BATCH FUNDING REQUEST

Project Name:

Centana Intrastate Pipeline, LLC 
Purpose of Request:
To preserve value to the estate by selling approximately 1 Bcf of natural gas inventory currently held in storage pursuant to a Gas Storage Agreement  by and between Enron North America Corp and  Centana Intrastate Pipeline, LLC (the “Storage Agreement”).
Date of Request:
February 4, 2002

FUNDING REQUESTED 

	Capital Commitment
	$0

	
	


PROJECT DESCRIPTION

Enron North America Corp. (“ENA”) was in the final stages of negotiations with Centana Interstate Pipeline, LLC (“CIPCO”) on a Storage Agreement which was to have a term beginning September 1, 2001 and ending  August 13, 2004. The Storage Agreement was in nearly final form when ENA filed its voluntary petition in the Bankruptcy Court.  Prior to that time, the parties began operating as though the arrangement was finalized.  In fact, ENA injected approximately 1,006,884 MMBTU of working gas into CIPCO’s storage capacity.  Under the Storage Agreement, ENA is obligated to pay a demand charge of approximately $108,500 per month.  Because, ENA has not paid any of the demand payments, CIPCO is holding ENA’s gas as collateral for ENA obligations. 
TRANSACTION SUMMARY

The proposed transaction is a self-funding satisfaction of ENA’s obligation to pay storage demand charges to CIPCO.  These charges include pre petition charges of $__________ and post petition charges of $_________  ENA is not contesting its obligations under the Storage Agreement.  CIPCO has agreed (i) to purchase ENA’s storage inventory for $__________ , and (ii) to terminate any and all future charges under the Storage Agreement beginning March 1, 2002 [I think this may be problematic.  The deal should be structured as a sale of gas with a simultaneous payment of past due amounts.  We cannot dispose of the lease until we determine that there is not any value there!!]; so long as the proceeds from the sale are used to offset ENA’s delinquent storage demand charges owed  CIPICO. As an incentive to complete the transaction, CIPCO has agreed to discount the pre petition demand charges by 50% or $___________.
Total proceeds from the gas sale are expected to be $___________, less storage demand charges of $__________, resulting in a net amount of $__________ being paid to ENA on or before ______________.
RISKS AND MITIGANTS and CURRENT STRATEGY
Currently, ENA is exposed to price fluctuations for the 1Bcf of storage gas while continuing to accrue additional post petition demand charges on an asset (the rights to use the storage facility) it cannot trade around because of lack of credit.
Two possibilities exist for the disposition of the storage inventory: (i)  sell the gas in place to either CIPCO or a third party, or (ii) extract the gas for sale into the market.  Regardless of the settlement option, payment of the storage demand charges owed to CIPCO will be required as CIPCO is holding ENA’s storage inventory as collateral.  [Joe - did anyone check to see if they can hold all volumes?]. [Joe – you will need to discuss the other options…..why not sell to some other party?….why not pay up and trade the asset for the remaining term?….why not w/d and move gas to a hire basis?  My guess is that the answers are the same as with Bridgeline….prices are flat across their system…no liquidity….additional costs to move to market.,,,therefore, no trading benefit]  We need to discuss whether (ii) is even an option.  Also, we can probably suggest that there is some premium to be paid for gas in the ground.  We probably need someone from legal to opine on whether CIPCO has any merit to their claim (i..e that they have a right to hold the gas ransom).  Another reason to do this deal is to avoid the costs of litigation of the dispute that would otherwise arise from Enron’s failure to pay.  I would suggest that we consult with Gerald Nemec on this as he had to consider a similar issue on Bridgeline.
VALUATION

[Joe – this is your baby so you will need to lay out the valuation method for the recommended strategy, but also, for any other alternatives….alternative options seems to be a major focus of the BMC and creditors committee]  We need to understand what index is a fair basis for consideration/comparison.
RECOMMENDATION:
Pursuing the sale of the ENA’s 1Bcf storage inventory to CIPCO would allow for the following payments to be netted against each other at closing:

· Proceeds from the sale to CIPCO:



 $

· Payment to CIPCO for pre petition storage demand charges
($)

· Payment to CIPCO for post petition storage demand charges 
($) 

ENA and CIPCO would agree that these amounts would be netted against each other and paid at closing, for an expected net cash flow wired directly to ENA of $_________.  This strategy, including the termination of all remaining obligations, allows ENA to fully satisfy is existing obligations under the Storage Agreement (obviously demand charges would continue to accrue following the completion of this transaction until such time as a decision is made regarding whether to accept or reject the Storage Agreement).   [Joe – are there (1) any other parties who may have a claim on the proceeds (other than creditors) and, (2) are there any other agreement between ENA and CIPCO that are disputed, such as transportation, gas sale/purchase, etc…?] 







