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Introduction
This Memorandum describes certain key aspects, including the strategic position, performance and prospects, of Enron’s energy transportation, generation and distribution assets and the associated supply businesses, referred to as ESA, in Argentina, Bolivia and Brazil (the “Southern Region”).  This Memorandum also contains certain historical financial information of ESA for 1998 and 1999 and financial projections for 2000-2004.  In addition, description of the assumptions underlying the financial projections is contained herein.

Summary Business Description
ESA represents an attractive portfolio of assets providing substantial regional critical mass and a unique platform for the development of a preeminent gas and electric energy business in the rapidly growing South American market. The opportunities for extraordinary growth in natural gas demand in this market result from:

· the discovery of substantial natural gas reserves in the Southern Region and Peru;

· the region’s fundamental shift from volatile and unpredictable hydroelectric generation to gas-fired thermal plants to meet its growing electricity demands;

· the completion of large pipeline infrastructure projects linking the region’s gas reserves to its major markets; 

· the increasing private sector involvement in the development, ownership and operation  of the region’s energy industry; and

· the increasing awareness of the environmental advantages of natural gas.  

ESA has implemented a market-driven business strategy in the Southern Region based on ownership of interests in selective and fast-growing sources of natural gas demand and access to that demand.  In pursuit of this strategy, ESA has acquired or developed natural gas pipelines (access) and gas and power distribution and thermal power generation assets (demand).  Through acquisitions, development projects and contracts, ESA has achieved vertical and cross-commodity integration in the natural gas and electric markets, as well as regional integration in the Southern Region.

By implementing of its market strategy, ESA has achieved contractual certainty as a supplier and marketer of gas and electricity and a high degree of flexibility in sourcing its gas and electricity requirements.  By participating in the ownership of Brazilian gas and electric local distribution companies (“LDCs”), ESA has secured access to significant gas and power demand.  By participating in the ownership of regional pipeline projects, ESA has secured access to the sources of natural gas necessary to meet that demand.  ESA bridges the regulatory and physical bottlenecks caused by the closed-access nature of its gas LDCs, the regulatory and contractual constraints on the Bolivia to Brazil Pipeline (“BBPL”) and the environmental and other limitations on the construction of new pipelines.  These factors give ESA highly valuable optionality and flexibility, which provide it with significant competitive advantages in the Southern Region energy market.

Apart from the growth potential of its existing electric and gas assets, ESA will benefit from the convergence of the electricity and natural gas industries in Brazil and other countries in the Southern Region. Ownership of the ESA assets complements an emerging regional integrated gas and power industry characterized by:

· capital-intensive but low marginal cost hydropower generation;

· higher marginal cost and less capital-intensive gas-fired thermal generation;

· large volumes of secondary hydroelectricity; and  

· largely closed-access gas markets that provide the gas LDCs with the opportunity to switch gas between power generation and the interruptible industrial markets.
ESA comprises an integrated portfolio of energy assets focused on the transportation, generation and distribution and associated supply of natural gas and electricity in the Southern Region.  It is a market-driven franchise that will add significant value to any acquiror of its businesses as a result of:
· its strong market presence through the ownership of controlling or co-controlling positions or positions with special veto rights in a broad range of interrelated companies and assets that have significant influence over demand through exclusive concession contracts and access to supply through their ownership of pipeline projects;

· its distinct ability to exploit the complementary relationship between gas-fired capacity and hydroelectric capacity and the related opportunities from the gas-to-power convergence; and

· its strong operating cash flows and net income with exceptional growth prospects over the near-term and long-term based on market penetration growth rates for natural gas and strong GDP growth rates.

ESA has established a strong platform for the accelerated monetization of gas reserves, making it particularly attractive to both gas marketers and owners of significant natural gas reserves in the Southern Region.

The map below shows the location and key characteristics of ESA’s assets:
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More detailed information on ESA is provided in Sections II, III, IV and V.  Summary descriptions of each of ESA’s assets are provided below:

Natural Gas Pipelines 
Asset(1)
Description
Highlights and Development Potential

DO NOT DELETE

TGS

35.50%
6,987 km of natural gas and liquids pipelines connecting the Southern and Western Argentine gas reserve basins to key Buenos Aires market.  Peak throughput capacity of 58 MMcmd of gas and processing capacity of 1.1 MMmt of gas and liquids.
· Transports almost 60% of Argentine natural gas

· Enron co-controls (with Perez Companc) CIESA, the controlling shareholder of TGS

· Potential for interconnection with pipelines supplying Southern Brazil

· Development of telecom opportunities in progress

· Right to appoint directors and key management positions

· Strong cash flow generation





Transredes

(25%)
5,500 km of natural gas and liquids pipelines in Bolivia supplying domestic market and connecting gas reserve basins of Northwestern Argentina and Bolivia with major demand loads of Southern, Southeastern and Mid-Western Brazil.  Capacity of 10 MMcmd of gas, 55 Mbl/d of crude oil and liquids.  
· Principal gateway for supply of significant Northwestern Argentine and Bolivian gas reserves into Brazilian market through BBPL

· Enron shares control of Transredes with Shell

· Right to appoint Transredes’s directors and key management positions

· Participation in Cuiabá Pipelines and Power Plant

· Participation in BBPL





BBPL

(GTB - 29.75%)

(TBG - 7%)
3,133 km of natural gas pipelines connecting the Transredes system to key Southern, Southeastern and Mid-Western Brazilian markets.  Initial capacity of 
17.5 MMcmd, expected to increase to
30 MMcmd.  Construction of Santa Cruz de la Sierra to São Paulo segment completed in March 1999, construction of São Paulo to Porto Alegre segment completed in March 2000.
· Principal conduit to Brazil for Northwest Argentine and Bolivian reserves

· Potential to increase capacity to 60 MMcmd with relatively inexpensive looping

· Enron directly and indirectly (through Transredes) co-controls GTB

· Controlling position in GTB strengthens minority position in TBG

· Regulatory and physical constraints make ownership important for access to and allocation of capacity of BBPL





Cuiabá Pipeline
(GasBol – 35%)

(GasMat – 53.1%)
648 km, 18” gas pipeline connecting BBPL to Cuiabá I Power Plant.  Capacity of 7 MMcmd.
· First privately controlled pipeline into Brazil

· Excess capacity in pipeline supports expansion of Cuiabá Project

· Enron controls GasMat and 

co-controls GasBol with Shell

Note: (1) The percentages represent ESA’s expected net direct and indirect economic interest in the assets as of closing.





Power Distribution

Asset(1)
Description
Highlights and Development Potential

DO NOT DELETE

Elektro

(99.62%)
1.6MM customers in the fastest growing areas of the State of São Paulo.  1999 sales of 10,767 GWh.  Total population of 5.2 MM in service territory.  Price cap tariff regime with first five-year review in August 2003. Distribution network covering an area of 120,844 km.
· Highest levels of operating efficiency and quality of service in Brazil

· Demand growing at almost 6% per annum in Brazil’s wealthiest service territory
· Minimal exposure to large industrial customers
· Favorable price cap tariff regime, with first five-year tariff review in August 2003

· Critical component of gas-to-power convergence opportunity

· Optimal platform for development of power generation businesses in Brazil

· Enron’s ownership position provides full management and contracting flexibility

· Strong cash flow generation

Note: (1) The percentage represents ESA’s expected net direct and indirect economic interest in the asset as of closing.



Natural Gas Distribution

Asset(1)
Description
Highlights and Development Potential

DO NOT DELETE

CEG/CEG-Rio

(CEG - 25.38%)

(CEG-Rio – 33.75%)
Natural gas distribution and supply in the city of Rio de Janeiro (CEG) and the interior of Rio de Janeiro State (CEG-Rio).  576,000 customers and 2,200 km of pipes.  Total population of over 14MM in service territory.  1999  sales of 3.5 MMcmd.
· Closed-access and exclusive gas distribution concessions

· Attractive terms of Campos Basin gas supply giving significant price and take-or-pay flexibility

· Substantial potential for additional efficiency improvements

· Favorable tariff regime

· Effective participation, veto and other control rights over major decisions shared with Gas Natural, (technical operator), Iberdrola and Pluspetrol

· Configuration of regional electric transmission system makes the CEG/CEG-Rio concession areas optimal locations for new, gas-fired generation capacity in Southeastern Brazil





Gaspart

(Compagas – 24.255%)

(SCGas – 41.0%)

(PBGas – 41.5%)

(Copergas – 41.5%)

(Algas – 41.0%)

(Emsergas – 41.5%)

(Bahiagas – 41.5%)
Natural gas distribution and associated supply in States of Paraná and Santa Catarina (Southern Brazil) and Bahia, Sergipe, Alagoas, Pernambuco and Paraiba (Northeastern Brazil).  Currently serves 234 industrial customers with short-term potential to connect at least 200,000 residential and commercial customers.  1999 sales of 4.0 MMcmd.
· Long-term closed-access and exclusive gas distribution concessions

· Favorable tariff regimes

· Attractive terms of local and imported gas supply giving significant price and take-or-pay flexibility

· Excellent platform for power plant development in Southern and Northeastern Brazil

· Shareholders’ Agreements provide for effective veto rights related to most major issues; preferential purchase rights shared with Petrobrás upon future privatizations of state’s control shares

· Strong demand growth prospects from industrial, residential, commercial and power generation sectors 

Note: (1) The percentages represent ESA’s expected net direct and indirect economic interest in the asset as of closing.

Power Generation

Asset(1)
Description
Highlights and Development Potential

DO NOT DELETE

Cuiabá Project

(EPE - 68.75%)(2)
(GasBol - 35.0%)

(GasMat - 53.1%)

(Cuiabá II – 100.0%)(3)

(Cuiabá III – 100.0%)(3)

(TBS – 72.5%)
Integrated gas pipeline and power generation project to include 648 km, 18” pipeline and total projected capacity of 1,428 MW.  Cuiabá I with 480 MW of projected capacity, of which 150 MW is currently available.  Associated gads pipelines expected to be completed by the end of 2000.  Long-term power purchase agreement with Furnas, a wholly-owned subsidiary of Eletrobras.
· First privately controlled gas pipeline into Brazil

· First project financed thermal IPP in Brazil (financing documentation completed and funding expected in 2000)

· Cuiabá II with 474 MW of projected capacity and emergency plant status should enter service in 2003

· Cuiabá III with 474 MW of projected capacity should enter service in 2005

· Minimal investment in the pipeline required to supply full requirements of the power plants

· Enron controls the Cuiabá I Power Plant and GasMat and co-controls GasBol with Shell through Transredes
· Significant flexibility and optionality in gas supply arrangements, with natural gas being supplied by TBS, a majority owned affiliate of Enron





Riogen I and II

(100.0%)(3)
991 MW, gas-fired power generation project.  Strategically located in State of Rio de Janeiro.
· Riogen I (496 MW) has emergency plant status and power output expected to be contracted to Elektro and third parties; Riogen I should enter service in 2003

· Favorable transmission charges and losses as a result of location in Rio de Janeiro

· Riogen II should enter service in 2004, and power output expected to be contracted to Elektro and third parties





Puerto Suarez

(100.0%)(3)
147 MW gas-fired power generation project located in Bolivia to supply Brazil.
· Access to competitively priced gas with flexible take-or-pay provisions 
· Power output expected to be contracted to Elektro and third parties

· Will be one of first “gas-by-wire” projects between Bolivia and Brazil 

· Fast-track completion scheduled in two phases for 2001 and 2002

Notes:
(1)
The percentages represent ESA’s expected net direct and indirect economic interest in the asset as of closing.

(2)
Currently, ESA owns 55.75% of EPE, but is considering acquiring an additional 13% from LJM prior to closing

(3)
Currently ESA owns 100% of these projects, but anticipates a reduction to 50%

Market Overview
The countries of the rapidly growing Southern Region, together with Chile, Paraguay, Peru and Uruguay are expected to form a single regional energy network.  Argentina, Bolivia, Brazil, Paraguay, Peru and Uruguay (collectively referred to as the “Southern Cone”) had an estimated aggregate population of approximately 240 million and an aggregate GDP of approximately US$950 billion in 1999.  During the last two years, the Southern Cone has experienced a period of volatility and uncertainty as a result of the emerging markets crisis that resulted in the devaluation of the Brazilian Real in January 1999.  The region is now widely expected to be poised for a period of strong growth with low inflation.  The macroeconomic fundamentals of the region have improved substantially, with fiscal deficits under greater control, trade balances improving and real interest rates returning to historically normal levels.  In Brazil, the economy has recovered strongly from the 1999 devaluation with real GDP growth expected to be 3.4% in 2000 and 3.8% in 2001.  Argentina’s economy is recovering from recession and is projected to grow at 4.0% and 5.0% in 2000 and 2001, respectively. Bolivia is expected to show strong growth of 5.0% per annum over the next two years.

In most economic areas, the role of the private sector, particular in the energy industry, has been substantially enhanced over the last decade. From a regional standpoint, a majority of the basic infrastructure, including natural gas reserves, pipelines, gas distribution assets, power generation and power distribution assets, is now under private sector control.  In addition, there is an increasingly free flow of products and services across borders within the Southern Cone.  This policy shift towards private sector involvement and free trade provides, for the first time, the environment of commercial viability and financial creditworthiness required by investors and lenders to provide funding for the significant infrastructure investments in the region.
The energy markets of these countries are among the fastest growing in the world.  Major gas reserves have been discovered in Argentina, Bolivia and Peru, and proven, probable and possible gas reserves in these countries were estimated at over 3.4 Bcm in January 2000.  

In Brazil, a new round of exploration is taking place that is widely expected to result in the discovery of substantial new onshore and offshore gas reserves. Brazil’s gas reserves are currently estimated at about 400 Bcm.  The commercial development of additional Brazilian gas reserves should take approximately five to ten years.  As a result, Brazil is expected to rely heavily on imports for the foreseeable future.

On the demand side, while Argentina has a highly developed natural gas transmission and distribution system, the gas markets of other countries in the Southern Cone, especially Brazil, are at earlier stages of development, with natural gas representing a relatively small share of their primary energy consumption. The chart below demonstrates the low market penetration of natural gas in Brazil relative to other countries.
Natural Gas Share in Primary Energy Consumption
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The primary historical reasons for the low percentage of natural gas used in Brazil are:

· the preference for hydroelectric generation capacity in the countries of the Southern Cone;

· lack of an integrated pan-regional and Brazilian gas transmission network linking multiple basins to key demand centers;

· lack of creditworthy off-takers and of acceptable gas contract provisions such as take-or-pay, liquidated damages and foreign exchange protection, all of which are essential in obtaining limited recourse financing for infrastructure projects;

· large usage of low-quality fuel oils by industry; and

· lack of residential heating load for natural gas due to the climate and scarcity of distribution infrastructure.

As previously discussed, these impediments to natural gas demand growth have been significantly reduced.  As a result, rapid natural gas demand growth is expected in the future from industrial, residential and commercial customers, through both increased energy requirements and through the displacement of alternative fuels, such as fuel oil or liquified petroleum gas (“LPG”).

The power generation sector, in particular, is expected to be the primary driver of demand growth for natural gas in the Southern Region.  Prior to the announcement by the Brazilian Government of its Emergency Thermal Generation Program (“Emergency Generation Program”) in the first quarter of 2000, it was estimated that demand for natural gas in Brazil would increase from current levels of 12.6 MMcmd to over 70 MMcmd in 2005.  This would represent a compound annual growth rate (“CAGR”) of over 33%.

The following chart shows the growth potential of the Brazilian natural gas market, by sector, as estimated by Petrobrás in October 1999:

Sectors Fueling Growth in Demand for Natural Gas
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Since the issuance of Petrobrás’s projections, the Brazilian Government formally announced the Emergency Generation Program.  Under this program, the Brazilian Government expects approximately 13,000 MW of gas-fired power generation capacity to be built over the next five years in the Southern, Southeastern and Midwestern regions of Brazil alone, all having “Emergency Plant” status.  Granting Emergency Plant status provides projects in Brazil with access to attractively priced gas and affords expedited approval procedures, special dispatch status, the ability to pass through exchange rate variations and other features that support the non-recourse financing of the projects. New projects expected to add over 2,000 MW of power generation capacity fueled by piped gas or liquified natural gas (“LNG”) have been granted Emergency Plant status in the North and Northeast of Brazil.

The implementation of Brazil’s Emergency Generation Program transforms the dynamics of the gas supply situation in the Southern Region.  As shown in the graph below, by 2004, this new gas-fired generation capacity will require approximately 80 MMcmd of gas supplies to meet incremental demand.  This increased level of demand is more than twice Petrobrás’s previous projections of total Brazilian gas demand related to thermal generation over the same period.
Gas Fired Plants with Emergency Status vs. Brazilian Gas Demand
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As a result of the determination by Brazil and other countries in the Southern Region to reduce their dependence on hydroelectric power and fuel oil, the initial infrastructure required to deliver gas to the key markets in Southeastern and Northeastern Brazil and, to a lesser extent, Chile and Peru, is now nearing completion.


Following the entry into service of BBPL and assuming completion of other projects under development, such as Cruz del Sur or TGM (pipeline projects currently competing for incremental gas markets of Southern Brazil), natural gas delivery capacity to the major markets of Buenos Aires, Southern and Southeastern Brazil and Santiago is expected to be as follows:


Pipeline
From
To
Current Capacity
(MMcmd)
Projected Maximum Capacity (MMcmd)

Pipelines in which ESA Holds an Interest

TGS

BBPL

Transredes

GasMat/GasBol
S/W Argentina

Bolivia

Bolivia

Bolivia
Buenos Aires, Argentina

S/SE Brazil

Bolivia’s border with Argentina, Chile and Brazil (including BBPL and Cuiabá Pipeline
Cuiabá, Brazil 
58

17.5

10

7

69


30-60(2)

39


7

Sub-Total


92.5

108-138

Other Regional Pipelines





TGN
NW/W Argentina
Buenos Aires, Argentina
43

43

TGM (1)
Argentina
Porto Alegre, Brazil
0

4

Cruz del Sur (1)

Argentina
Uruguay, Porto Alegre, Brazil
0

12

Gas Andes 
Argentina
Santiago, Chile
10

10

Total


145.5

171-201



Source: 

International Petroleum News and Technology/Enron

Notes:
(1)
Competing projects for Southern Brazil market


(2)
Expected to increase from 17.5 MMcmd to 30 MMcmd by 2004 and to 60 MMcmd in the future through looping



Smaller-scale gas infrastructure projects, including Gasoducto del Pacífico, Gas Atacama/Nopel, Norandino/Tocopilla and natural gas distribution networks in Santiago, Concepción and Lima, are also under construction. With the completion of these projects and recent introduction of substantial market-opening legislation, particularly in the electricity sector, the energy markets of the Southern Region are expected to be among the most dynamic and fastest-growing in the world.
The Emergency Generation Program has accelerated the timing for the development of additional transportation capacity in order to meet the projected gas demand for Brazil.  ESA believes strongly that the most economical way to provide the incremental capacity in the time frame required is through the looping and expansion of BBPL.  BBPL owns major rights-of-way, has obtained critical clearances for border crossings into Brazil, and has put in place contractual structures that can be modified quickly and efficiently to meet anticipated timetables for the construction of new thermal generation capacity. The capital requirements and long lead-times required to develop and construct cross-border greenfield pipeline projects or to find, develop and produce sufficient volumes of new domestic natural gas reserves make it unlikely that either greenfield projects or new Brazilian upstream discoveries will be reliable ways to meet the increased gas demand in the time required.

Within a few years, the major producing basins of Argentina, Bolivia, Brazil and eventually Peru will be connected by gas transportation capacity to the main demand load centers in Santiago, Lima, Buenos Aires and Southern, Southeastern and Midwestern Brazil.  The Northern and Northeastern regions of Brazil could form part of a major LNG market spanning Northern and Northeastern Brazil to Central America, the Caribbean and the Gulf Coast markets, or eventually could interconnect with the Southeast region of Brazil through a natural gas pipeline between Vitória and Salvador, or both.

The following map shows the key gas producing basins and pipelines in operation or under construction or in development in South America. The map below demonstrates that substantial infrastructure required to connect supply and demand is already in place or in advanced development.
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Note:
(1) 
Competing projects for Southern Brazil market

In summary, the natural gas market in the Southern Region is characterized by:

· the existence of large gas reserves in Bolivia, Argentina and Peru that far exceed those countries’ domestic needs; 
· a gas shortage in Brazil caused in large part by Brazil’s move into thermal power generation, creating an explosive demand for gas; and

· the existence of key pipeline infrastructure projects that link reserves and markets.
As previously discussed, the commercial development of Brazilian gas reserves is expected to take approximately five to ten years.  As a result, Brazil will continue to be a net importer of large quantities of gas for the short- to medium-term.  ESA believes that the most economical option for increasing gas imports will be the future expansion of BBPL.

Critical Success Factors
The key requirements for the rapid development of the natural gas markets of the Southern Region (reserves, demand, delivery infrastructure and access to capital) are now in place.  Three factors are critical in order to maximize the value of the gas reserves in the Southern Region:

· the ability to understand and influence natural gas demand in Brazil; 
· the ability to access and effectively participate in the allocation and expansion of gas transmission capacity in the region; and

· the ability to understand the interrelationships and fully participate in the convergence between the electric power and gas industries in the region
While the reserves and pipelines required to satisfy anticipated gas demand in the Southern Region in the near-term are currently or will soon be in place, effective access to markets continues to be restricted by regulatory and contractual constraints (e.g., fully-contracted pipelines and closed-access LDC service territories).  Access to gas transmission capacity, in particular, while notionally open in most markets, is far from open in reality.  For example, Petrobrás has the rights to all the initial capacity of BBPL available within Brazil.  A limited number of other pipelines are being developed, but these are generally part of integrated gas-to-power projects (e.g., Cuiabá) and the capacity on these pipelines is expected to be used primarily by their developers.

Access to gas demand and markets which, especially in Brazil, is critical to the development of power generation is also constrained.  Currently, access to industrial, power, commercial and other gas customers is exclusively controlled by the gas LDCs.  In addition, there is effectively no transparent wholesale market in Brazil for electricity and no market for medium-term or long-term contracts for new power generation capacity, other than for those projects that are being developed by the electricity distributors themselves. Without assured off-take arrangements, new power projects are extremely difficult to finance.  As a result, most projects of pure merchant independent power producers (“IPPs”) historically have not been viable.

Regulations in Brazil currently permit electric distribution companies to pass through the entire cost of power purchase agreements (“PPAs”) with affiliated generation companies. This pass-through is subject to a maximum price pass-through (referred to as the “Normative Value”) set by ANEEL and to a quantitative limit established in the distribution concessions and enforced by ANEEL based on the total percentage of power (typically 30% of total power requirements) that can be purchased from affiliated companies.  The current Normative Value for gas-fired thermal generation is estimated to be between US$36/MWh and US$37/MWh.  Most electric distribution companies are now owned and controlled by international electric companies with strong capabilities in the integrated power value chain, including the development of new power generation capacity.  Virtually all these companies desire to build significant integrated positions in the Brazilian electricity market and are generally unwilling to enter into long-term PPAs with independent developers. As a result, the ownership of electric distribution is widely expected to be essential to prospective owner-developers of new large-scale gas-fired power generation capacity. 

Access to flexible and competitive sources of gas as well as to interruptible industrial gas customers is critical for successful participation in the significant opportunities offered by Brazil’s Emergency Generation Program.  The Brazilian power market has historically been dominated by hydroelectric generation with its large attendant capital investment requirements and volatility.  In this market, access by a thermal power generator to flexible (from a take-or-pay perspective) supplies of natural gas at competitive prices and access to interruptible industrial users significantly enhances the generator’s competitive position.

Through the combination of ESA’s ownership interests in pipelines, its ownership and control of Elektro and its significant participating interests in gas LDCs, ESA is well positioned to take full advantage of the above-mentioned opportunities.
Key Acquisition Considerations
The key business and strategic considerations that should be evaluated in connection with a potential acquisition of ESA are as follows:

Fundamentals in Place
· Significant natural gas reserves – Substantial new reserves of natural gas have been discovered in Argentina, Bolivia, Brazil and Peru.  With the discovery of these new gas reserves, the proven, probable and possible reserves in the region were estimated in June 1999 to total approximately 3.8 Bcm, which is equivalent to over 50 years of reserve life based on 1999 consumption levels in these markets.

· Untapped and growing natural gas demand in Brazil – Brazil is critically short of energy to support the growth expected in its economy and is 95% dependent on volatile and unpredictable hydroelectricity for its requirements.  [Demand for natural gas in Brazil is set to grow rapidly from current levels of demand at 
12.6 MMcmd to over 70 MMcmd in 2005.]
· Gas transportation infrastructure largely in place – With the completion of BBPL and the expected construction of either the TGM or Cruz del Sur pipelines, the basic transportation infrastructure required to deliver natural gas to major markets in the region essentially will be in place, but his infrastructure will require substantial expansion to meet the anticipated growth in the region’s gas markets.

· Access to capital – Following the widespread privatization of assets throughout the energy value chain, a majority of the Southern Region’s energy sector is now under private sector control, greatly improving the creditworthiness of the sector and its ability to finance new energy infrastructure development projects.

Integrated, Market-Driven Nature of ESA’s Asset Portfolio

· Vertical and horizontal integration around key assets required to facilitate efficient gas monetization strategies - The efficient monetization of natural gas reserves in the Southern Region depends crucially on the ability to contract demand and obtain access to the key markets in Southern and Southeastern Brazil.  Access to gas transmission from the major gas reserve basins in Bolivia and Argentina, combined with influence over Brazilian gas and power demand (i.e., gas and electric customers) is particularly essential.

· Leading, cross-commodity gas and power position in the Southern Region – ESA is uniquely positioned to benefit from the development of a strategic integrated gas and power network in the Southern Region.  Assets which ESA controls or owns interests in, transport, distribute or consume more than 60% of the natural gas consumed in the Southern Region.  These assets provide a platform for significant participation in Brazil’s Emergency Generation Program and other power opportunities.
Significant Influence over Natural Gas Demand

· Influence over a significant pool of potential demand for natural gas - ESA’s downstream assets in Brazil have influence over approximately [    ] MMcmd of the projected demand for natural gas through 2005:

· CEG/CEG-Rio: Exclusive and effectively closed-access natural gas LDCs.  Demand in 1999 of 3.5 MMcmd is projected to grow to 19.1 MMcmd in 2005; 

· Gaspart: Exclusive and closed-access natural gas LDCs at early stages of development and located in high growth rate areas. Demand in 1999 of 3.5 MMcmd is projected to grow to 
25.1 MMcmd in 2005;

· Elektro: Elektro expects to enter into long-term contracts with affiliates for approximately 1,000 MW of generation capacity.  ESA expects to enter into commercial relationships and swaps with other Brazilian distribution companies to effectively expand its affiliated transactions to cover approximately 2,000 MW of generation capacity.  This corresponds to a potential maximum demand of up to 10.0 MMcmd;

· Cuiabá Project: 1,428 MW (1x480 MW, 2x474 MW) of gas-fired power generation projects that is expected to consume up to 7.2 MMcmd of natural gas when complete.  The first 480 MW, with a maximum demand of up to 2.4 MMcmd, are under contract with Furnas, an Eletrobrás subsidiary;
[Please note that per Diomedes the following chart shows Cuiabá II/III with a maximum gas consumption of 8.8 MMcmd (vs. 7.2)]
· Riogen Power Plant: gas-fired power generation project with a total installed net capacity of approximately 991 MW, with the first phase of 495.5 MW expected to enter service in 2003 and  having Emergency Plant status.  This phase is estimated to consume up to a maximum of 4.8 MMcmd of natural gas; and

· Puerto Suarez: gas-fired power generation project in Bolivia with total installed net capacity of 147 MW expected to enter service in two phases in 2001 and 2002.  This plant is estimated to consume up to a maximum of 0.75 MMcmd of natural gas.

[Please note that per Diomedes the following chart shows Puerto Suarez with a maximum consumption of 1.1 MMcmd (vs. 0.7)]
· Short position for gas. – The total gross demand to which ESA’s downstream gas assets have access may reach up to a maximum of 52.1 MMcmd in 2005.  For 2000, only 9.3 MMcmd are contracted for, resulting in a large and valuable short position for gas and providing significant benefits to owners of gas reserves and gas marketers.  The following diagram highlights the significant gas monetization and marketing potential of ESA’s interests in gas markets in Brazil. 
ESA Total Gas Demand (1)
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Access to Gas Pipeline Capacity

· Influence over expansion and allocation of the Southern Region’s gas pipeline capacity - Ownership of its Southern Region transmission and distribution assets provides ESA significant influence over, and valuable insight into, one of the most heavily constrained but expanding pipeline markets in the world:

· Transredes has 10 MMcmd of current capacity and is the most economic conduit for Northwestern Argentine and Bolivian gas into BBPL;

· BBPL has 17.5 MMcmd of current capacity, is projected to grow to 30 MMcmd by 2004 and is the largest means of access to the Brazilian market.  A future expansion of its capacity to 60 MMcmd through looping represents the most economic means to supply Brazil’s medium-term natural gas requirements;


· The Cuiabá Pipeline has 7 MMcmd of current capacity and represents the most economic means to supply the fast-growing markets of Mato Grosso; and
· TGS has 58 MMcmd of current capacity and connects gas reserves in the Neuquen and Austral basins with the Buenos Aires market and has the potential to interconnect with pipelines that supply Southern Brazil in the near future.

· Ability to mitigate physical, contractual and regulatory constraints - The transportation and distribution segments of the Southern Region’s gas industry and the generation and distribution segments of the Southern Region’s power industry are subject to substantial physical, contractual and regulatory constraints. These constraints include:

· natural barriers to entry into the natural gas pipeline sector;

· the closed-access nature of the exclusive concession contracts afforded natural gas LDCs in Brazil; and

· competitive effects of regulations that allow electric distribution companies to contract with related generation companies for up to 30% of their requirements.
ESA’s integrated regional asset portfolio allows ESA to mitigate the adverse effects of these constraints through participation in decision-making at critical points throughout the energy value chain and through superior access to information across industry segments.

Flexibility and Optionality

· Cross-country political and regulatory flexibility – ESA’s presence and experience across the borders of the Southern Region’s regulatory and political environment has been and will continue to be valuable in responding to changes in this environment.  ESA’s cross-country position and resulting flexibility adds significant value to ESA’s vertically integrated portfolio.

· Cross-commodity flexibility – ESA’s portfolio of gas, liquids and electricity assets in the Southern Region provides opportunities to create additional value across the entire energy value chain as the Brazilian markets rapidly open and expand.  [No other position in the Southern Region provides the same degree of flexibility and optionality between commodities.]  In Brazil, power markets are opening rapidly, while gas markets remain essentially closed.  As a result, ESA has a distinct market advantage in providing one-stop energy packages combining gas, liquids and electricity.  

· Cross-basin flexibility – CEG/CEG-Rio and the Gaspart LDCs (collectively, the “LDCs”) have access to multiple sources of and outlets for natural gas, thereby maximizing the flexibility and optionality of their responses to market opportunities.  The LDCs have access to low-cost, flexible (i.e., with lower take-or-pay commitments) Brazilian gas from the Campos, Santos and Northeast Brazilian Basins providing a means for significant interruptible sales to industrial customers.  In the competitive power generation market the LDCs offer flexibility and optionality in their fuel supply arrangements for new generation facilities, blend imported and Brazilian gas prices and optimize take-or-pay commitments.

· Efficient monetization of gas reserves – For gas producers and marketers in the Southern Cone, ESA presents the opportunity to accelerate the monetization of their gas reserves.  ESA’s broad market presence facilitates optimal structuring of commercial arrangements and risk allocation through its access to transmission capacity and to large, growing and captive markets, as well as through its contractual flexibility.
F
inancial Profile

· Attractive portfolio of current income and operating cash flows with high growth potential – From a financial perspective, ESA consists of a highly attractive mix of businesses with strong and reliable operating cash flows, such as TGS, Elektro and CEG/CEG-Rio, as well as greenfield and brownfield projects with significant potential growth in cash flows as their activities increase rapidly over the next two to five years.  These include Transredes, BBPL, the Gaspart LDCs, the Cuiabá Project, Riogen and Puerto Suarez.  Based on its asset portfolio, ESA estimates that its EBITDA (including management fees and affiliate transactions, but excluding corporate overhead) will grow by 31.3% and 22.9% in 2001 and 2002, respectively, and its net income will grow by 52.4% and 33.7% in 2001 and 2002, respectively.

The financial information included herein demonstrates:

· the strong operating cash flows generated by ESA in 1999, a year of weak economic growth and high interest rates in Latin America as a whole;

· 
· the exceptional growth potential in revenues, operating cash flows and earnings; and

· the improving balance between ESA’s various businesses as the power generation projects enter service and the build-out of the natural gas LDC networks is implemented. (Amit/Wanda/Ed)]
Financial Summary


The following summary financial information includes audited historical financial information for each of TGS, Transredes, Elektro, CEG/CEG-Rio and Gaspart prepared in accordance with local accounting principles, as well as projections for each of ESA’s companies and projects.  Where appropriate, this financial information has been translated into US dollars at historical or projected average exchange rates for each year.  This financial information is presented at the operating company level.

Enron accounts for its interest in the ESA’s assets (other than Elektro) using the equity method of accounting. In order to assist in the valuation of ESA, however, the financial information included in this Memorandum is presented on a proportional basis, reflecting Enron’s direct and indirect ownership interest in each asset.  In the case of the proportional EBITDA, operating and management (“O&M”) fees payable to Enron have been added back so as to present more accurately the operating cash flows accruing to any potential acquirer of ESA.  In the case of net income (after tax), O&M fees have also been added back in an alternative presentation of the profitability of each company. Finally, it should be noted that the historical financial information and projections do not include any value for the franchise and development opportunities presented by ESA’s integrated portfolio of assets and businesses and, as such, the financial summary excludes related overhead activity incurred at the corporate level.

The following tables show the projected growth of the ESA assets in revenues, EBITDA and net income grouped by both asset class and country.

Revenues

By Segment
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By Country
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All asset groups exhibit strong top line growth over the five year projection period (CAGR of 21.9%) with gas distribution and power generation being the strongest contributors.  The growth of gas distribution reflects the buildout of the Gaspart LDCs as they further penetrate the industrial markets and begin connections to the currently unserved residential markets.
EBITDA

By Segment
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By Country
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Cashflow as measured by EBITDA grows at a CAGR of 23.0% over the period.  The majority of the cashflow throughout the period is produced by the mature businesses of ESA (Elektro, TGS and Transredes). In particular, the chart shows the projected growth of power generation to 16.3% of EBITDA in 2004 from 1.7% in 2000, as a result of the commencement of operations of Riogen I and II (2003 and 2004), Puerto Suarez (2001) and Cuiabá I, II and III (2000-2001, 2003 and 2005, respectively). The chart also show the growth of gas distribution to 14.1% of EBITDA in 2004 as a result of Gaspart’s growth.

Net Income

By Segment
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The net income numbers reflect the same factors as the EBITDA numbers.  Current net income is also derived predominately from the power distribution businesses.  However, net income from the development gas distribution and power generation businesses is expected to increase to 24.8% of the total in 2004 from 7.1% in 2000.  
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