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Enron concludes Gas Sales Agreements with Rashtriya Chemicals and Fertilizers (RCF) and Ispat Energy Limited

03/23/00

Background

On March 24, 2000 we plan to sign a gas sales agreement (GSA) with Ispat Energy Limited.  In the next few weeks, we plan to also sign a GSA with Rashtriya Chemicals and Fertilizers Limited (RCF), a Government of India majority-owned company.  RCF will use the gas as feedstock for a urea expansion project while Ispat will use it to fuel a captive power plant.  

LNG originating from Malaysia will be shipped to a receiving terminal at Dabhol. After it has been regasified, natural gas will be transported north by pipeline to customers in Maharashtra such as RCF and Ispat.

Along with a GSA, we are also planning to sign a shareholders’ agreement with Ispat Energy (and Ispat Industries) to acquire approximately 49 percent equity in the power plant that is under development. The equity investment will be approximately $30 million (confidential). A power purchase agreement (PPA) between Ispat Energy (power plant) and Ispat Industries (steel mill) is expected to be signed in the near future. While the power plant deal is an important milestone for Enron India, the GSAs with RCF and Ispat forms a crucial part of our gas marketing strategy for MetGas in the state of Maharashtra. We expect other gas customers in the state will now show increased interest in receiving a reliable and clean fuel supply that MetGas can offer.

Media Strategy

We are planning to sign the Ispat GSA on March 24 during the visit to India by President Clinton. Upon signing, a press release will be issued to the media in India. 

The Indian press has already reported on the planned signing of a GSA with RCF (Business Line, March 15, 2000) and we can expect further press interest prior to their signing. 

Prior to their signing, we should refrain from providing the press any details about the GSAs.

Questions and Answers (Prior to signing)

Will Enron be signing GSAs with RCF and / or Ispat?

I can confirm that Enron plans to sign gas sales agreements with Rashtriya Chemicals and Fertilizers Limited (RCF) and Ispat Energy Limited respectively.  Press releases on the two GSAs will be issued on the day of signing. 

Questions and Answers (After signing)

GSA with RCF and Ispat

How much gas will you supply RCF and / or Ispat?

RCF: We will supply 0.6 million tonnes of LNG annually for 20 years.

Ispat: We will supply 0.2 million tonnes of LNG annually for 20 years.

How much are RCF and / or Ispat paying for the gas?

We are confident that the price is extremely attractive and competitive.

What will the gas be used for?

RCF: As feedstock to meet demand for the proposed expansion of RCF’s Thal Urea plant.

Ispat: As fuel for Ispat’s captive power plant in Dolvi, Maharashtra.

What will the steel mill be producing?

It will be producing approximately three million tons of hot rolled coils.

What is hot rolled coils?

It is steel plate rolled into coils or rolls. 

Where does RCF and / or Ispat obtain gas for their current requirements?

From the Gas Authority of India (GAIL).

I understand that RCF has also signed a MOU with Tata-Total-GAIL to supply 0.50 million tons of LNG. How does this impact on your agreement with RCF?

It does not impact our agreement in any way. Our GSA will supply gas for the Urea expansion project at the Thal facility while the MOU with Tata-Total-Gail is to provide gas for RCF’s Trombay plant. 
When will gas deliveries to RCF and / or Ispat begin?

During the third quarter of 2002.

What is the next step? When will the GSA come into effect?

RCF: The sales contract will come into effect after certain conditions precedent (CPs) have been met. 

Ispat: The sales contract will come into effect after certain conditions precedent (CPs) have been met.

What are the CPs for the RCF and / or Ispat deal?

RCF: They include final approval by the Indian government of the urea expansion project and a dedicated LNG supply agreement.

Ispat: They include obtaining final clearances and dedicated LNG supply agreement

Is there a deadline by when the CPs for the RCF deal should be met?

By July 31, 2000. This date can be extended by mutual agreement.

What will happen if you or RCF do not meet the extended deadline?

I cannot comment on speculation. 

Where will MetGas get the LNG to supply gas to RCF and / or Ispat and other Indian customers?

From LNG suppliers in Malaysia.

What is the status of securing LNG from these suppliers?

MetGas has signed a Confirmation of Intent (COI) with Malaysia LNG (Petronas-TIGA) to purchase up to 2.6 million tons of LNG per year over a period of 20 years. Negotiations with MLNG on a LNG Sales Purchase Agreement (SPA) are currently taking place. 

How will MetGas transport gas to RCF and / or Ispat?
The LNG will be shipped to a receiving terminal at Dabhol. After it has been regasified, natural gas will be transported north by pipeline to customers in Maharashtra such as RCF and Ispat.

Who is responsible for the shipping?

The Malaysian International Shipping Company (MISC), on behalf of Petronas.

Has Enron secured other LNG supplies for use in India?  

We have concluded LNG supply contracts with Oman LNG for 1.65 million tons per year and with Abu Dhabi Gas Liquefaction Company Ltd. (ADGAS) for 480,000 tons per year. The first deliveries of LNG are expected in fourth quarter of 2001 and will be used by the Dabhol Power Company (DPC) for their power plant at Dabhol.

Can you give us details of other customers you are talking to?

Discussions with several potential customers are progressing well but it would not be appropriate to provide details at this stage. 

If other customers do not materialize can you still meet RCF’s and Ispat’s commitment?

We are confident that we will be able to satisfy our commitment to RCF and / or Ispat.  

We have heard that RCF has been instructed to source gas from Petronet since they are both PSUs and not from a private supplier. Can you comment?

We have an agreement with RCF and we are sure that RCF is committed to it.  

What is the status of the MetGas pipeline? 

The pipeline project is progressing well. We are currently obtaining state and local clearances required to construct the pipeline. 

When will construction of the pipeline begin?
We expect to start construction in the fourth quarter of 2000.

When will gas be delivered to customers?

We anticipate gas deliveries to begin during the third quarter of 2002.

What are the specifics on the route of the pipeline?

The pipeline will extend from the Dabhol LNG terminal along the western coastline of Maharashtra to customers north of Dabhol. The exact route of the pipeline will depend on the industrial demand and how markets mature. 

What is the capacity and proposed cost of the pipeline?

It is still too early in the development of the project to define these amounts.

Can you tell us a little about Rashtriya Chemicals & Fertilizers Ltd. (RCF)?

RCF is a fertilizer and chemical company, majority owned by the Government of India. It has production plants in Trombay and Thal in Maharashtra. It is one of the largest producers of fertilizers and chemicals in the public as well as private sector in India. 

Can you tell us a little about Ispat?

Ispat Industries Ltd. (IIL) is the flagship company of the $2 billion asset Ispat Group. Incorporated in 1984-85, Ispat Industries is a pioneer in the steel industry.  In 1994, IIL commissioned the world’s largest gas-based single module plant for making Direct Reduced Iron (DRI) commonly known as Sponge Iron.  It also took the first step towards creating a mega steel complex comprising of Sponge Iron (1.2 million tons, now being expanded to 1.8 million tons), Hot Rolled Coil (3 mtpa), Blast Furnace project (2 mtpa) and a 354 megawatt captive power plant at Dolvi, Maharashtra.  IIL has already commissioned the first phase (1.5 million tons) of its three million tons per annum Hot Rolled Coil Steel Facility, becoming the world’s first steel unit to combine the Thin Slab Casting technology and the Conarc process of steel making and producing Hot Rolled Steel Coils.  The second phase is currently under implementation in order to produce a total of 3 million tons of Hot Rolled Coils.  Apart from steel, Ispat has a strong presence in power and telecommunications.  Ispat Industries Ltd. is a promoter of Hughes Ispat Ltd. and Ispat  Metallics India Ltd.

Questions and Answers re Shareholders Agreement and PPA with Ispat

How much equity are you picking up and what is it worth?

We will be acquiring approximately 49 percent equity in Ispat Energy Limited. The details of the shareholders agreement are commercially sensitive.

Will you be investing the equity in rupees or dollars? 

Enron will be investing in dollars.

When will the investment flow in?

Throughout the construction period.

How will you finance the power plant project?

It is expected to be financed by a combination of debt and equity.

What banks will be involved in financing the project?

Debt financing for the project will be provided by large financial institutions, and discussions are already well under way. 

When will you close financing on the project?

We expect to reach financial closure in the second quarter of 2000.

How much will the total project cost?

It is still too early in the development of the project to define the amount.

Internal (FYI): The power plant will represent an investment of approximately $350 million. Enron’s equity investment is approximately 30 million. 
When will construction of the plant start?

Construction will start immediately after financial close.

What is the size of the plant?

It will have a capacity to generate 350 megawatts of power.

Who will you sell the power to? Has a PPA been signed? (PRIOR TO PPA SIGNING)

It is a captive power plant and will be used by Ispat’s steel mill.  Negotiations on a PPA are currently taking place.

Who will you sell the power to? Has a PPA been signed? (AFTER PPA SIGNING)

It is a captive power plant and will be used by Ispat’s steel mill. A power purchase agreement (PPA) has been signed between Ispat Energy Limited (power plant) and Ispat Steel, the terms of which are commercially sensitive. 
Who will construct the plant? Will it be EE&CC?

Asea Brown Boveri (ABB) will be the EPC contractor. 

What will Enron’s role be in the project?

Enron will be part owner and gas supplier.

FYI (Internal): We are negotiating to have a role as Owners’ Engineer.

After the Ispat captive power plant starts operating it will not solely rely on power from the MSEB. Enron will hold a 49 percent stake in the power plant as well as 50 percent in DPC. As the latter also sells power to the MSEB, is there not a conflict of interest?

Not at all. It is generally known that Maharashtra has a shortage of power so other users will quickly make use of MSEB electricity not used by Ispat.

Considering the recession in the steel industry, are you sure the power plant capacity will be absorbed?

Yes, we are very confident.

If you are left with surplus capacity can you sell this to third parties?

We believe that most of the plant’s capacity will be used by the steel facilities. If there is a surplus of power at any time, we will consider our options.

Are you allowed to sell surplus power to third parties?

Yes, according to state regulations captive generation plants are permitted to sell surplus power to third parties in Maharashtra.

What state government legislation regulates captive power generation?   

Captive power generation located in the state of Maharashtra is subject to a Government of Maharashtra Resolution dated December 1997.

What is the tariff at which Dolvi will supply power? (BEFORE PPA SIGNING)

Negotiations on a PPA are currently taking place.

What is the tariff at which Dolvi will supply power? (AFTER PPA SIGNING)

We are confident that the price is extremely attractive and competitive.
Internal (FYI): The tariff will be specified in the PPA between Ispat Energy and the steel plant.

Has this tariff been approved by the Maharashtra Electricity Regulatory Commission (MERC)?

We will have obtained all necessary project clearances prior to financial closure.

