DABHOL LNG CONTRACTS  1/16/01

1. Counterparties, term, etc.  – There are two LNG supply contracts, each with a term for 20 years starting in 2001/2002.  The LNG suppliers are Oman LNG LLC (1.6 MMTA) and Abu Dhabi Gas Liquefaction Company Limited (0.48 MMTA).  Under each contract, the buyer is Dabhol Power Company (“DPC”), the special purpose entity owning the Dabhol power plant in which Enron owns an approximate 60% interest.  DPC is the only Enron-related entity that is a party to the LNG supply contracts.

2. Credit Support for DPC take-or-pay obligation – There is no Enron credit support for the obligations of DPC under the LNG supply contracts.  The sellers’ only financial recourse is to short-term liquidity letters of credit maintained by DPC (US$ 36 million for Oman LNG and 120% of the average value of 1 cargo for AdGas) and an unsecured general damages claim against DPC (and thus Enron’s equity investment in DPC).  To assist in getting the LNG suppliers to agree to this contract liability structure, the LNG suppliers were provided a “flow through payment structure” whereby they have a super-priority in payments made to DPC for power, and cash flows through the project via a tightly controlled escrow and trustee-to-trustee payment mechanism.  

3. Potential claims against Enron Corp. – The LNG suppliers could attempt to pierce the veil of DPC or claim that DPC was essentially the alter ego of Enron Corp. and assert take-or-pay claims back up the ownership chain to Enron Corp.  Also, GE and Bechtel, as shareholders in DPC, could assert claims against Enron Corp., such as duress, resulting from the manner in which project development activities were conducted.  Based on the known documents and facts, it appears that these claims would be very difficult to assert.  The greater risk seems to be to Enron’s reputation.

4. Terminating the LNG Contracts  -- The LNG contracts can be terminated if the PPA is terminated (the Oman LNG LLC contract stays in place for 1 year following PPA termination; the AdGas contract terminates immediately on the date of PPA termination).  In addition, DPC’s ongoing take-or-pay exposure under the Oman LNG LLC contract is transferred to MSEB upon novation of the contract to MSEB.  Due to the circumstances under which this situation has arisen, DPC would face difficulty in claiming force majeure under either the LNG supply contracts or the PPA.    

5. Diverting LNG to other markets – the LNG can be diverted under both LNG supply contracts to other markets for limited periods of time (AdGas requires prior consent [not to be unreasonably withheld] if the LNG is to go to a buyer outside India), but pricing may be an issue in other potential markets.  Any resulting losses to DPC should be claimed against MSEB under the PPA.

6. Additional work – (i) continue to review all documents that could have any impact on Enron’s exposure, (ii) interview all participants in the negotiations, (iii) review all ship financing documents including credit support, (iv) review litigation issues with the counsel in each relevant jurisdiction and (v) determine if additional capital calls could be made by lenders to DPC in the event of a default relating to take-or-pay. 
