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RAC Deal Approval Sheet
                                                                                                               Deal Name: 


ENRON RISK ASSESSMENT AND CONTROL

 DEAL APPROVAL SHEET

 FORMDROPDOWN 

	DEAL NAME:

Jupiter Equity Call
Counterparty:
Chris Cline
Business Unit:

 FORMDROPDOWN 

Business Unit Originator: 

Mike Beyer
Industry:
Wholesale Energy-Coal
This Transaction:

 FORMDROPDOWN 

 FORMDROPDOWN 

 FORMDROPDOWN 


	Date DASH Completed:

May 17, 2001
RAC Underwriter:

 FORMDROPDOWN 

RAC Analyst:

     
Transaction Type:

 FORMDROPDOWN 

Capital Funding Source:

 FORMDROPDOWN 

Country:

United States
Expected Closing Date:

May 22, 2001
Expected Funding Date:

     


	RAC Recommendation:
	 FORMCHECKBOX 
 Proceed with Transaction 

 FORMCHECKBOX 
 Do not Proceed 
	 FORMCHECKBOX 
 Returns below Capital Price 

 FORMCHECKBOX 
 See Other RAC Comments

	Board Approval:
	 FORMDROPDOWN 



APPROVAL AMOUNT REQUESTED ($000s)

	Capital Commitment
	
	

	Guarantees/Bid Bonds
	
	

	
	
	

	
	
	

	TOTAL
	$   0
	


EXPOSURE SUMMARY ($000s)


    Equity
Debt
        Total
	This Transaction
	$  (8,834)
	  $(16,000)    $   (24,834)

	Existing Exposure
	    $    8,834
	     16,000 *    $   24,434

	
	
	

	
	
	                              

	TOTAL
	$8,8340        { = SUM(ABOVE) } 
	       $     0        $       0

	
	
	


* Note: Amount drawn under the $16,000,000 loan commitment as of May 17, 2001 is $9,639,000.

DEAL DESCRIPTION:  In December 1999, EGM/Jedi II invested $10 million for the marketing rights and IPCs equal to 10% of the Free Cash Flow from Jupiter LLC.  The investment also included a $16.0 million loan commitment from EGM/Jedi II to fund development and finance equipment. 
  In February 2000, development was suspended to allow negotiations with Massey Energy for a three party joint venture including the Jupiter property and adjacent properties owned by Massey. Those negotiations were unsuccessful and were terminated. Development was restarted in December 2000,
 and is expected to be completed in July 2001.  Raw coal production commenced last month. 

The owner of Jupiter, Christopher Cline, is currently attempting to refinance his coal operations including Jupiter, LLC and Panther, LLC.  As part of the refinancing, ArcLight Energy Partners, Fund I LP, a New York investment fund, has offered to acquire a 32.5% interest in Jupiter cash flow for $8.0 million.  EGM/Jedi II have the right to “tag along” on any sale of Jupiter equity.  Cline is concerned that we will complicate the transaction with additional requirements to our tag along rights.  In order to prevent a delay in the proposed refinancing, Cline has proposed the purchase of a call option on EGM/Jedi II’s Jupiter IPCs.  

The proposed transaction is as follows:

· EGM/Jedi II would grant Jupiter, LLC an option to purchase all EGM/Jedi II IPCs for $5.0 million. 

· The option would be exercisable on or before August 22, 2001, only if Jupiter’s EGM/Jedi II debt is repaid and terminated, if Panther’s EGM/Jedi II debt is repaid and terminated, and if the Shrewsbury Dock Option, which is part of the DPR Accelerated Put transaction, is amended to include a commitment by Cline to install rail capability at Shrewsbury Dock by 12/31/02.  

· The Jupiter marketing agreement would survive the exercise of the equity call. 

· As consideration for the call option, Jupiter would sell EGM 200,000 tons of coal at $38 per ton, which is currently at least $5.00 below market.

Although the proposed $6.0 million consideration for the equity call is less than the existing Mark to Market value of $8.8 million and less than the original investment of $10 million, this transaction is recommended for the following reasons:

· The original investment of $10 million was based on an equity value of $5.4 million and an $8.8 million Marked to Market value for marketing fees.  The $6.0 million consideration, therefore, exceeds the initial equity value.

· EGM/Jedi II’s original $26 million capital risk exposure is reduced by $21 million.
· EGM will have marketing rights for the life of the property.

TRANSACTION SOURCES AND USES OF FUNDS

	
	Sources
	
	
	Uses

	Non-Recourse Debt
	
	
	EPC
	

	Enron Equity
	
	
	Transaction Costs
	

	
	
	
	Contingency
	

	
	
	
	Other
	

	Total
	$   0
	
	
	$   0


	RETURN SUMMARY (000)  

                 See attached schedule.
	Specify Levered or Unlevered


	Return Components:
	PV @

Capital Price
	Cumulative

IRR
	
	Capital Price Components
	

	Cash Outflows
	
	
	
	Risk free rate (%):
	

	Marketing Fees
	       
	
	
	Equity Premium (%):
	

	Intermed. Cash Flows
	           
	
	
	Credit Premium (%):
	

	Terminal Value
	
	
	
	Country Premium (%):
	

	
	
	
	
	Transaction-Specific (%):
	

	Total NPV
	$      1,011
	22.32%
	
	RAC CAPITAL PRICE:
	27.5%


	E-Rating:


	
	Relative upside ratio:


	


CASH FLOW SUMMARY: See attached schedule.
TRANSACTION UPSIDES/OPTIONALITY (include chart to show impact if appropriate)

EGM/Jedi II  will continue to have “clawback” rights if, within 18 months of the exercise of the call, Cline sells a 50% or more equity interest of Jupiter at an implied price which exceeds the $5 million call price in this transaction.

The commitment by Cline to install railcar loadout capacity at the Shrewsbury dock provides EGM coal marketers the option of barge or rail loadout for coal or synfuel, which allows EGM to arbitrage these markets.

This transaction as structured would reduce debt exposure to Cline companies by $30 million ($16 million at Jupiter and $14 million at Panther). 

EXIT STRATEGY (“Merchant” investments only)

RISK MATRIX (as appropriate, maximum of five)

	RISK DESCRIPTION
	MITIGATION/COMMENTS

	Construction / Technology Risk
	

	Environmental / Permitting Risk
	

	Operating / Fuel Risk
	

	Credit / Market Risk
	

	Other
	

	
	


(EES only)

	 DESCRIPTION
	MITIGATION/COMMENTS

	Sale of properties--assumption of contract by new property owners

Change of Control provisions
	

	EAM execution risk:

* Identification of viable projects

* Approval of viable projects client

* Project timing

* Project cost estimation

* Actual savings
	

	Baseline risk
	

	Consumption risk
	

	AOPS execution risk:

*Failure of EESO to meet agreed to operational service levels or such failure leads to a material adverse effect on a facility.

*Price increases in parts, labor and materials

*Change in Facility profile 
	

	Legal liability
	

	Any other deal specific risk (describe)


	


KEY SUCCESS FACTORS (relative sliding scale)

	
	NA
	Poor
	Excellent

	Core Business
	
	X

	Strategic Fit
	
	X

	Upside Potential
	
	X

	Management
	
	X

	Risk Mitigation
	
	X

	
	
	


(EES only)

	
	NA
	Poor
	Excellent

	Strategic Fit
	
	X

	Transaction Hedge Liquidity
	
	X

	Counterparty Risk
	
	X

	Contract Terms
	
	X

	Upsell Potential
	
	X

	EAM risk mitigation
	
	X

	O&M risk mitigation
	
	X


OTHER RAC COMMENTS

CONDITIONS PRECEDENT 

MILESTONES 

	APPROVALS
	
	Name
	
	Signature
	
	Date

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Business Unit Originator
	
	Mike Beyer
	
	
	
	

	Business Unit Management
	
	George McClellan
	
	
	
	

	EGM Management
	
	Mike McConnell/Jeff Shankman
	
	
	
	

	ENA Legal
	
	Mark Haedicke
	
	
	
	

	RAC Management
	
	Rick Buy/Dave Gorte
	
	
	
	

	ECM Management
	
	Andy Fastow/Ben Glisan
	
	
	
	

	EWS OOC
	
	Mark Frevert/Greg Whalley
	
	
	
	

	ENE OOC
	
	Jeff Skilling
	
	
	
	

	JEDI II
	
	Shirley Hudler
	
	
	
	

	
	
	
	
	
	
	


Global Finance Summary (addendum to DASH)

1. Transaction Summary


	
	Amount ($000s)

	Total Deal/Project Capital Commitment
	

	Less: Financing
	

	Less: Syndications
	

	Net Enron Investment
	$   0

	
	

	
	



2. Investment terms and pricing:

Market, Above Market or Below Market

Describe (if necessary):




3. Financing terms and pricing:

Market, Above Market or Below Market

Describe (if necessary):




4. Legal or practical liquidity restrictions:
Unrestricted, Legally Restricted or Practically Restricted


Describe (if necessary):




5. Any recourse to Enron (other than investment):

Recourse or No Recourse

Describe (if any):




6a. Business unit intent to syndicate:

None, Partial or All

Describe (if necessary):



6b. Intended Enron hold period:



6c. Likely Syndication Market:


	
	Industry/Strategic Partner
	
	Direct Private Equity

	
	Capital Markets
	
	JEDI 1

	
	JEDI 2
	
	EnSerCo

	
	LJM 1 or 2
	
	Condor

	
	Other:
	
	Margaux


6d. Is this a JEDI 2 “Qualified Investment”?

Yes or No
	Function
	Signature
	Name
	Date

	Global Finance Representative
	
	
	

	Global Finance Legal
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