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APPROVAL REQUESTED

To honor several outstanding obligations under the Amended and Restated Limited Partnership Agreement of Bridgeline Holdings, L.P. (the “Partnership Agreement”) and to sell approximately 4 Bcf of pad gas (the “Pad Gas”)

DEAL DESCRIPTION

Bridgeline Holdings, LP (“Bridgeline”) is a limited partnership that was formed between Enron North America Corp. (“ENA”) and Texaco Exploration & Production Inc. (“TEPI”) in order to aggregate various pipelines and storage caverns in Louisiana.  ENA holds a 40% ownership interest in Bridgeline through four indirect subsidiaries that are wholly owned by EGS New Ventures Corp., which is in turn wholly owned by ENA.  Those four subsidiaries are Louisiana Resources Company; LRCI, Inc.; Louisiana Gas Marketing Company; and LGMI, Inc. (collectively, the “Enron Partners”).  The general partner of Bridgeline is Bridgeline, LLC.  The members of Bridgeline, LLC are ENA (40%) and TEPI (60%).  Pursuant to the Amended and Restated Limited Liability Company Agreement of Bridgeline, LLC, ENA and TEPI share equal control of Bridgeline, LLC with each appointing two managers of Bridgeline, LLC (4 total managers).
The proposed transaction is a self-funding satisfaction of the Enron Partners’ obligation to provide Bridgeline a natural gas storage cavern as required under the Partnership Agreement.  Funding will be provided by selling to Bridgeline Pad Gas located in two of Dow Hydrocarbons & Resources, Inc.’s storage caverns (the “Dow Caverns”), currently leased by one of the Enron Partners through Q1 2002.  Total proceeds from the proposed Pad Gas sale are expected to be $8.7 million, resulting in a net amount of nearly $5.7 million being paid to the Enron Partners on or before March 1, 2002.  The proposed transaction will satisfy the Enron Partners’ obligation to:

· Contribute to Bridgeline a natural gas storage cavern  (the “Napoleonville Cavern”), which is currently under construction and nearly complete;

· Provide pad gas and minimum working volumes in the Napoleonville Cavern; and,

· Pay all pre-Enron bankruptcy construction costs incurred in connection with construction and cost for services incurred by Bridgeline to inject up to the minimum working gas volumes, including the cost for construction of various pipelines interconnecting the Napoleonville Cavern to Bridgeline’s compressor station.

Failure to perform any of the aforementioned obligations will constitute a breach under the Partnership Agreement.  As stated above, the Enron Partners are not contesting their obligations under the Partnership Agreement or that certain Contribution Agreement by and among the Enron Partners, ENA and TEPI dated February 3, 2000 which was executed in connection with the Partnership Agreement (the “Contribution Agreement”).  No further material capital outlays under the Partnership Agreement should be required to fulfill Enron Partners’ funding obligations to Bridgeline.

ENRON OBLIGATIONS

Working Capacity/Dow Lease

Pursuant to the Partnership Agreement, the Enron Partners are obligated to (i) contribute, by not later than July 1, 2002, a fully leached natural gas storage cavern with a working capacity of not less than 7.0 Bcf and (ii) provide Bridgeline with 4 Bcf of working capacity until the 4 Bcf Date, or approximately March 31, 2002.  The Enron Partners are liable for specified penalty charges for failure to meet the above obligations.

In order to provide Bridgeline the interim working capacity, LRCI contributed its rights under a lease agreement (the “Dow Lease”) with Dow Hydrocarbons & Resources, Inc. (“Dow”) for the Dow Caverns.  Under the Partnership Agreement, the Enron Partners are obligated to (i) honor the lessee’s obligations under the Dow Lease; (ii) make available to Bridgeline the 4 Bcf of working gas capacity through a beneficial assignment of the Dow Lease until the 4 Bcf Date; and, (iii) provide debrining services to Bridgeline that allow gas to be injected into the Napoleonville Cavern.  Bridgeline is obligated to reimburse the Enron Partners for all rents payable under the Dow Lease, up to $1,000,000 per year through the 4 BCF Date.  Bridgeline has paid Dow directly for the outstanding lease payments for the second and third quarters of 2001.  Additional lease payments will come due in February 2002 (for Q401) and April, 2002 (for Q102).  The Dow Lease expires on March 31, 2002.

Under the Partnership Agreement, the Enron Partners are obligated to replace the interim working capacity provided under the Dow Lease with the contribution of a new cavern, the Napoleonville Cavern, which had purchased in the late 90’s and has been in the leaching process since then.  Current estimates indicate that the Napoleonville Cavern will be available for use by the end of February 2002.

Enron Construction Commitments

Pursuant to the Partnership Agreement, the Enron Partners are required to remit the following payments to Bridgeline for (i) pad gas provided to the Enron Partners for injection into the Napoleonville Cavern and (ii) work funded by Bridgeline (as a good faith effort to the Enron Partners) on the Napoleonville Cavern:

· $223,000 for the dewatering line

· $328,000 for the 24-inch flow line

· $2,080,386 for pad gas

Enron Engineering Commitments

· $90,000 to M&H Enterprises for the engineering, preparation and permitting necessary for the possible removal of Pad Gas from the Dow Caverns; and,

· $97,061 to PB-KBB for monitoring and injection of pad gas into the Napoleonville Cavern

Post-petition invoices for engineering services and other miscellaneous items, such as payments for certain compressor components pursuant to the Contribution Agreement are being paid as they come due (and are expected to be deminimus from this point forward).

Enron Commitments for Dewatering Brine Removal

The Enron Partners also owe Dow certain fees associated with dewatering brine removal from the Napoleonville Cavern.  These fees are estimated to be approximately $175,000 and must be paid as part of the overall transaction with Bridgeline in order for Dow to be willing to extend an interim lease to Bridgeline (a critical component of the transaction from Bridgeline’s perspective).

SALE OF PAD GAS IN THE DOW CAVERNS AND CURRENT STRATEGY

Currently LRCI owns all of the Pad Gas remaining in the Dow Caverns.  Two possibilities exist for the disposition of such Pad Gas (approximately 4,051,000 MMbtu): (i) sell the Pad Gas in place in the Dow Caverns, or (ii) extract the Pad Gas for sale into the market.

Selling the Pad Gas in place is optimal for several reasons: (i) the $800,000 of capital costs and operating costs associated with Pad Gas removal are avoided, (ii) it reduces commodity risk because the sale can occur immediately (as opposed to the minimum 9 month period needed in order to physically remove the Pad Gas) and (iii) transport charges associated with moving the Pad Gas to a trading hub are entirely avoided (approx. $300,000 to $420,000).  Bridgeline has expressed an interest in purchasing the Pad Gas upon the termination of the Dow Lease.  Bridgeline is uniquely suited to do so because Dow does not have a lease for the Dow Caverns in place for the period of time following the expiration of the Dow Lease.  While Dow has identified the next user of the Dow Caverns, that user (Gulf South) must first obtain certain regulatory approvals before being able to use the Dow Caverns.  As a result, Bridgeline will be able to extend and assume the Dow Lease in order to continue to use the Dow Caverns while Gulf South obtains the necessary approvals.  When those approvals are received, it is our understanding that Gulf South will then purchase the Pad Gas from Bridgeline.

Bridgeline has proposed purchasing the Pad Gas from Enron at the April NYMEX settlement price less $0.03/MMBtu, a reasonable price given that most liquid trading points on the Bridgeline system trade flat or to a discount to the NYMEX settlement price.  What makes this price even more attractive are the avoided development and transport costs, as described above, the Enron Partners would otherwise incur to extract the gas and transport it to market.  As of January 22, 2002, the April NYMEX Hub price was $2.178/MMBtu.   At this price, the present value from this sale to Bridgeline would be $8.7 million.  While a direct sale to Gulf South was considered, it was ultimately concluded that allowing Bridgeline to assume and extend the Dow Lease and consummate a transaction with Gulf South is preferable because of Bridgeline’s ability to make better use of the storage during the pendency of the sale to Gulf South.  The Enron Partners will, indirectly through their ownership of Bridgeline, realize a 40% interest (benefit) in Bridgeline’s trading around these gas assets until such time as the Gulf South transaction is consummated.  Without Bridgeline, the Enron Partners would continue to pay for the cost of storing the Pad Gas until Gulf South would be able to buy it without being able to realize any trading benefit from the caverns and Pad Gas given current personnel/resource constraints and counter party credit concerns.  Also, given that any user of the Dow Caverns must contract with Bridgeline in order to move any gas in and out of such caverns, it makes good sense to work together with Bridgeline instead of working around them (as circumventing Bridgeline could result in strained business relations and potentially more expensive fees levied to move the gas to its ultimate point of disposition).

The second option would be to extract the Pad Gas and transport it to market for sale.  This option would require capital investments totaling approximately $800,000 and the incurrence of additional lease payments to Dow.  The Pad Gas extraction would likely be completed in September 2002.  In present value, this option would result in $7.8 million in proceeds from the sale of the Pad Gas based on today’s expected gas prices (but this would not be hedged and therefore be subject to market changes) and assuming that the Dow Lease could be extended at its current terms.  This option would also require the Enron Partners to fund the above development and lease expenses.  These incremental extraction expenses, along with the funding which would be required to meet the Enron Partners’ obligations under the Partnership Agreement, would total approximately $4.2 million.  This would necessitate Enron tapping into approximately one third of its very limited $12.5 million basket available to fund non-debtor entities under the DIP financing covenants (a request that is not likely to be approved).

OWNERSHIP STRUCTURE
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Scenario B

Extract Pad Gas and Sell into Market

Assumptions
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TRANSACTION SOURCES AND USES OF FUNDS ($000s)

	
	Sources
	
	
	Uses

	Est. Pad Gas Sale Proceeds*
	8,702
	
	Remaining Construction & Engineering Costs
	795

	Refund of Lease Credits
	11
	
	Final Pad Gas Payment
	2,080

	
	
	
	Brine removal fees (to Dow)
	175

	
	
	
	Distribution to Enron Partners
	5,663

	
	
	
	Other
	

	Total
	  8,713
	
	
	8,713



*see Appendix 2

VALUATION SUMMARY (see also Appendix 1)

The Enron Partners’ obligations under the Partnership Agreement and the Contribution Agreement for the completion of the Napoleonville Cavern, including engineering expenses are $3,050,447, in the aggregate.  Failure to perform on any obligations to Bridgeline or Dow would constitute a breach under the Partnership Agreement and could jeopardize the value of ENA’s ownership in Bridgeline, valued at between $100 million and $140 million (estimated).  Failure to remit payment to the engineering firms could result in a lien being placed upon the working gas caverns, also jeopardizing ENA’s ownership interests in Bridgeline.

The valuation of ENA’s interest in Bridgeline is based on three different acquisition analyses.  Eighteen comparable asset acquisitions over the past four years were analyzed to calculate purchase price multiples.  All acquisitions were used to calculate last-twelve-months EBITDA multiples, which ranged from 5.3x to 20.8x.  Additionally, all acquisitions which were exclusively storage assets were used to calculate a purchase price/storage capacity multiple ($/Bcf), which ranged from $17.4 to $25.4.  Acquisitions which were predominantly transmission or gathering were used to calculate a purchase price per-mile multiple, which ranged from $105,000 to $224,000 per mile.

Using these multiples allows for two different valuation estimates of Bridgeline.  First, a component valuation strategy valued both the storage and transmission assets separately.  Using the multiples derived above for storage and transmission, the combined value of the Bridgeline segments was estimated at between $324 million and $505 million.  Net to ENA’s 40% ownership, the value is approximately $130 million to $202 million.  Second, using an EBITDA multiple to value Bridgeline gives a value range of $245 million to $490 million, or $98 million to $196 million, net to ENA’s ownership interest.  These value ranges are consistent with the conservative approximation of $100 million to $140 million value net to ENA.

MARKETING ACTIVITY

N/A

CASH FLOWS

The proposed Pad Gas sale will be structured such that the $3,050,447 in Enron Partner obligations will be netted against the proceeds from the Pad Gas sale.  This strategy allows the Enron Partners to complete their obligations under the Partnership Agreement and preserve the value of ENA’s ownership in Bridgeline.  Following the completion of this transaction, the Enron Partners should be back in good standing under the Partnership Agreement. The balance, estimated at $5,663,501 will be wired at closing from Bridgeline directly to LRCI.  At this time, LRCI can, if so desired, distribute such amounts through EGS to ENA.

There are no known debt obligations that would impede the flow of proceeds to ENA as a result of either the Pad Gas sale or an outright sale of ENA’s ownership in Bridgeline.

Netting of cash flows is expected to occur March__, 2002.

RISK MATRIX 
As further developed below, the proposed netting transaction represents the highest return to the Enron Partners (approximately $1.0 million more than the closest alternative) and provides the optimal course of action for settling the Enron Partners’ obligations as it eliminates or mitigates
	RISK DESCRIPTION
	MITIGATION/COMMENTS

	Market Risk
	Market risk is reduced through sale of the Pad Gas.

	Retained / Contingent Liabilities
	Partnership risk is reduced as this transaction satisfies the obligation to contribute a natural gas storage cavern without the need for further debtor investment into a non-debtor entity.

	Operating Risk
	Operating risk representing lost opportunity and increased holding cost of an Enron owned asset is reduced.  Given Enron’s current limited transaction capabilities and counter-party credit concerns, the trading value of the Dow Caverns and Pad Gas can be better realized through Bridgeline, which the Enron Partners share through their 40% interest

	Completion Risk
	Completion risk is reduced as this transaction eliminates the possibility of a lien being placed on partnership assets for non payment of pre-petition construction costs.


LEGAL RISK MEMO
TAX MATTERS


[is pad gas an asset sale or commodity sale?]

· Tax gain or loss

· Character (i.e., ordinary of capital) of tax gain or loss

· Current tax cash outlay

· Tax indemnities

· Transaction taxes

CONDITIONS PRECEDENT 

· Creditors Committee Advisor’s Review (in process)
POST-CLOSING ENRON OBLIGATIONS

OTHER RAC COMMENTS

KEY INTERNAL / EXTERNAL PARTIES INVOLVED

Internal Counsel:

Primary_______________
Secondary_____________

Outside Counsel:

Firm  _________________
Lead__________________
Blackstone Group:  

Lead _________________
Bachelder & Partners:  
Lead _________________
	APPROVALS
	
	Name
	
	Signature
	
	Date

	Business Unit Originator
	
	Stuart Zisman   
	
	
	
	

	Business Unit Legal
	
	Shelia Tweed
	
	
	
	

	Business Unit Management
	
	Don Miller
	
	
	
	

	RAC 
	
	David Gorte
	
	
	
	

	Corporate Development
	
	Jeff Donahue
	
	
	
	

	Global Finance
	
	Ray Bowen
	
	
	
	

	Office of the CEO
	
	Jeff McMahon
	
	
	
	


ATTACHMENT:  INFORMATION FOR LEGAL DOCUMENTATION PREPARATION

The following text is illustrative of the type of information that is included in a typical request to interested parties for consent to the proposed transaction.  Please fill in the information to the extent possible for review with both In-House Counsel and Outside Counsel.

1. Pursuant to the proposed transaction between __________________________ (the “Enron Entities”) and ________________________________ (the “Third Parties”), the Enron Entities will [insert short description of transaction].

2. Attached as Exhibits A, B, C, etc. are copies of the [insert major legal documents]

3. The major terms of the proposed transaction are:  [insert principal terms of transaction, such as]:

4. The Proposed Transaction is in the Best Interests of the Creditors because [_______________________].

5. The proposed transaction is the best use of the Enron Entities’ estates’ property because:[insert reasons, i.e., Enron would have to forfeit value if it doesn't enter into the deal, the assets are not part of Enron’s core business and need to be disposed of, the non-Enron entities are in a unique position to maximize the value of the assets at  issue, etc.]

6. Prior to entering into the proposed transaction, Enron reviewed its reasonable alternatives for dealing with the assets at issue.  Enron determined the proposed transaction is best because [insert reasons].

7. Prior to entering into the proposed transaction, Enron undertook the following steps to maximize the value of the assets:
Appendix 1 – Bridgeline Comps Valuation
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Appendix 2:  Pad Gas Sale Analysis
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