BATCH FUNDING REQUEST

Project Name:

Bridgeline Holdings, LP
Purpose of Request:
Finalize obligations under the Partnership Agreement
Date of Request:
January 16, 2002
FUNDING REQUESTED 
	Capital Commitment
	$
	

	
	
	


PROJECT 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 subsidiaries which 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).
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(Payments in $000s)

Payment

Pre or Post

Date

Payee          

Amount*

Petition

Description of Payment

1/11

Patch Engineers

229.79

    

 

Pre

Pre-petition engineering work for this critical vendor

1/11

URS

603.11

    

 

Pre

Pre-petition environmental work for this critical vendor

1/11

Allan Thompson

22.10

      

 

Pre

CEC licensing work for this critical vendor

1/11

Western Area Power Admin.

9.10

        

 

Pre

NEPA permitting work related to electrical interconnection

1/11

Western Area Power Admin.

70.00

      

 

Post

NEPA permitting work related to environmental analysis

1/11

Pacific Gas & Electric

25.00

      

 

Post

Application fees and engineering for ag. pump electrification

1/11

Western Area Power Admin.

50.00

      

 

Post

NEPA permitting work related to electrical interconnection

1/18

Patch Engineers

18.40

      

 

Post

Post-petition engineering work for this critical vendor

1/18

Kathy Russeth

0.37

        

 

Post

Public relations consulting services

1/18

URS

85.00

      

 

Post

Post-petition environmental work for this critical vendor

1/18

Alan Thompson

22.10

      

 

Post

CEC licensing work for this critical vendor

1/18

Placer County Air District

20.00

      

 

Post

Air district filing fee

1/31

Patch Engineers

15.00

      

 

Post

Post-petition engineering work for this critical vendor

1/31

Western Area Power Admin.

5.00

        

 

Post

Easement analysis for transmission line

1/31

Calif. Energy Commission

2.00

        

 

Post

Expenses for required CEC workshops

1/31

Builder's Pre-Stain

15.00

      

 

Post

Payment for delay of ERC purchase

1/31

Mike Heydari

30.00

      

 

Post

Consulting work for ERC ag. engine program

1/31

McCutchen, Doyle

10.00

      

 

Post

Legal work on ERC program

1/31

Erin Tenhunfeld

26.38

      

 

Post

Consulting work for ERC ag. engine program

1/31

Susan Rohan

3.00

        

 

Post

Public relations consulting services

2/15

Chicago Title

25.00

      

 

Post

Easement analysis for all project linears (gas, water, electric)

2/15

Crosby, Heafey

25.00

      

 

Post

Easement analysis for all project linears (gas, water, electric)

2/15

Patch Engineers

15.00

      

 

Post

Post-petition engineering work for this critical vendor

2/15

URS

90.00

      

 

Post

Post-petition environmental work for this critical vendor

2/15

Alan Thompson

22.10

      

 

Post

CEC licensing work for this critical vendor

2/15

Kathy Russeth

6.16

        

 

Post

Public relations consulting services

2/28

Susan Rohan

3.55

        

 

Post

Public relations consulting services

2/28

Builder's Pre-Stain

15.00

      

 

Post

Payment for delay of ERC purchase

2/28

Louisiana Pacific

150.00

    

 

Post

Payment for delay of ERC purchase

2/28

Govenetti

20.00

      

 

Post

ERC option payment

2/28

Yolo-Solano Air District

10.00

      

 

Post

Air district filing fee

2/28

Knaggs

30.00

      

 

Post

ERC option payment

2/28

Pacific Gas & Electric

75.00

      

 

Post

Estimated cost of gas interconnection study

2/28

SMUD

50.00

      

 

Post

Estimated cost of SMUD's intervener costs

2/28

Sierra Research

5.00

        

 

Post

Consultant to Placer County Air District

TOTAL

1,803.16

  

 

*   Most post petition expenses are estimates. Formal cash request to be submitted with actual invoice.



The value of ENA’s ownership in Bridgeline is conservatively valued at $100 – 140 million.

TRANSACTION SUMMARY

As further explained below, Enron Partners is obligated to contribute to Bridgeline a 7.0 Bcf natural gas storage cavern by July 1, 2002.  Failure to perform this obligation will constitute a breach under the Partnership Agreement. Current estimate to complete, including injection of pad gas and engineering costs is $3.0 million. Concurrently, Bridgeline has certain obligations to Enron Partners, including lease payments for other (Enron) contributed storage caverns. Further, Bridgeline has submitted a term sheet proposing the purchase (from Enron Partners) of 4.0 Bcf of pad gas located in other contributed caverns. Total proceeds from Bridgeline lease payments and pad gas sales are $9.2 million.  Assuming appropriate approvals are received, we propose the estate execute a simultaneous and contingent closing of the various deal components netting Enron Partners approximately $6.2 million.

PROJECT OBLIGATIONS
Working Capacity/Dow Lease
Pursuant to the Contribution Agreement and 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 (“Enron #1”) and (ii) provide Bridgeline with 4 BCF of working capacity until the 4 BCF Date (which is 114 days after the last Pad Gas Payment (12/10/01 ??)), as such term is defined in Schedule 3 to the Partnership Agreement.  The Enron Partners are liable for specified penalty charges (set forth in Schedule 3 to the Partnership Agreement) for failure to meet the above obligations.
In order to provide Bridgeline the interim working capacity, LRCI entered into a lease agreement with Dow Hydrocarbons & Resources, Inc. (the “Dow Lease”) for caverns #13 and #14 of the Dow Napoleonville facility.  Under the Partnership Agreement, the Enron Partners are obligated to (i) honor the lessee’s obligations under the Dow Lease and (ii) make available to Bridgeline the 4 BCF of working gas capacity through a beneficial assignment of the Dow Lease until the 4BCF Date.  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 Q4 2001) and April, 2002 (for Q1 2002).  The Dow Lease expires March 31, 2002.
Bridgeline has agreed to remit to Enron credits which were used to offset quarterly rental payments under the Dow Lease.  The net credits received in 2001 prior to the beginning of dewatering are $11,401.35.  Additionally, Bridgeline has agreed to remit the offsetting credits to Enron for the February and April rental payments.
Current estimates indicate that the cavern #1 will be available for use by the end of January to mid-February.


Enron Commitments to Bridgeline for Cavern #1 Improvements
The Enron Partners are required to remit the following payments to Bridgeline for Enron’s share of work on cavern #1:

· $223,000 for the dewatering line

· $328,000 for the 24-inch flowline

· $2,080,000 for pad gas
Enron Commitments for Engineering Work
Enron owes the following amounts for engineering work in relation to caverns #1, #13, and #14:

· $90,000 to M&H Enterprises for engineering evaluation of preparation of caverns #13 and #14 and the possible removal of pad gas
· $105,000 to PB-KBB for monitoring and injection of pad gas for cavern #1
Enron Commitments for Dewatering Brine Removal for Cavern #1
Dow and Enron must resolve dewatering brine removal fees associated with cavern #1.  These fees, payable to Dow, are estimated at $175,000.
Arbitration with TEPI
A dispute exists between the Enron Partners and TEPI concerning TEPI’s obligations under Schedule 3 to the Partnership Agreement.  Arbitration proceedings have commenced between the Enron Partners and TEPI concerning TEPI’s obligations under the Partnership Agreement.  The issues being arbitrated relate to a disagreement amongst the parties as to (i) the size of the Sorrento II storage cavern that was contributed by TEPI to Bridgeline and (ii) the timing of working gas injections into Sorrento II by TEPI.  TEPI was obligated to contribute a storage cavern which had a minimum capacity of not less than 3.0 BCF. of working gas injected into the cavern no later than the Closing Date (March 1, 2000).  Enron’s contention (supported by Bridgeline) is that the maximum working gas capacity of the cavern is less than 3.0 BCF.  TEPI position with respect to item (ii) above is that pad gas and working gas are injected coincidentally such that for every Mcf of pad gas injected, approximately an Mcf of working gas is injected.  Such position mitigates TEPI’s liability for penalties for not providing working gas by certain dates as required by Schedule 3 to the Partnership Agreement.  Enron’s contention (supported by Bridgeline) is that all the pad gas must be injected prior to any working gas being injected into Sorrento II.  This is standard industry practice and the approach being taken by Enron with respect to Enron #1.  Pursuant to the memorandum that was prepared by Andy Edison (internal counsel for Enron), the amount in question is likely to be between $2-5MM.  External counsel handling the claim has expressed its belief that the Enron Partners have a 70% or better chance of collecting.  The estimated cost of completing the arbitration is approximately $100,000.
CURRENT STRATEGY
Two possibilities exist for the disposition of the 4,051 Bbtu of pad gas in caverns #13 and #14: (i) sell the pad gas in place in the caverns, or (ii) extract the pad gas to sell into the market.
Gulf South, a subsidiary of Koch, has expressed an interest in buying the gas and entering into a storage lease with Dow for caverns #13 and #14.  However, Gulf South will not be able to obtain all necessary FERC permits for several months.  Bridgeline has expressed an interest in purchasing the pad gas at the termination of the Dow Lease.  Bridgeline would lease and continue to use the caverns until Gulf South’s permitting process is complete, at which time Gulf South would purchase the pad gad from Bridgeline.  Bridgeline has proposed purchasing the pad gas from Enron at the April NYMEX price less $0.03/MMBtu.  As of January 15, 2002, the April NYMEX Hub price was $2.303/MMBtu.  At this price, total revenue from this sale to Bridgeline would be $9.2 million.

The second option would be to extract the pad gas and transport it to market for sale.  Engineering analysis indicates that this strategy would require capital investments totaling approximately $1 million.  Gas extraction would likely require three months or more to complete.  In present value, this option would result in $8.3 million in revenue from the sale of the pad gas.


· 
· 


· 
· 
· 

VALUATION

Total Enron obligations under the Partnership Agreement for the completion of cavern #1, including engineering expenses are $3,001,000.  Including the expense associated with the arbitration against TEPI of $100,000, total expenses are $3,101,000.  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.  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.





RECOMMENDATION:

Pursuing the sale of pad gas to Bridgeline would allow for the following payments to be netted against each other at closing:

· Proceeds from the sale of pad gas to Bridgeline:

$9,208,980

· Refund to LRCI by Bridgeline of lease credits:

$11,401

· Payment for dewatering line for cavern #1:

($223,000)
· Payment for 24-inch gas flow line for cavern #1:

($328,000)
· Final pad gas payment to Bridgeline:


($2,080,386)

· Payment to M&H Enterprises for engineering work:
($90,000)

· Payment to PB-KBB for engineering services:

($100,000)

· Payment to Dow of dewatering brine removal fees:
($175,000)

Bridgeline and the Enron Partners agree that these amounts may be netted against each other, for an expected net cash flow to the Enron Partners of $6,218,995.

This strategy allows the Enron Partners to complete their obligations under the Partnership Agreement, while preserving the value of ENA’s ownership in Bridgeline.

Additionally it is recommended that $100,000 be approved to pursue the arbitration against TEPI.  It is estimated that the Enron Partners have a better-than-70% chance of recovering penalties of between $2 million and $5 million.
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Matrix

				ROSEVILLE PAYMENT MATRIX

				(Payments in $000s)

				Payment						Pre or Post

				Date		Payee		Amount*		Petition		Description of Payment

				1/11		Patch Engineers		229.79		Pre		Pre-petition engineering work for this critical vendor

				1/11		URS		603.11		Pre		Pre-petition environmental work for this critical vendor

				1/11		Allan Thompson		22.10		Pre		CEC licensing work for this critical vendor

				1/11		Western Area Power Admin.		9.10		Pre		NEPA permitting work related to electrical interconnection

				1/11		Western Area Power Admin.		70.00		Post		NEPA permitting work related to environmental analysis

				1/11		Pacific Gas & Electric		25.00		Post		Application fees and engineering for ag. pump electrification

				1/11		Western Area Power Admin.		50.00		Post		NEPA permitting work related to electrical interconnection

				1/18		Patch Engineers		18.40		Post		Post-petition engineering work for this critical vendor

				1/18		Kathy Russeth		0.37		Post		Public relations consulting services

				1/18		URS		85.00		Post		Post-petition environmental work for this critical vendor

				1/18		Alan Thompson		22.10		Post		CEC licensing work for this critical vendor

				1/18		Placer County Air District		20.00		Post		Air district filing fee

				1/31		Patch Engineers		15.00		Post		Post-petition engineering work for this critical vendor

				1/31		Western Area Power Admin.		5.00		Post		Easement analysis for transmission line

				1/31		Calif. Energy Commission		2.00		Post		Expenses for required CEC workshops

				1/31		Builder's Pre-Stain		15.00		Post		Payment for delay of ERC purchase

				1/31		Mike Heydari		30.00		Post		Consulting work for ERC ag. engine program

				1/31		McCutchen, Doyle		10.00		Post		Legal work on ERC program

				1/31		Erin Tenhunfeld		26.38		Post		Consulting work for ERC ag. engine program

				1/31		Susan Rohan		3.00		Post		Public relations consulting services

				2/15		Chicago Title		25.00		Post		Easement analysis for all project linears (gas, water, electric)

				2/15		Crosby, Heafey		25.00		Post		Easement analysis for all project linears (gas, water, electric)

				2/15		Patch Engineers		15.00		Post		Post-petition engineering work for this critical vendor

				2/15		URS		90.00		Post		Post-petition environmental work for this critical vendor

				2/15		Alan Thompson		22.10		Post		CEC licensing work for this critical vendor

				2/15		Kathy Russeth		6.16		Post		Public relations consulting services

				2/28		Susan Rohan		3.55		Post		Public relations consulting services

				2/28		Builder's Pre-Stain		15.00		Post		Payment for delay of ERC purchase

				2/28		Louisiana Pacific		150.00		Post		Payment for delay of ERC purchase

				2/28		Govenetti		20.00		Post		ERC option payment

				2/28		Yolo-Solano Air District		10.00		Post		Air district filing fee

				2/28		Knaggs		30.00		Post		ERC option payment

				2/28		Pacific Gas & Electric		75.00		Post		Estimated cost of gas interconnection study

				2/28		SMUD		50.00		Post		Estimated cost of SMUD's intervener costs

				2/28		Sierra Research		5.00		Post		Consultant to Placer County Air District

						TOTAL		1,803.16

				*   Most post petition expenses are estimates. Formal cash request to be submitted with actual invoice.





DASH Table

		ROSEVILLE EXPENDITURES THROUGH FEB. 28, 2002

				Pre-Petition		WK. 1
Dec. 31-Jan.4		WK. 2
Jan. 7-11		WK. 3
Jan. 14-18		WK. 4
Jan. 21-25		WK. 5
Jan. 28-Feb. 1		Feb-02		TOTAL

		LAND ENTITLEMENTS

		Western-Easements												5.00				$   5.00

		Easement Analysis (Misc)														50.00		$   50.00

		PERMITTING CONSULTANTS

		Engineering-Patch		229.79				18.39								30.00		$   278.19

		Environmental-URS		603.11						85.00						90.00		$   778.11

		Allan Thompson		22.10						22.10						22.10		$   66.31

		Kathy Russeth						0.37								6.16		$   6.53

		Susan Rohan														3.55		$   3.55

		PERMITTING AGENCIES

		CEC												2.00				$   2.00

		Western (Environmental)*				70.00												$   70.00

		ERC's

		Builder's Pre-Stain												15.00		15.00		$   30.00

		Louisiana Pacific														150.00		$   150.00

		Govenetti														20.00		$   20.00

		Yolo-Solano AQMD Filing														10.00		$   10.00

		Knaggs #2														30.00		$   30.00

		Placer County APCD Filing Fee														20.00		$   20.00

		PG&E Application Fees and Eng.						25.00										$   25.00

		ERC CONSULTANTS

		Heydari (AQMS)												30.00				$   30.00

		McCutchen, Doyle												10.00				$   10.00

		Eric Tenhunfeld												26.38				$   26.38

		OTHER EXPENSES

		PG&E (Gas)														75.00		$   75.00

		SMUD														50.00		$   50.00

		Western (Transmission)		9.10				50.00										$   59.10

		Sierra Research														5.00		$   5.00

		TOTAL		$   864.10		$   70.00		$   93.77		$   107.10		$   - 0		$   88.38		$   576.81		$   1,800.16

		* Assuming pending payment (scheduled 1/2/02) has not gone through as of 1/4/02
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