, the Company may be 
required to make long-term commiunents and investments of substantial capital for its projects. The 
Company has historically financd these capitai requirements wi'h borrowings iinder the Credit 
Facility. The Credit Facility, which has been provided to the Company by Credit Suisse, was 
arranged by Electrowatt. Under the Credit Facility, as of December 31, 1993, the Company had 
bonowings outstanding of 552.6 million, ail of which were repaid with a portion of the proceeds 
from the Senjor Notes. The Company is currently renegotiating the terms of the Credit Facility that 
yiU provide for borrowings by the Company of up to 550.0 million on substantially the same terms 
as the current terms of the Credit Facility. As of September 30, 1994, the Company had no 
borrowings outstanding under this Credit Facility. The Company also maintains a $1.2 million 
working capital line with a commercial lender that may be used to fund shorc-term working capital 
commitments and letters of credit. At September 30, 1994, the current amount available to the 
Company under this working capital line is $740,000. 

Non-recourse construction and term financing for new projects is generally arranged for a 
substantial pomon of such projects' total capital costs. The Company intends to continue to seek the 
use of non-recourse project financing for new projects. The debt agruments of the Company's 
subsidiaries and other affiliates governing the non-recourse project financing generally restrict their 
ability to pay dividends, make distributions or otherwise transfer funds to the Company. The 
dividend restrictions in such agreements generally require that, prior ro the payment of dividends, 
distributions or other m s f e r s ,  the subsidiary or other affiliate must provide for the payment of other 
obligations, including operating expenses, debt service and nserves. However, the Company does 
not believe that such restrictions will adversely affect its abiliry to meet its debt obligations. 

As of September 30, 1994, the Company had $220.0 million of the non-recourse project 
financing associated with the power generating facilities and steam fields owned by CGC and the 
recently acquired steam fields owned by TPC. 

As of September 30, 1994, $161.5 million of the non-recourse project financing related to 
the power generating facilities and steam fields owned by CGC with a syndicate led by Deutsche 
Bank AG, which currently includes Union Bank of Switzerland, National Westminster Bank and The 
hdential  Insurance Company of America This outsranding debt consists of a $136.8 million senior 
term loan that amomzes through September 2002, a $20.0 million junior term loan that amortizes 



from July 2002 through September 2005 and a premium on the senior term note of $4.7 million as 
a result of the acquisition of the remaining interest of CGC. This indebtedness is secured by 
substantially all of the property, plan4 equipment, power and steam sales apements  and other assets 
of CGC. Of the $136.8 million of senior term loan, $1 16.8 million bears interest at a rate of 9.93 
percent pursuant to interest rate swap agreements, and the balance bears interest at a variable rate 
currently based on LIBOR plus .75 percent The junior portion of $20.0 million bears interest at a 
variable rate currently based on LIBOR plus 2.0 percent The annual principal maturities for the 
CGC indebtedness arc $4.8 million for the remainder of 1994, $18.0 million in 1995, $21.0 million 
in 1996, $22.0 million in 1997, $23.0 million in 1998 and $68.0 million thereafter. interest and 
principal on the indebtedness are payable quarteriy, are prepayable at CGCs option and require 
prepayment of a predetermined percentage of excess cash flow amounts, as defined, if CGCs project 
debt service coverage ratio falls to 1.3:1 or below, or if Pacific Gas & Electric Company ("PG&E") 
takes certain action against CGC in connection with a breach of the steam sales agreement with 
PG&E. Pursuant to this indebtedness, CGC is required to establish cenain debt service and other 
reserves and to meet certain funding requirements in respect of such reserves prior to making any 
cash distributions. As of September 30, 1994, all such reserves were fully funded. 

CGC also maintains a $5.0 rillion working capiral loan fa5fiiy with Eeutscile Bank AG that 
expires in June 1995. This facility, which is used to fund working capital. capital expenditures and 
letter of credit requirements of the facilities and s t e m  fields owned by CGC, bears interest at a 
variable rate and is repaid annually. As of September 30, 1994$ CGC had no working capital 
borrowings under this facility. CGC is currently utilizing this facility IO suppon ietters of credit 
totaling $433,000. 

On September 9,1994, TPC entered into a two-year agreement with The Bank of Nova Scotia 
to finance the acquisition of TPC. As of September 30, 1994, TPC had $58.5 million of non- 
recourse project fmancing outstanding under this agreement. This indebtedness is secured by TPCs 
hterest in The Geysers steam field assets. The entire outsranding balance bears interest at a variable 
rate currently based on LIBOR plus 1 percent Interest is paid at the end of the LIBOR based loan. 
No stated principal amortization exists for this indebtedness. TPC may elect to repay principal at any 
time. All principal is due and payable on September 9, 1996. It is the Company's intention to 
refinance this debt with long-term financing prior to the maturity date. 

Also in connection with the acquisition of TPC. the Company issued a non-interest bearing 
promissory note in the amount of $6.5 million representing a pomon of the purchase price. This note 
is payable to Natomas Energy Company, a wholly-owned subsidiary of Maxus Energy Company and 
has a maturity date of September 9, 1997. 

The Company had commitments for capital expenditures as of September 30, 1994 totaling 
$10.6 million related to its geothermal facilities and steam fields. Significant capital expenditures 
are also required for the ongoing operation and development of the Company's power generation 
facilities, especially at its geothermal power facilities and steam fields. Capital expenditures for the 
nine months ended September 30, 1994 were 53.6 million. As in  the pasL the Company intends to 
fund these capital expenditures through the operating cash flow of the facilities. 

The Company continues to pursue the development of georhemal resources and new power 
generation projects. The Company expects to conmiit equity capital of approximately $1.0 million 



during die remainder of 1994 and significant additional mounts in future years for the development 
of these projects. 

The Company believes that it  wilI have sufficient liquidity from cash flow from operations 
and borrowings available under the Credit Facility and worhng capital line to satisfy all obligations 
under outstanding indebtedness, finance anticipated capital expenditures, fund working capital 
requirements and repay the principal and interest of the Senior Notes. 
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PART II. OTHER INFORMATION 

ITEM I.. LEGAL PROCEEDINGS 

The Company, together with over 100 other parties, was named as a defendant in 
the second amended complaint in an action brought in July 1993 by the banknptcy 
trustee for Bonneville Pacific Corporadon ("Bonneville"), captioned Roger G. Segai, 
as the Chapter 11 Trustee for Borineville Pacific Corporariori v. Ponland Gerzeral 
Corpor~n'on, et al., in the United States District Court for the Disuict of Utah. The 
action was dismissed by the court as to all defendants without prejudice in December 
1993, and the third amended complaint was refded by the trustee on January 13, 
1994. After several hearings the c o w  asked the mstee to further clarify the issues, 
and the fourth amended complaint was filed on September 7, 1994. The complaint 
alleges that the Company engaged in conspiracy, fraud, misrepresentation, breach of 
fiduciary duty and breach of contracL The company h a s  answered each version of 
the complaint by denying all claims. 

Although the case involves over 25 separate financial transactions enrzred into by 
Bonneville, the action concerns the Company in respect of only one of these 
transactions. In 1988, the Company invested 52,000,000 in a pmnership formed 
with Bonneville to develop four hydroelecnic projects in the Sure of Hawaii. The 
projects were not successfully developed by the partnership, a n d  subsequent to 
Bonneville's Chapter 11 filing, the Company fded a claim as a creditor against 
BonneviLle's bankruptcy estate. 

The Company's motion to sever and request for a separate mal has been granted. 
The Company has further requested that the court grant the Company an accelerated 
deposition and aiai schedule as it would be unfair to require the Company to 
participate in the main case. The Company beiieves the claims against i t  are without 
merit and will defend the action vigorously. The Company believes that the suit will 
not have a material adverse effect on its business, financial position or results of 
operations. 

ITEM 2. CHANGE IN SECURKIES 

None. 

ITEM 3. DEFAULTS UPON SENIOR SECURITIES 

None. 

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 

None. 



ITEiM 5. 

ITEXl6. 

OT I3 ER I N FO RM AT IO N 

None. 

EXHIBITS AKD REPORTS ON FORhl8-K 

(a) Exhibits 

Exhibit 
m e r  

4.1' 

10.1 

10.1.1' 

10.1 2' 

10.1.3- 

1 0.1 ..: 

10.15* 

10.1.6' 

10.1.7' 

10.1.8' 

10.1.9- 

Indenturc datcd as of February 17. 1994 bcrwecn thc Company and Shawmut 
B m k  of CnnnecLicut National .issociation. as Trustee. including Form of Scnior 
Notcs. 

Tcrm and Working Capiul Loan AgreemcnL datcd as of June 1. 1990, k t w c e n  
Cdpine Gcyscrs Compny. L.P. (formerly Santa Rosa Ct- - . h m ~ ~ a I  Company. 
L.P.). and Dcutschc Bank AG. New York Branch. 

First Amcndment to Term and Working Capilal Loxi  Agrccmcnr dated as of 
lunc  29, 1990. ktr\r.cn Calpini: Geysers Conipmy. L.P. (formcrly Sanu Rosa 
Gcothcmi3.l Conipmy, L.P.). ad Dcutsche Bank AG. Ncw York B m c h .  

Sccond Amcndment to Tenn and Working C a p i d  Lovl Agrecncnt. d 3 r d  as of 
Decembcr 1, 1990, bcrwecn Calpine Geyscrs Company, L.P. (formerly Sam3 
Rosa Georhemal Compmy, L.P.). and Deutsche Bylk AG. Ncw York Branch. 

Third Amendment io Term and Working Capital Loan Agreement dated as of 
J u n c  26. 1992. bctween Calpine Geyscn Company, L.P. (fcrmerly Sanra Rosa 
Gcochcrmal Company. LP.). Dcutsche Bank AG. New York Branch. Nationd 
WcsrminStcr Bank PLC. Union Bank of Switzerland. New York Brvlch and The 
Prudcnrial Insurance Company of America. 

Founh Amendment to Term and Working Capital Loan AgreemenL dated as of 
April 1. 1993, between Calpine Geysen Company, LP.  (formerly Santa Rosa 
Geothcrmal Company. LP.). Deuuche Bank AG, New York Bran& National 
Wesrminsrcr BYlk PLC Union Bank of Switzerland, New York Branch. and The 
Prudcntial Insurance Company of America. 

Construdon and Term Loan Agreement dared as of January 30, 1992. between 
Sumas Cogeneration Company, LP, The Prudential Insurance Company of 
America and Credit Suisse. New York Branch. 

Amendmcnc No. 1 to Construction and Term Loan Agreement. dated as of 
May 24, 1993, between Sumas Cogeneration Company. L.P, ?he Prudential 
Insurance Company of America. and Credit Suisse. New York Branch. 

Crcdit Agreement-Construction Loan and Term Loan Facility, dated as of 
January 10, 1990, between Gedit Suisse and O.L.S. Energy-Agnews. 

Amcndmcnt No. 1 to Credit Agrecment-construction Loan and Term Loan 
Facility. datcd 3s of Dccembcr 5 ,  1990, between Credit Suissc and 0.LS. Energy- 
Agncws. 



10.1.10* Parkipaion Agamcnkdatcd as o f k c c m b c r  1. 1990. betwccn O.L.S. Encrgy- 
Agnews. Nynex Crcdit Compmy. Crcdit Suissc. hkridian Trust Compmy of 
California and G A I T  Capiul Corpontion. 

10.1.1 1 * Facility Leusc A p r m e n t  dafed as of December 1. 1990, bctwcen hicridim Tmsr 
Company of California and O.L.S. Emrgy-Agncws. 

10.1.12' Project Revenues A g r m c n r  dated u of Rcembcr I. 1990, betwecn O.L.S. 
Energy-Agnews, Meridian Trust Company of California and Credit Suisse. 

10.1.13** Crcdit AgreemenL dated as of Septcmbcr 9, 1994, ktween G l p i n e  Thermal 
Power, hc, Thermal Power Company and Thc Bank of Nova Sco:ia. 

10.2 Pwchase Agreement 

10.2.1' Purchase Agreemen& datcd as of April 1, 1993. &:ween Sonoma Geothermal 
Partners. L.P.. Hcaldsburg Energy Company, L.P.. and Freepon-McMoRan 
Resource P m e r s .  Limited Pmcrship. 

10.2.7** Stock Purchase Agrment .  dated as of June 27, 1994. between Maxus 
Irxernaional Energy Company. Naromas Ficrgy Csnpann;.. ..YL+inc Corpontion 
and Calpine Thermal Power. Inc. and mcndncnt  ihcrcro darcd July 28, 1994. . 

10.3 Power Sale1 Agreeniem 

10.3.1* L o n g - T m  Energy and Cqacity Power Purchw Agrcemm relaiing to the Bear 
Canyon Facility. dated Novcmbcr 30. 1954. bciwecn Pacific Gas gL Electric and 
Calpine Geyscrs Company. L.P. (formerly Smw. Rosa Gcorhcrmal Company. 
L.P.), Amendment dated Ocrobcr 17. 1985, Sccond Amendment dated 
October 19. 1988. and related documcnu. 

10.3.2* Long-Tm Energy and Capacity Power Purchase Agreement rcla~ing to the Bear 
Canyon Facility, dated Novembcr 29, 1984, betwccn Pacific Gas & Electric and 
Calpine Geysers Company, L.P. (formcrly Smu Rosa Geothermal Company. 
LP.). and M&icaion dated November 29,1984. Amendment dated October 17, 
1985, Second Amendment dated October 19, 1988. and relared documents. 

10.3.3* Long-Tam Energy and Capaci~y Power Purchase Agreement relating to the West 
Ford Flat Facility, dated November 13, 1984, between Pacific Gas & Electric and 
Calpine Geysers Company, LP. (formerly Sanu Rosa Geothermal Company, 
L.P.), and amendmenu dated May 18. 1987, June 22. 1987, July 3. 1987 and 
January 21. 1988, and related documents. 

10.3.4* Agreement for Fm Power Purchase, dated as of February 24. 1989, between 
F u g a  Sound Power &Light Company and S u m s  Energy, Inc. and amendment 
thereto dated September 30, 1991. 

10.3.5* Long-Term Energy and Capacity Power Purchase Agreemenk dated Apnl 16. 
1985, between 0L.S. Energy-Apcws and Pacific Gas & Elecuic Company and 
amendment thereto dated February 24, 1989. 

10.3.6' Long-Term Energy and Capacity Powcr Purchase AgreemcnL dated 
N o v m b a  15.1984. h e e n  Geothermal Energy Partners, Ltd., and Pacific Gas 
& Electric Company and related documents. 

20 



10.3.7' 

10.4 

10.4.1' 

10.4.2 

10.4.3" 

10.4.4* 

10.4.5 

10.5 

10.5.1' 

1O.S.Z' 

10.5.3' 

10.5.4. 

10.6 

10.6.1' 

10.62' 

10.6.3' 

10.6.4' 

Long-Tcm Encrgy m d  Capacity Powcr Purchasc AgrccnicnL d3;& 
Novcmbcr 15, 1954, bctwccn Gcolhcmal Encrgy P m c r s .  Ltd.. a i d  Pscific Gas 
& Elcciric Compmy (SCC Exhibit 10.3.6 for rclatcd docunicnis). 

Geothcrmal S t e m  Sdes Agrctment datcd July 19. 1979. bciwccn Calpinc 
Gcyscn Company, L.P. (formerly Santa Rosa Gcothermai Company, L.P.). and 
Sacramento Municipal Utility District and rclatcd documents. 

Agrecmenl for the Sale and Purchase of Geothermal S t m .  dared March 23. 
1973, bctwecn Calpine Geyses Company, L.P. (formerly Sanu Rosa Gcothcrmd 
Company. LP.). and ?acific Gas & Elcclric Company and rclated kKer dated 
May 18, 1987. 

Thcrmal Encrgy and Kiln Leasc Agreement dated as of Januvy 16. 1992, 
betwecn Sumas Cogcneration Company. L.P., and Socco. h c .  and mcndment  
thereto datcd May 24, 1993. 

Amendd and Restated Energy Servicc AgreemenC datcd Y of Dcccmbcr I. 1990. 
ktwcen thc State of California and 0.L.S. Energy-Agncw- 

Agccment for tlic Sale of Gcorhcmid Srcm. dsicd s of Ju ly  23. 1992, between 
Thcrmal Powcr Company. and Pacific Gas 6r Elecuic Company. 

Opcrstion and Maintcnmcc Agrccment datcd as of April 5. 1990, bctwecn 
Calpinc Opaamg Plmt Services. Inc. (formcrly CalpineGcysers Plant Services, 
Inc.), and Calpinc Ccysers Compmy, L.P. (formerly Smta Rosa Geothermal 
Compmy. L.P.). 

Amcnded and Resutcd Opcrating and Maintenance Agrccmcnt. dated as of 
January 24, 1993, bciwecn Calpine Opcraiing Plant Scrvices. Lnc. md S u m s  
Cogeneration Company. L.P. 

Amended m d  Restated Operation and Maintenance Agreemcnf &red as of 
Deccmbcr 31.1990, beween OLS. Energy-Agncws and Calpine Operating P l a t  
Services, Inc. (formerly Calpine Cogen-Agnews. Inc.). 

Operating and Maintenance Agreement dated as of June 26. 1989, between 
Calpine Operating Plant Services, Inc. and Ge6themal Energy Panners. Ltd. 

Gas Supply Agreenunfs 

Gas Sale and Purchase Agreement dared as of December 23. 1991, betwecn 
ENCO Gas. L t d  and Sumas Cogeneration Company. L.P. 

Gas Management Agreanen~ dated as of December 23, 1991, between Canadian 
Hydrocarbons W e c i n g  Inc., Enco Gas, Lrd. and Sumas Cogeneration Company, 
L.P. 

Gas Supply Agreement, dated as of December 23, 1991. between Canadian 
Hydrocarbom Marketing Inc. and Sumas Cogeneration Company. L.P. 

Natural Gas Sales Agreement ditcd as of Novcmber 1. 1993. between 0.L.S. 
Encrgy-Agncws, Lnc. and h o c 0  Encrgy Trading Corporation. 
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10.6.5* Natural Gas Scrvicc Agrccmcnt datcd Novcnibcr 1.1993. bc:wccn Pacific Gas 
61 E l ~ ~ t r i c  Company and O.L.S. EnUgy-Agncws. Inc. 

10.7 Agreemenis Regarding Real Properiy 

10.7.1' Office Lase, daced March 15.1991, betwcen 50 West Sm Fernando Associxcs. 
L.P, and Calpine Corporation. 

10.7.2* Fust Amendment to Lease, dahd April 30,1992. between 50 West San Femmdo 
Associates. LP, and Calpine Corporation. 

10.7.3* Geothmal R e s o u ~ e s  Leax  CA 1862 dated July 25.1974, between the United 
States Bureau of Land Management and Calpine G c p e n  Company. L P .  
(formerly Santa Rosa Geothermal Company, L.P.). 

10.7.4' Geothermal Resources Learn PRC 52062. d a l d  Decunbcr 14, 1976. between h e  
Statc of California and Calpine Geysers Company. L.P. (formerly Sanm Rosa 
Geothermal Company, L.P.). 

10.7.5* First Amendment to Geothermal Resources Lease PRC 5206.2. dated April 
20.1994. between the State of California and Calpine G c - m  Company. L.P. 
(formerly Santa Rosa Geothermal Company. L.P.). 

1 0 . 7 ~ 5 ~  Industrial Park LeaK Agreement dated Deccmbcr 18. 1990. betwecn Port of 
Bcllingham and Sumas Energy. Lnc. 

10.7.7' Fust Amcndment u) Indunrial Park Lcase Agreemcnt. dated as of July 16, 199 1. 
between Pon of Bellinghvn Sumas Energy. Inc, and S m a s  Cogencnlion 
Company, L.P. 

10.7.8* Second Amendment to Industrial Park Lease Agreemcnl dated as of 
Deccmber 17, 1991 kctween Pon of Bellinghm and Sumas CogencmLion 
Company. L.P. 

10.7.9* Amended and Restated Cogeneration Lease, dated as of Deccmber 1. 1990, 
between the State of California and OLS.  Energy-Agnews. 

10.8 Generai 

10.8.1 * Limited Partnership Agreement of Sumas Cogeneration Compmy. LP.. dated Y 
of August 28, 1991, betwoen Sumas Energy, Inc. a d  Whatcom Cogeneration 
Partners. L.P. 

10.8.2* First Amendment to Limited Parmuship Agreemen1 of Sumas Cogeneration 
Company, LS, dated as of January 30.1992, between Whatcom Cogeneradon 
P m e n .  L.P., and Sumas Energy, Inc. 

10.8.3* Second Amendment to h i &  Partnership Agrement of Sumas Cogeneration 
Company. LP,  dated as of May 24, 13\93. between Whatcom Cogeneration 
Partners. L.P.. and Sumas Energy, Inc. 

10.8.4 Second Amended and Restatpd Shareholders' Agreement. dakd as of Ocrober 22. 
1993, among GATX Capital Corporation. Calpinc Agnews, Inc., JGS-Agnews, 
Inc., and GAWCaIpine-Agnews. Inc. 
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10.85' Amended and RcstJtcd Reimburscmcnt Agr". datcd October 21. 1993. 
bctwcen GATX CapitJI Corporation, CaIpinc Agncws. Inc., JGS-Agncws, hc.. 
GAWCalpinc-Agncws, Inc.. and 0L.S. Energy-Agnews. Inc. 

10.8.6* Amcndcd and Rat;ttcd Limitcd Partnership Agrccmcnt of Geolhcrmd Energy 
Partners Ltd.. L.P.. datcd as of May 19, 1989, bctwccn Wcsicm Gco~hcmd 
Company, LE', Sonoma Geothermal Company, LS,  and Cloverdalc Geothcrmd 
Partncrs, L.P. 

10.8.7 * Assignment and Security Agreement dated Y of January 10, 1990, bctwccn 
O.L.S. Energy-Agnews and Credit Suisse. 

10.8.8' Pledge Agreement dated as of January 10, 1990. bctwecn GAWCalpine- 
Agnews, Inc.. and Crcdit Suisse. 

10.8.9' Equity Suppon Agreement dated as of January 10, 1990, bctwccn Cdpinc 
Corporation and Credit Suisse. 

10.8.10' Assignment and Security Agreement datcd as of December 1. 1990, bctween 
O.L.S. Energy-Agnews and Meridian Trust Company of Califomia. 

10.8.1 1 Caipinc Subordination Agreemeni dated as of April 1, 1993, bcrwcen Frccpon- 
McMoRan Resource Partners. L.P.. Calpine Corporation. Sonoma Geolhcrm3l 
P m e n ,  L.P.. Calpinc Sonoma Inc, Healdsburg Energy Company, L.P., and 
Calpinc Gcysen Company. L.P. (formerly S a r a  Rosa Energy Company. L.P.). 

10.8.12* First Amcndcd and Rcsiatcd Limitcd P m e r  Pledge and Sccurity Agrcemcnt. 
datcd 8s of April 1. 1993, bctwcen Sonoma Georhcrmd P m e r s .  L.P.. 
Hcaldsburg Energy Company, LS, Calpinc Geysen Company. L.P. (fomcrly 
Santa Rosa Geothe~mai Company, LP.), Freeport-McMoRan Resource Partners. 
L.P, and Meridian Trust Company of Califomia. 

10.8.13 * Managcment Services Agreement. dated Januvy 1, 1992. bctween Calpinc 
Corporation and Elecvowatt Lld. 

10.8.14+ Credit Facility Lctrer Agreement. dated September 28, 1990, txtwccn Calpinc 
Corporation and Credit Suisse. 

10.8.15* Letter regarding Gedit Facility, dated April 7, 1993. from Elecuowatt Lld to 
Credit Suisse. 

10.8.16* Promissory Grid Note, dated April 26, 1993. between Calpine Corporation a d  
Credit Suisse. 

10.8.17* Guarantee Fee Agreement dated January 1.1992. between Caipine Corporation 
and Elecvowatt Ltd. 

10.8.18 Amended and Restated Operating Agreement for the Geysers. dated ;LS of 
D e c e m k  1. 1993, by and &tween Magma-Thermal Power Project. a joint 
venture composed of NEC Acquisition Company and Thermal Power Company. 
and Union Oil Compmy of Cdifomia. 

10.9' Calpine Corporation Stcck Option Program and forms of agreements thereunder. 

10.10* Employment Agreement effective as of Januvy 1, 1991, ktween Calpine 
Corporation and Mr. Petcr Canwright. 
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10.11* 

10.12' 

Form of Indcmnificalion Agrcemcnt for dircctors. 

Form of Indemnification Agrcemcnt for cxccu[ivc officcn. 

Reports on Form 8-K 

A Form 8-K, dated September 9, 1994, was filed on September 26, 1994. 

* I n c o r p o r d  by reference to Regisrant's Registration Sratement on Form S-1 (Regisvation .%cement 
NO. 33-73 160.  

** Incorporated by reference to Registrant's Current Rcpon on Form 8-K dated September 9, 1994 and 
filed on September 26. 1994. 
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SIGNATURES 

Pursuant to the requirements of the Securities and Exchange Act of 1934, the registrant has duly 
caused this report to be signed on its behalf by the undersigned thereunto duly authorized. 

CALPINE CORPORATION 

Date: November 14, 1994 By: U B. C l a  

Ann B. Curtis 
Senior Vice President 
(Pmcipai Financial Officer) 

Richard D. Barraza 
Director of Corporate Accounting 
(Chief Accounting Officer) 



EXHIBIT NO. ( 1 

WITNESS: SHANKER 

DOCKET NO. 950110-E1 

DESCRIPTION: CAPACITY PAYMENTS FOR TERM OF FPC/PANDA STANDARD 
OFFER CONTRACT 



A. - Panda-Kathleen, LP. 

Capacity Payment Analysis 
Base Case Scenario 

I 
Inputs: 
K Factor (mid-year) 
In (total c s t  dime  8 afudc - 1991 Ss) 
IP (annual escalation rate) 
r (utilib discount rate) 
L (expeeed life -years) 
On ( O m  expense - 199iSikwiyr) 

1 S259 

5.1 O?& 
9.96?& 

20 
SB.18 

sm.8a 

PV (20 Yean Q 9.46%) = sfo.88 

.. . 

(1) the kt71 a p a c t y  payment amount may differ from the amounts in the PPA by +I-  $0.01 besuse of rounding. 

I 
Fomula: VACm = 1/12 (K ' I, ( [ (1 + r )  i +On } 

1 

{ [  1 -  u:] 
( ( 1  - ur 1 

I { t  (1  ' d L j  
Where: VAC, = utility's monthly value of avoided upacity for each month of year n 

K = PV (mid year) ofcmying charges fcr t1.00 over L years 
1, = t C G l  direc! 8 indirec! Cost + afudc. mld y r  f Fer kllowatf, indexed by 5 . 1 0 , ~  per yejr  
0, = tc!al fixed 08 M expense per kilowait. indexed by 5.1% per yczr 
ip = annual escalalron rare far plant consfruc:icn and fired O&!d czSt 
r = anma1 discount rate reflec:ing the utilily's ater.lax cas1 of  capital 
L = cx;ec:ed life of avoided unit 
n = year for whic3 lhe avoldcd und 15 de!c!rcd 
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PAMDA-KATWLE;EN L. P, 
A Panda Company 

June 2 3 ,  19S4 

Mr. David Gammon, P.E. 
Senior Cogeneration Engineer 
Florida Power Corpoation 
3201 34th Street South 
St  Petenburg, FL 33711 

Dear David: 

As we discussed in our meetlng on June 22, 1$?4, Panda-Kathleen, L.P. is permitting 
two equlpment configurations- a GE 7EA and an A61311N for its Lakeland project. 
These machines are the most economiczl units that sllow Panda-Kathleen, L.P. to 
supply the committed apacity of 74.9 MW at all times. The ne! output of the selected 
turbine will be 100-1 15 MW under certain conditions. 

A prospective lender has raised Vle question as to the pn'ce f h ~ t  Panda-Kathleen, L.P. 
would be paid for power in excess of 74.G MW. The contnct provides for payment of 
the e$-availsble energy prices I t  times when the avoided unit would not hzve othewise 
run. When the avoided unit would have run, Wo options exist.  FPC would Fay.either 
(1) the as-svailable snefgy rate Of (2) the avoided unit W e .  FPC agrees thzt Panda- 
Kathleen t,P. shati be paid the 'avoided unit rbte' undEr the contrzct for E ~ I  energy 
above 74.9MW dunng times when the 'avoided unir would have been dispatched, 
since Panda-Ksthleen, L.P. did not elect the ' Pe r fo rmmx Adjus:mEnr SpEcified in 
Section G.1.3 of the contract. 

In order to clarify this question and maintain our devE!opment schedule, plezse signify 
your concurrence on this interpretz;tion in the space provided be!ow on or before July 6, 
1994. 

MCQ President -c1 

Project Mznagement and Construction 

Accepted and Agreed to as of , 7954 
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August 8, 1994 

E ~ E R G Y  CORPORAT~ON 
The Independent Power Compnn)  

Mr. David Gammon, P. E. 
Senior Cogeneration Engineer 
Florida Power Corporation 
3261 34th Street South 
St. Petenburg, Florida 3371 1 

RE: Standard Offer Contract For the Purchase Of Finn Capacity and Energy 
From A QualiQmg Facility Less Than 75 MW Or A Solid Waste Facility 
Between Panda-Kathleen L P. and Florida Power Corporation (the "Agreement") 

Dear David: 

Please find attached a letter of clarification reflecting the changes per our recent discussion. 
Panda has signed the letter. Please fax a copy of the letter to us upon TpC's execution thereof 

Thank you for your cooperation 

Sincerely, 

Ralph T. Killian 
Senior Mce President 

RTWlc 

enclosure 
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PAIYDA-KATHLEEN L. I? 
A Panda Company 

August 8, 1994 

Mr. Robert D. Dotan, P. E. 
Manages, Cogeneration Contracts 
Florida Power Corporation 
3201 34th Street South 
St. P e t d u r E ,  FL 337 1 1 

RE: Standard OEer Contract For The Purchase Of Firm Capacity And Energy 
From A Qualifyrng Facility Less Than 75 MW Or A Solid Waste FacihG 
Between Panda-Kathleen t P. and Florida Power Corporation (the 'Agreement") 

Dear Mr. Dolan: 

The purpose of this letter is  tO Cladj '  issues relating to the Agreement. Panda is installing either a 
GE Frame 7EA or an AB8 1 I N for the Lakeland cogeneration facility since they are the only gas 
turbines commercially available which can produce at least 74.9 MW each day over the life of the 
30 year contract tcm,  taking into accwnr degradation and site weather conditions. The 
cogenetation facility may produce more than 74.9 MW of energy from time to time depending on 
the degree of  site weather conditions and the effects of performance degradation 

Panda wilt submit this tetter to the Florida Public Service Commission (FF5.C) to determine 
whether or not FPSC approval is required with respect to Panda's intention to install such 
equipment. 

Florida Power Corporation (FPC) and Panda-Kathleen L P (Panda ) agree a s  foIlows 

w p s  
- 3 g T l g  

w z = z  

1. Nothing in tbis letter shall prevent or preclude FPC from taking any position in or m S r 0  

0 bvl 
intervening in any such proceeding before the FPSC. 

Assuming that the FPSC determines that its approval is not required, then the terms of the 
Agreement shall apply to such Facility including but not limited to 2, 3,  and 4 below. 

2. Under no circumstances is  FPC required to pay for more than 74.9 M W  of 
capacity 

3 .  FPC will purchase the energy produced above 74 9 M W ,  if any. a t  all times when 
available except when system operatins conditions will not permit such, i e ar 
minimum load conditions as reasonably defined by FPC, 

P-KO01368 
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4. TPC will pay Panda for energy produced above 74.9 M W  ai FPC's as-available 
energy price. 

Subject to any d e t e d n a t i o n  of the FPSC, this letter does not in any way modify, amend or 
otherwise change the Agreement. I n  the event of any conflict between the Agreement and thus 
letter, the Agreement shall prevail. 

The panics acknowledge this clarification by signature below. 

P A N D A - K A m E E N  L. P. 

By:Qanda-Kathleen Corporation 

Accepted and Agreed to as o f  August , 1994 

FLOFUDA POWER CORPOFUTIOPI; 

By; 

Title: 
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