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	To:
	Mark E. Haedicke
	
	PRIVILEGED & CONFIDENTIAL

	
	
	
	

	From:
	Alan B. Aronowitz and Michael A. Robison
	Department:
	Legal Department

	
	
	
	

	Subject:
	Potential Legal Risks Associated with Seminole Transportation & Gathering, Inc. (“Seminole US”) and Seminole Canada Energy
	Date:
	March 23, 2001

	
	Company (“Seminole Canada”) Purchase/Sale Agreements and Swaps
	
	



The following matrix presents our analysis of the potential legal risks of Enron Reserve Acquisition Corp. (“ERAC”) and Enron North America Corp.  (“ENA”) associated with the proposed execution of agreements related to the purchase by ERAC in March 2001 of 400,000 barrels of crude oil owned by Seminole US and used as linefill (“Linefill”) in its private pipelines in Oklahoma, Louisiana and Texas and 300,000 barrels of crude owned by Seminole Canada in a common carrier pipeline in the Canadian provinces of Alberta, British Columbia and Saskatchewan.  The value of the ERAC purchase transaction is US$17,500,000  (700,000 bbls X $25/bbl).  On April 1, 2002 ERAC will sell 400,000 bbls to Seminole US and 300,000 bbls to Seminole Canada at a price equal to the settlement price per barrel of the last scheduled trading day of the NYMEX WTI crude oil futures contract for April 2002.  In addition, ENA will enter into financial Swap agreements in March 2001 with Seminole US and Seminole Canada under which ENA will be the Floating Price Payor at a price equal to the settlement price for the last scheduled Trading Day of the NYMEX Light Sweet Crude Futures Contract for April 2002 and for volumes of 400,000 bbls and 300,000 bbls respectively and Seminole US and Seminole Canada will be the Fixed Price Payor at a price of US$27.50 per barrel times their respective volumes of 400,000 bbls. and 300,000 bbls.

Legal analysis of each of the following contingencies is as follows:

	                                                   Risk
	   Exposure
	                            Mitigating Factors

	
	
	

	· One or both Seminole entities breach agreement to purchase crude in April 2002. 


	2
	· ERAC can repossess the crude, sell at market prices and seek cover damages from Seminole.  ERAC is obtaining acknowledgements of its ownership of the crude from both the Seminole pipeline and the common carrier pipeline.  However, any pipeline charges of the common carrier pipeline will be senior to the rights of ERAC to the crude.  Such charges should be non-material and would have to be satisfied and recouped from the Seminole entities. 



	· One or both Seminole entities refuse to give ERAC possession of the crude.


	1.5
	· ERAC can file a replevin action to obtain possession of its crude.

	· ERAC transactions deemed a loan instead of a true sale. 


	3
	· ERAC has obtained security agreements from both Seminole entitles covering the Linefill and has made the requisite filings in the US and Canada to perfect a security interest in the Linefill. ERAC has also run lien searches in both the US jurisdictions and in the Canadian provinces where the collateral is located and has determined that there are no liens against the collateral in Canada and that only the Bank of Oklahoma has liens against the collateral in the US. The Bank has agreed to execute a release of lien in favor of ERAC with respect to 740,000 barrels of crude inventories.



	· One or both of the Seminole entities files for bankruptcy.


	2
	· ERAC will obtain acknowledgements from the common carrier pipeline in Canada and the Seminole pipeline company recognizing ERAC’s legal title to the Linefill.  The sales and Swap agreements include MAC and Bankruptcy Proceedings as Events of Default.  ERAC also has made the requisite filings to obtain a first priority security interest in the Linefill in the event the sale is deemed to be a loan.  Additionally, the Swap agreements are cross-defaulted to the physical purchase and sale agreements (and vice-versa), and upon default and early termination of the agreements they expressly provide for the setoff by the non-defaulting party of all its (and its affiliates’) obligations against the defaulting party’s (and its affiliates’) obligations.  



	· Linefill is lost, damaged, destroyed or                                intentionally diverted.
	1.5
	· ERAC by contract has required the Seminole entities to maintain insurance on the Linefill to cover the full replacement costs in the event of loss (and ERAC is to be named as an additional insured on the policy).  ERAC also requires by contract that the Seminole entities provide monthly inventory reports so that ERAC can monitor Linefill levels.

	           OVERALL EXPOSURE
	2.5
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