BATCH FUNDING REQUEST

Project Name:

Bridgeline Holdings, LP

Purpose of Request:
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”)

Date of Request:
January 17, 2002
FUNDING REQUESTED 

	Capital Commitment
	$0

	
	


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 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).
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Assumptions

Pad Gas (MMBtu)

4,051,465
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12%
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Present Value
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Scenario B

Extract Pad Gas and Sell into Market

Assumptions

Pad Gas (MMBtu)

4,051,465

      

 

Monthly Withdrawal

675,244

        

 

Monthly Lease

61,000

          

 

Capex

800,000

        

 

Discount Rate

12%

Discount Date

03/31/2002

Month

NYMEX

Transport

HH Fee

Bridgeline Adder

Sale of Pad Gas

Lease Payment

Capex

Cash Flow

April-02

2.303

$          

 

(0.075)
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-
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1,484,187
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(0.030)

$    

 

-

$                

 

1,642,869

        

 

(61,000)

           

 

(133,333)

  

 

1,448,536

  

 

September-02

2.536

$          

 

(0.075)

$    
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Present Value
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The value of ENA’s ownership in Bridgeline is approximately $100 million to $140 million.

TRANSACTION SUMMARY

As further explained below, the Enron Partners are obligated to contribute a natural gas storage cavern to Bridgeline.  Currently this obligation is being satisfied via the transfer of LRCI’s right to use two of Dow Hydrocarbons & Resources, Inc.’s storage caverns (the “Dow Caverns”) which it has under lease.  This lease is set to expire at the end of Q1 2002, at which time the Enron Partners have an obligation to transfer ownership of a storage cavern (the “Napoleonville Cavern”) which is currently under construction and nearly complete.  In connection with the construction of the Napoleonville Cavern and the injection of the pad gas and minimum working gas volumes, the Enron Partners are also obligated to pay Bridgeline for the cost of the pad gas and for the construction of various pipelines which interconnect the Napoleonville Cavern to Bridgeline’s compressor station.  Failure to perform any of the aforementioned obligations will constitute a breach under the Partnership Agreement.  Bridgeline has submitted a term sheet proposing the purchase (from the Enron Partners) of the Pad Gas located in the Dow Caverns. Total proceeds from the proposed Pad Gas sale to Bridgeline are expected to be approximately $9.2 million.  Bridgeline has insisted that, as part of the transaction, it be entitled to offset against this $9.2 million, those amounts (as set forth below) that it is owed for the pad gas and construction of the interconnecting pipelines. This would result in a net amount of approximately $6.2 million being paid to the Enron Partners on or before March 1, 2002.

PROJECT OBLIGATIONS

Working Capacity/Dow Lease

Pursuant to a Contribution Agreement (which was executed in connection with the Partnership 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 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 (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 entered into 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 and (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.  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 on March 31, 2002.

In order to satisfy the Enron Partners’ obligation to contribute a natural gas storage cavern of not less than 7.0 Bcf of working capacity, the Enron Partners agreed to contribute an adjacent storage cavern which they had purchased and began leaching in the late 90’s. Current estimates indicate that the Napoleonville Cavern will be available for use by the end of January to mid-February.

Enron Commitments to Bridgeline for Cavern #1 Improvements
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 done by Bridgeline (as a favor to the Enron Partners) on the Napoleonville Cavern:

· $223,000 for the dewatering line

· $328,000 for the 24-inch flowline

· $2,080,386 for pad gas

Enron Commitments for Engineering Work
The Enron Partners also owe the following amounts for engineering work in relation to the Dow Caverns and the Napoleonville Cavern:

· $90,000 to M&H Enterprises for the engineering, preparation and permitting necessary for the possible removal of Pad Gas from the Dow Caverns
· $97,061 to PB-KBB for monitoring and injection of pad gas into the Napoleonville Cavern
Enron Commitments for Dewatering Brine Removal for the Napoleonville Cavern:
The Enron Partners also owe Dow certain dewatering brine removal fees associated with the Napoleonville Cavern.  These fees (which need to be verified) 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).

Arbitration with TEPI
A dispute exists between the Enron Partners and TEPI concerning TEPI’s obligations under the Partnership Agreement.  Arbitration proceedings have commenced between the Enron Partners and TEPI concerning TEPI’s obligations under the Partnership Agreement.  In accordance with the Partnership Agreement, TEPI was required to contribute a natural gas storage cavern located in Louisiana (“Sorrento II”).  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 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’s position with respect to item (ii) above is that pad gas and working gas are injected coincidentally such that for every Mcf of gas injected, one half of that amount is working gas and the other is pad gas.  Such position mitigates TEPI’s liability for penalties for not providing working gas by certain dates as required by the Partnership Agreement.  Enron’s contention (also 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 the Enron Partners with respect to the Napoleonville Cavern.  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.  Any proceeds payable by TEPI as a result of the arbitration would be paid directly to Bridgeline and therefore the Enron Partners would benefit by 40% of that amount.
THE PAD GAS IN THE DOW CAVERNS AND OUR 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 costs associated with Pad Gas removal are avoided, (ii) it reduces commodity risk because the sale can occur in an instant (as opposed to the minimum 9 month period needed in order to remove the Pad Gas) and (iii) transport charges associated with moving the Pad Gas to a trading hub are entirely avoided.  Conveniently, 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 new lease for the Dow Caverns currently in place.  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, 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.  As of January 15, 2002, the April NYMEX Hub price was $2.303/MMBtu.  At this price, the present value 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 $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 $8.1 million in revenue 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).

VALUATION

The Enron Partners’ obligations under the Partnership Agreement for the completion of the Napoleonville Cavern, including engineering expenses are $3,001,000, in the aggregate.  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 the Napoleonville Cavern:
($223,000)

· Payment for 24-inch gas flow line for the Napoleonville Cavern:
($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 pre-petition engineering services:
($97,061)

· Payment to Dow of dewatering brine removal fees:

($175,000)

Bridgeline and the Enron Partners would agree that these amounts will be netted against each other, for an expected net cash flow to the Enron Partners of $6,226,934.

This strategy allows the Enron Partners to complete their obligations under the Partnership Agreement and preserve 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 (between $800,000 and $2 million, net to ENA’s ownership).

Appendix:  Dow Caverns Pad Gas Valuation
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Scenario B

Extract Pad Gas and Sell into Market

Assumptions

Pad Gas (MMBtu)

4,051,465
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675,244

        

 

Monthly Lease
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Sheet1

		

								3/1/02

																								2.189

								Price		Transport		HH Fee		Lease		PV Price		PV Transport		PV HH Fee		PV Lease		PV FXF

		100.1%		1.85%		Feb-02		2.291		-0.075		-0.030				2.294		-0.075		-0.030				2.189

		100.0%		1.85%		Mar-02		2.273		-0.075		-0.030				2.273		-0.075		-0.030				2.168

		99.8%		1.86%		Apr-02		2.303		-0.075		-0.030		-0.090		2.299		-0.075		-0.030		-0.090		2.104

		99.7%		1.85%		May-02		2.368		-0.075		-0.030		-0.090		2.361		-0.075		-0.030		-0.090		2.166

		99.5%		1.83%		Jun-02		2.428		-0.075		-0.030		-0.090		2.417		-0.075		-0.030		-0.090		2.222

		99.4%		1.84%		Jul-02		2.493		-0.075		-0.030		-0.090		2.478		-0.075		-0.030		-0.090		2.284

		99.2%		1.87%		Aug-02		2.538		-0.075		-0.030		-0.090		2.518		-0.074		-0.030		-0.090		2.325

		99.1%		1.89%		Sep-02		2.536		-0.075		-0.030		-0.090		2.512		-0.074		-0.030		-0.089		2.319

						Balance (MMbtu)		4,051,465

						Capex		800,000

						Lease per month		61,000

						Monthly withdrawal (MMmbtu)		675,244

								A								B

								9,194,544								8,261,435

						Assumptions:		Price A is the PV of the proposed sale of the Pad Gas at Apr Nymex -.03.

								Price B is the PV of forward prices if the pad gas were to be withdrawn and sold in the forward market.

								Includes: 7.5 cents for transportation; 3 cent Henry Hub fees, capex of 800,000, and approximately 9 cents for lease expenses.

						Capex:		Expenses for the construction of a line to inject brine to replace pad gas. Estimated to be approximately $800,000.

						Lease:		Lease expense is estimated at $2,000 per day.

								Withdrawal rate is assumed to be 675,244MMbtu per month.





Sheet2

		Scenario A

		Sell Pad Gas to Bridgeline at Termination of Dow Lease (3/31/02)

		Assumptions

		Pad Gas (MMBtu)		4,051,465

		Discount Rate		12%

		Discount Date		3/31/02

		Month		NYMEX		Transport		HH Fee		Bridgeline Adder		Sale of Pad Gas		Lease Payment		Capex		Cash Flow

		April-02		$   2.303		$   - 0		$   - 0		$   (0.03)		9,208,980		- 0		- 0		9,208,980

		May-02		$   2.368		$   - 0		$   - 0		$   (0.03)		- 0		- 0		- 0		- 0

		June-02		$   2.428		$   - 0		$   - 0		$   (0.03)		- 0		- 0		- 0		- 0

		July-02		$   2.493		$   - 0		$   - 0		$   (0.03)		- 0		- 0		- 0		- 0

		August-02		$   2.538		$   - 0		$   - 0		$   (0.03)		- 0		- 0		- 0		- 0

		September-02		$   2.536		$   - 0		$   - 0		$   (0.03)		- 0		- 0		- 0		- 0

		Present Value		9,208,980

		Scenario B

		Extract Pad Gas and Sell into Market

		Assumptions

		Pad Gas (MMBtu)		4,051,465

		Monthly Withdrawal		675,244

		Monthly Lease		61,000

		Capex		800,000

		Discount Rate		12%

		Discount Date		3/31/02

		Month		NYMEX		Transport		HH Fee		Bridgeline Adder		Sale of Pad Gas		Lease Payment		Capex		Cash Flow

		April-02		$   2.303		$   (0.075)		$   (0.030)		$   - 0		1,484,187		(61,000)		(133,333)		1,289,853

		May-02		$   2.368		$   (0.075)		$   (0.030)		$   - 0		1,528,078		(61,000)		(133,333)		1,333,744

		June-02		$   2.428		$   (0.075)		$   (0.030)		$   - 0		1,568,592		(61,000)		(133,333)		1,374,259

		July-02		$   2.493		$   (0.075)		$   (0.030)		$   - 0		1,612,483		(61,000)		(133,333)		1,418,150

		August-02		$   2.538		$   (0.075)		$   (0.030)		$   - 0		1,642,869		(61,000)		(133,333)		1,448,536

		September-02		$   2.536		$   (0.075)		$   (0.030)		$   - 0		1,641,519		(61,000)		(133,333)		1,447,185

		Present Value		8,113,085
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