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LEGAL RISK RATING = 3

The following are potential legal risks arising out of the DeAcero Power Sale Agreement:

1. All conditions precedent must be satisfied or waived by December 31, 2000 (the “Scheduled Conditions Precedent Date”), or the Power Sale Agreement becomes terminable by either party at any time until the notice of satisfaction or waiver is given.  Appropriate permits, transmission contracts, and other conditions may not be satisfied by that date and, in the event an extension of the Scheduled Conditions Precedent Date is not granted, the Power Sale Agreement may be terminated by one of the parties.

2. The Buyer will be required to obtain a power import permit from the Comision Reguladora de Electricidad (“CRE”) to be authorized to import and purchase power.  There is the extremely remote possibility that the CRE would not grant a permit to the Buyer. To assure that the Buyer’s permit application is timely and accurately filed with the CRE, Enron is, through Mexican counsel, preparing the application and assisting the Buyer with the application process.

3. The negotiated provisions regarding the purchase obligation could be argued as a defense to the take or pay requirements for energy, and such take or pay requirements for energy could be argued not to be due in the event of Buyer’s force majeure.  Negotiated changes left intact the provisions regarding the take or pay obligation which state that Seller is not required to resell energy, and the provisions regarding force majeure can be argued to require payment of take or pay payments during a force majeure.  If the contemplated power marketing services agreement is executed, this issue will be eliminated because Enron will then have contractually agreed to resell energy.
It is my understanding that certain issues have been raised concerning credit risk arising out of the terms of the Power Sale Agreement.  However, since I did not participate in discussions concerning this matter, credit risk is not addressed in this risk memo.  Should you wish me to analyze the Power Sale Agreement relative to those discussions, please advise of the issues and I will include comments relative thereto.

This memo addresses only legal risks arising out of the Power Sale Agreement and Mexico-related risks.  It does not address risks that might arise out of regulatory or other issues on the United States side of the border.
Should you have any questions or comments, please do not hesitate to contact me.

