RAC Deal Approval Sheet
Deal Name:  Millenium Divestiture 


ENRON RISK ASSESSMENT AND CONTROL

 DEAL APPROVAL SHEET

DEAL NAME: Millenium Divestiture  

Counterparty:  N/A

Business Unit :Enron South America (EGM) 

Business Unit Originator:  Joe Kishkill 

Public
Private

Merchant
Strategic

Conforming
Nonconforming
Date DASH Completed:  December  19, 2000 

RAC Analyst/Underwriter: NA/David Gorte  

Investment Type: Strategic 

Capital Funding Source(s): N/A

Expected Closing Date: Dec 2000 through March 2000 

Expected Funding Date:  Same

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

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

APPROVAL AMOUNT REQUESTED

Approval of the divestiture of up to 1,280,000 COPEL ADRs at market price (at $8.25/ADR closing price on December 19, 2000, aggregate receipts would be $10.56 million).  Approval to sell at the market price, with no minimum sale price, is sought.

EXPOSURE SUMMARY (000)

Cost of COPEL Equity:

$131,000 ($127,322 at present market price)

This transaction (Reduction)
$ 10,854    ($10,560 at present market price)

DEAL DESCRIPTION

Original Transaction:

In June 1999, ESA acquired via auction in Brazil approximately 15,446,000 preferred B shares (non-voting) in Companhia Paranaense de Energia (“COPEL”— code-named “Millenium”) as part of a  strategy to participate in some way in the future privatization of COPEL.  This shareholding represents approximately 5.65% of the total capital of COPEL.  This amount of shares required a capital investment into Brazil of approximately $131,000,000.  The shares were purchased as local Brazil shares and held in an Enron 100%-controlled company established in Brazil specifically for purposes of holding the shares (“PEP”).

Over the course of 2000, the local shares were: (a) converted to ADRs and (b) transferred out of Brazil to PEP’s parent companies (Cayman).  This conversion and subsequent transfer was performed in order to: (a) avoid potential double taxation and (b) avoid any potential issues with trapped cash.

Valuation:

Enron’s cost basis in the shares for US GAAP purposes is approximately $131,000,000, or $8.48 per share (NYSE ticker: ELP).  The shares are a strategic investment and therefore this investment is accounted for on a cost basis (no MTM on share price movements).  Any partial sale of this position will not change the accounting treatment of Enron’s remaining position in the shares. 
Proposed Transaction: 

Because the original seller of the local shares in Brazil to Enron was a Brazilian government entity (BNDES-PAR, the Brazilian Development Bank), arguably an affiliate of the issuer, the shares when converted to ADRs were issued by the Depositary Agent as “restricted” securities under the Securities Exchange Act of 1933..  This restricted status will end in its entirety on or about June 29th, 2001.  In the meantime, Rule 144 provides for a limited amount of shares to be “unrestricted” every 3 months following the 1 year anniversary of the original purchase by Enron as long as Enron complies with certain requirements of Rule 144.

Among the requirements applicable in this case is a requirement that Enron make a Form 144 filing that discloses its intent to sell the shares concurent with issuing the order for the sale.  As a consequence, the market will be advised that we intend to sell the shares within a reasonable period of time after the filing of the notice.

In addition, in order to comply with the requirements of Rule 144, Enron will not be allowed to solicit purchasers for the shares or pay more than a customary brokers commission for the sale of these shares.  In short, Enron will be limited to instructing its broker to accept purchase offers for these shares at a specified price.

EGM is in process of putting in place the procedures and restrictions and obtaining the outside legal opinions that will allow this limited number of shares to be sold as “unrestricted” securities.  Based on our current calculation of the Rule 144 limits,  the amount of shares that  can be sold as “unrestricted” during the 3 months is expected to be approximately 1,280,000 ADRs.

The management of  Enron Corp. and EGM’s objective is to sell these ADRs at or above the cost basis from the period December 2000 through March 2001.  At present, these ADRs are trading at a 3% discount to their original cost.  As a result, no gain is expected from the sale.  Should we say anything about the pre-tax dividend yield (in both 1999 and 2000 including the most recent Interest on Equity payment) in the past as well as the expected pre-tax dividend yield (absent any devaluation) range for 2001??  If so, it should be a very short sentence and the future pre-tax dividend yields are between 11-14%.
Joe Kishkill, in coordination with Mark Metts, will supervise the disposition of these shares in the open market.  Gary Hickerson’s equity group will execute these divestitures at the sale price on the NYSE.  It is expected that the sales will be performed in small lots on a daily and weekly basis as the market permits (ELP’s average daily trading volume over the past three months is about 200,000 shares). 

This DASH will have no applicability to the remaining 14,166,000 shares owned by Enron.  A separate DASH will be prepared for any actions taken with respect to those shares.     

OTHER RAC COMMENTS: 

The COPEL shares are presently trading at approximately 97% of their original cost, so that an appreciation of approximately 3% prior to the sale of these ADRs will be required for EGM/South America to realize its objective of breaking even on the divestiture of these ADRs.  Because of Enron’s significant investment in COPEL, as well as in other, less liquid Brazilian assets, a staged liquidation of this investment is considered a prudent course of action.
APPROVALS
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Mark Haedicke
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Global Finance Summary (addendum to DASH)

1. Transaction Summary:

Amount ($000)

Total Deal/Project Capital Commitment
$10,000

Less: Financings
-0-

Less: Syndications
-0-

Net Enron Investment
$10,000








2. Investment terms and pricing:


( Market
( Above Market
(X Below Market

Describe (if necessary):
Approval being sought to sell shares at current market which would be a 3% discount to cost basis.


3. Financing terms and pricing:


( Market
( Above Market
( Below Market

Describe (if necessary): N/A



4. Legal or practical liquidity restrictions:

(X Unrestricted
( Legally Restricted
( Practically Restricted

Describe (if necessary):  As descrbed Enron’s holdings subject to rule 144A restrictions.  The sale of shares covered by this dash will be unrestricted in the sales period.



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


( Recourse

( No Recourse

Describe (if any): N/A



6a. Business unit intent to syndicate:


(X None

( Partial

( All

Describe (if necessary):



6b. Intended Enron hold period: N/A



6c. Likely Syndication Market:


( Industry/Strategic Partner
( Direct Private Equity




( Capital Markets

( JEDI

 ( JEDI 2
( Enserco




( LJM 1 or 2

( Condor
( Margaux

( Other:     N/A

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

( Yes


(X No

7. Business unit intent to hedge investment price risk (e.g. with Raptor)?












(X None

( Partial

( All

Describe (if  necessary):

Global Finance Representative:










Robert Gay
Global Finance Legal:












Scott Sefton
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Name (Printed)





Date
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