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ENRON RISK ASSESSMENT AND CONTROL

 DEAL APPROVAL SHEET

	DEAL NAME:  Pastoria 4 - Development
Counterparty:  Pastoria Energy Facility LLC

Business Unit:  ENA West Origination

Business Unit Originator:  David Parquet

Public
Private

Merchant
Strategic

Conforming
Nonconforming
	Date DASH Completed:  March 8, 2001

RAC Analyst/Underwriter:  NA/Karen Barbour

Investment Type:  Power Asset Development

Capital Funding Source(s):  Balance Sheet & Off B/S

Expected Signing Date:  March 15, 2001

Expected Closing Date:  Beginning March 15, 2001

Board Approval: Pending  Received  Denied  N/A


RAC Recommendation: Proceed with Transaction    Returns below Capital Price   Do not Proceed

APPROVAL REQUESTED

· To commit $198.0 to the turbine purchase contract executed by West LB, predecessor-in-interest to TurboPark, in September 2000.

· To submit a binding bid on March 15, 2001, to Kern River Pipeline (“Kern”) for a firm gas transportation for a 15-year term, for 100,000 MMBtu/day of gas from the primary receipt point at Opal in the Rocky Mountains to the Wheeler Ridge delivery point, supported by either an Enron guarantee for the demand charges due over the 15 year term or a revolving letter of credit for three years of demand charges.

· To expend additional development costs of $1.9 million for January through May 31, 2001.

	Remaining Turbine Costs*1
	$178.2 million

	Development Costs through May 31
	       1.9 million

	Total Project Costs
	$180.1 million

	VaR – Gas Transportation Contract*2
	    34.0 million

	Total Risk Adjusted Capital
	$214.1 million


*1:  Progress payments totaling $19.8 million were previously approved and paid.  

*2:  Represents the value at risk over an estimated 45-day hedging period.

EXPOSURE SUMMARY 

	This Transaction (Development Costs + VaR)
	$35.9 million

	Previously Approved Development Costs*3
	48.2 million

	Cumulative Exposure*3
	$84.1 million


*3:  Represents the development costs excluding previously approved and paid turbine payments.  See “risk matrix” for further discussion on the turbine purchase exposure.

DEAL DESCRIPTION 

· ENA previously obtained approvals to develop a 750MW gas-fired power plant in Kern County, California (“Pastoria” or the “Project”).  The development phase is essentially completed, with all material state and federal permits obtained.  

· The estimated commercial operations date for the Project is September 2003, with estimated construction cost of $550MM. 

· ENA is currently finalizing the negotiation of a Purchase and Sale Agreement (the “PSA”) with Pastoria Energy Center LLC (the “Buyer”), a wholly owned subsidiary of Calpine Corporation, for the sale of 100% interest in the Project, including the two GE turbine contracts currently held by E-Next Generation LLC.    The PSA is expected to be signed on March 12, 2001 and the closing is expected to occur about 30 days later.  

· Prior to closing the sale to the Buyer, certain additional development costs including amounts owed to the project landlord, legal, environmental and engineering fees, must be expended in order to keep the Project on track, and to maintain the marketability of the Project should this intended sale not close.  The major upcoming developments include:

· Turbine progress payments of $1.98 million/month for January through May 2001.  TurboPark entered into two power island purchase contracts with GE in 2000 for the benefits of Pastoria that will give the Project access to two 7FA power trains and option to a third train for future expansion.  

· Participation in Kern’s open season to bid for a 15-year term, 100,000 MMBtu/day of gas transportation capacity. Though ENA’s commitment to this contract creates market risk if the Project development is discontinued, Pastoria will not owe any monies until May 2003 except for a small sum owed to Kern for conducting facility studies.

· Finalizing the negotiation with Kern Water Bank Authority (the “Authority”) for a back-up water supply agreement. 

· In the event the pending sale to the Buyer does not close by April 30, 2001, ENA plans to continue development of the project through May 31, 2001.  During that period, ENA will pursue one or more of the following alternatives:
· Continue to negotiate a long-term fixed price toll arrangement with California Department of Water Resources and concurrently arrange for an EPC Contract and construction financing; 
· Continue with the marketing efforts to sell the Project;
· Arrange for an EPC contract and construction financing for a merchant plant.
· If none of the above alternatives proves to be viable by May 31, 2001, ENA will have the option to delay the Project and redeploy the gas turbines to another Enron project, remarket the emission reduction credits and the gas transportation capacity.  The maximum earnings exposure on sunk development costs as of May 31, 2001 will be about $84.1 million, conservatively assuming the $27.8 million in emission reductions credits cannot be remarketed.

TRANSACTION SOURCES AND USES OF FUNDS (in $000’s)

	
	Sources
	
	
	Uses

	Equity
	$1,900
	
	Development Costs
	$1,900

	Off Balance Sheet Funding
	178,200
	
	Turbine Progress Payments
	178,200

	Total
	$180,100
	
	Total
	$180,100


TRANSACTION UPSIDES/DOWNSIDES 
Milestones

	Events
	Date

	Signing the PSA with the Buyer
	March 12, 2001

	Bid on the Kern contract
	March 15, 2001

	Kern contract bid result announcement
	March 22, 2001

	Finalize back-up water supply contract negotiation with the Authority
	April 30, 2001

	Closing of the sale to the Buyer
	April 30, 2001

	ENA management decision on continuance of project development
	May 31, 2001

	Option expiration on the back-up water supply contract - $6.5 million option payment to Azurix, including $4.5 million payment to the Authority
	July 31, 2001

	Option expiration on the fourth train purchase contract with GE
	October 31, 2001


RISK MATRIX 

	RISK
	MITIGATION/COMMENTS

	Development Risks - Gas Transportation

· Pastoria intends to submit a bid for a 15-year term, 100,000 MMBtu/day of firm gas transportation capacity from the primary receipt point at Opal in the Rocky Mountains to the Wheeler Ridge delivery point.  The outcome of the bid is currently uncertain.  Without a gas transportation contract of this size, the Project will be difficult to market.

· The Project will bear the spot market risk for the remaining 20,000 MMBtu/day of gas transportation capacity required for the Project.

· If ENA decides to discontinue development subsequent to securing the Kern contract, it will be exposed to the liquidation value of the Kern contract.
	· Pastoria expects to acquire all requested capacity unless Kern decides to abandon the open season.  Abandonment is highly unlikely given the large volume requested (1.5 Bcf/d) in the last round.  Some shippers may elect to not participate in the next round, but the gas desk does not expect Kern to abandon the open season.  

· West Power will engage the ENA gas desk to remarket the capacity should it elect to discontinue development.  The ENA gas desk estimates that it will take a year to liquidate the Kern contract, but it can be hedged in 45 days.  The value at risk for a 45-day hedging period prior to the ultimate liquidation is approximately $34.0 million.

	Development Risks - Water Supply

· The Project currently has a primary, interruptible, water supply contract and is in the process of securing a firm back-up supply contract from the Authority through a relatively difficult negotiation.  Without the back-up contract, the Project may be subject to water supply interruptions.  

· There is not an alternative source of water supply should the negotiation with the Authority break down.
	· ENA has finalized a term sheet with the Authority and has initiated the negotiation process on the definitive agreement, which should be completed in 30 to 45 days.  Completion of this agreement is a condition to closing the sale of the Project by the Buyer and will be critical to ENA’S ability to continue with development of the Project. 

	Development Risks – Marketability

· Out of the six interested investors, the Buyer offered the highest price and presented the least mark-up on the transaction documents.  If the sale to the Buyer does not close, a potential sale to the other interested investors may offer lesser economic return to ENA.

· The well-publicized struggles by California with rolling black-outs and its unsuccessful attempt to deregulate may result in a new business and/or political environment, including re-regulation, that may make California less attractive for potential purchasers.
	· Notwithstanding the difficult political environment, California is in critical need of new power plants. The Project, given that it is fully permitted, is expected to be attractive to serious investors in the California market.




	Project Financing

· ENA has not secured a firm EPC contract, nor has it negotiated a power purchase agreement for the output.  Therefore, the timing of ENA’s ability to arrange for a non-recourse, off balance sheet, project financing is uncertain.  

· The project construction needs to start by September 2001 to meet the targeted COD of September 2003. 
	· ENA intends to make a decision in May 2001 as to the viability of continuing with the development of the Project, should the sale to the Buyer not close.  ENA estimates a 3-month timeframe to secure an EPC contract and construction or project financing.

	Development Risks – Turbine Redeployment

· If ENA terminates the development of the Project, there is a risk that the turbines on order may not be redeployed elsewhere in the company.  As of May 31, 2001, the combined cancellation charges for both turbine purchase contracts will be $32.2 million, including a $2.5 million incremental cancellation charge on the fourth train.
	· Several of the recent Enron development projects were put on hold due to the inability to secure GE 7FA turbines in the desired delivery timeframe.  RAC is comfortable that the turbines on order for the Project can be redeployed within the company without suffering any loss in value.

	Accounting / Balance Sheet

· By committing to firm gas transportation capacity for 15 years, the project’s soft costs will exceed 10% of the total project costs as of March 15. The project then runs the risk of Enron balance sheet treatment should ENA later decides enter into an off-take from the plant.
· Any continuing involvement by Enron after the sale (e.g., guarantees, etc) could require ENA to defer recognition  of some of the gain on the project.
	· This risk can be entirely avoided by Enron never entering into an off-take agreement with Pastoria
· Enron caan avoid continuing involvement by obtaining a fully release of guarantees or contractually mitigating its liability exposure.  ENA will obtain either back-to-back guarantees from Calpines or, in the case of the Kern contract, obtain a release to address this issue.  

	
	


KEY SUCCESS FACTORS

	
	NA
	Poor                                                                            Excellent

	Core Business
	
	                                                                         X

	Strategic Fit
	
	                                                                                        X

	Upside Potential
	
	                                                               X

	Management
	X
	

	Risk Mitigation
	
	                         X


OTHER RAC COMMENTS: 

· At the current stage of the development, ENA’s ability to secure the crucial gas transportation contract and the back-up water supply contract will define the marketability of the project and its viability for further development should the current market conditions in California prevent an immediate sale.

· Considering the minimal Development Costs required before ENA reaches a critical decision point in May 2001 and its outlook on securing both the gas transportation and the water supply contract, RAC recommends the transaction as presented.

	APPROVALS
	
	Name
	
	Signature
	
	Date

	West Origination
	
	David Parquet
	
	
	
	

	West Management
	
	Chris Calger
	
	
	
	

	Americas Legal
	
	Mark Haedicke 
	
	
	
	

	Americas Accounting
	
	Wes Colwell
	
	
	
	

	Americas Tech Services
	
	Brian Redmond
	
	
	
	

	Americas Executive
	
	John Lavorato/Louise Kitchen
	
	
	
	

	EWS OOC
	
	Mark Frevert/Greg Whalley
	
	
	
	

	RAC Management
	
	Rick Buy / Dave Gorte
	
	
	
	

	ENE Global Finance
	
	Andy Fastow / Ben Glisan
	
	
	
	

	ENE OOC
	
	Jeff Skilling
	
	
	
	




Page 3

