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Description

Enron is selling all of TPL’s post contractual cashflows (2008-2012), including value of the site => thus having no further economic investment in the group.  The pre-tax gain was £16m.

Rationale

· Recognise gain from sale through creation of EEP3 and EEP4 as QSPEs.

· Retain strategic control

· Create most effective US & UK tax treatment

Transaction Mechanics
Initial Subscription on September 17, 1998

· EEL subscribes for £1 ord share in EEP3 (why didn’t this happen together with the additional subscription?)

· EEL subscribes for £1 ord share in EEP4.
Additional subscription & purchase of gilts on September 30, 1998.

· EEL subscribes for additional 500,000 ords in EEP4 

· EEL subscribes for additional 15,000 ords in EEP4 

· EEP3 purchases government gilts 15,000 (what for?)

· EEP4 purchases government gilts 15,000 
Initial Funding of EEP3/EEP4 (September 30, 1998)

· EEP4’s sole purpose for existence is to borrow £60m under term facility agreement. 

· EEP4 subscribes for preference shares in EEP3 for £60m

· EEP4 pays bank and legal fees to CIBC (£0.36m)

Sale of EEL's investment in EEP1 to EEP3 (30-Sep-98)

EEP3 purchases EEP1 ord shares from EEL for £60m (51 ords)

Gain Recognition

$/£ FX Rate= 1.722

EEL’s proceeds from sale
£60.0m

EEL’s net investment
£18.4m

Less: Cost of investment in EEPHL
-£51.8m

Gross gain on sale
£26.6m

Less: Legal Costs/Guarantees
-£1.3m

Less: Phantom Stock re TPL
-£9.4m

Net gain before tax
£15.9m

Less: Tax
-£5.6m

Post tax gain
£10.3m
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