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RAC Deal Approval Sheet
                                                                                                               Deal Name: 


ENRON RISK ASSESSMENT AND CONTROL

 DEAL APPROVAL SHEET

 FORMDROPDOWN 

	DEAL NAME:

	EOGIL Divestiture

	Counterparty:
	BG Energy Holdings Limited

	Business Unit:

	 FORMDROPDOWN 


	Business Unit Originator: 

	Steve Harper

	Industry:
	Wholesale Energy-Upstream Oil & Gas

	This Transaction:

	 FORMDROPDOWN 


		 FORMDROPDOWN 


		 FORMDROPDOWN 



	
	Date DASH Completed:

August 7, 2001
RAC Underwriter:

 FORMDROPDOWN 

RAC Analyst:

N/A
Transaction Type:

 FORMDROPDOWN 

Capital Funding Source:

 FORMDROPDOWN 

Country:

India
Expected Closing Date:

August 31, 2001
Expected Funding Date:

N/A


	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 ($MM):

	Equity Divestiture – 
	

	     Purchase price
	400.0

	     Retained tax receivable
	-12.0

	     Repayment of EDF Note
	-41.6

	Total Due at Close
	346.4

	     Collection of retained tax receivable
	12.0

	Total Proceeds
	358.4


DEAL DESCRIPTION

Enron Corp. (“ENE”) proposes to sell its 100% equity interest in Enron Oil & Gas India Ltd. (“EOGIL”) to BG Energy Holdings Limited (“BG”) for $400MM less a retained tax receivable of $12MM.  Specific indemnities have been provided for potential tax and customs duty exposures (see Risk Matrix on page 2).  Additionally, prior to August 31, BG, as a result of ongoing discussions with consortium partners Reliance and ONGC, must obtain assurances or otherwise be satisfied that EOGIL will remain as operator of the Tapti and Panna/Mukta blocks.  

The transaction will result in net pretax cash proceeds of $358MM and a pretax gain on sale of $33MM.  A simultaneous signing of the purchase and sale agreement and closing is scheduled for Friday August 31, 2001.   

DEAL HISTORY

EOGIL, then a subsidiary of Enron Oil & Gas Company (“EOG”), signed a Petroleum Contract with the Government of India in December 1994 for the development of the Panna/Mukta and Tapti blocks, offshore India.  In August 1999, EOG’s ownership of EOGIL was transferred to Enron Corp. as part of the EOG share exchange transaction.  

In November 2000 ENE began marketing its interest in EOGIL as part of an overall divestiture of international infrastructure assets.  Approximately 77 companies were solicited from a worldwide group of majors and strong independents.  From this group, 12 companies elected to examine detailed technical and commercial information and formal bids were received from six of them.  

Due diligence efforts and contract negotiations have been underway with BG since May 2001.  BG is a global natural gas major with a current market capitalization of approximately $12 billion.  It has extensive upstream and downstream holdings worldwide including current operations in India.

IMPACT of SALE ($MM):



Cash Proceeds ($MM):

	Purchase Price + Collection of tax receivable
	400.0
	

	Repayment of EDF Note
	-41.6
	See funding note – page 2

	Pretax Proceeds
	358.4
	

	Tax @ 35%
	-80.3
	Ignores impact of ENE NOL

	ATax Cash Proceeds
	278.1
	


Earnings Impact ($MM):

	Purchase Price + Collection of tax receivable
	400.0
	

	Book Basis 
	-377.3
	

	Reversal of EGEP Financial Reserves
	10.6
	Carried at EGEP level

	Pretax Gain on Sale
	33.3
	

	Tax @ 35%
	-80.3
	

	Earnings Impact After Tax
	-47.0
	


Earnings Impact – EOG Share Exchange & EOGIL Sale ($MM):

	Pretax Gain on EOG Share Exchange
	497.4
	Booked 3Q 1999

	Pretax Gain on EOGIL Sale
	33.3
	


RISK MATRIX
	RISK DESCRIPTION
	MITIGATION/COMMENTS

	Legal Risk

ENE as seller of EOGIL shares, is responsible for representations, warranties and indemnifications under the share purchase agreement that survive closing
	· ENE’s obligations with respect to these representations are restricted to ENE’s pro rata share of any claims regarding such representations

· The survival period expires 24 months following closing

· The aggregate liability for all claims against the sellers is capped at 100% of the purchase price in year 1 and 75% in year 2, with a $2MM materiality threshold and a minimum aggregate claim requirement of $6MM with a $2MM claim deductible

· Specific indemnifications have been provided for any undisclosed tax liability prior to close (believed to be none) and for any potential claim for customs duties by the Customs Authorities at Surat (calculated maximum exposure of $50MM, extremely low probability of occurance <5%)




Funding note:  
Immediately prior to Closing, Enron Development Funding Ltd. (“EDF”) will be required to repay funds loaned to it from EOGIL, estimated at $778.3MM.  The majority of such funds ($736.6MM) will be returned to ENE, primarily pursuant to a share repurchase agreement, with $41.6MM remaining with EOGIL.

OTHER RAC COMMENTS

RAC analysis indicates a valuation range of from $265 million (P5) to  $473 million (P95), bracketing the BG transaction amount. Expected value from this probabilistic analysis is $365 million. These values were derived from a life of property cash-flow study and utilized a 15% discount rate. A higher discount rate could arguably be used to account for a country risk premium. With a 20% discount rate, expected value falls from $365 million to $288 million.  Acceptance of the BG offer with net pre-tax proceeds of $358 million is recommended.

	APPROVALS
	
	Name
	
	Signature
	
	Date

	Bus Unit Orig
	
	Steve Harper
	
	
	
	

	Bus Unit Mngt
	
	Jeff Sherrick
	
	
	
	

	ENE Legal
	
	Mark Haedicke
	
	
	
	

	RAC Management
	
	David Gorte / Rick Buy
	
	
	
	

	ECM Management 
	
	Andy Fastow / Ben Glisan
	
	
	
	

	ENE CorpDevel
	
	Tim Detmering/Jeff Donahue
	
	
	
	

	ENE OOC
	
	Jeff Skilling
	
	
	
	


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
	
	
	




Page 2

