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Description:

Realisation of 1.19 pre-tax gain through sale of additional value in TPL which has accrued since Riverside IV and secure a Total Return Swap on equity.

Rationale:

· To recognise gain through creation of EEP5 (QSPE) which will not be consolidated into the Eel group even though 100% owned by EEL.

· To secure a total return swap (TRS) on equity in TPL 

(This enabled us to bring into the MTM books our TPL post-contractual period positions, thus offsetting the short Eastern II (post 2008) positions.  We could not do this without the TRS because under US GAAP you cannot hedge equity-method investments.) 

Transaction Mechanics

· EEL makes an investment of £0.22m in EEP5; these funds will then enable EEP5 to pay any legal & bank costs. 

· EEP5 obtains a 3 year bank loan of £2m from CIBC which has been guaranteed by Enron Corp. 

· EEP5 then purchases it's investments in EEP3 & EEP4 from EEL, carrying with it the investments in EEP1 (and hence TPHL & TPL).

· The second part of the transaction is the TRS , entered into by EEP5 & ECTRL.  

· EEP5 will pay to ECTRL actual dividends received from EEP3 (floating) while ECTRL will pay to EEP5 expected dividends from EEP3 (fixed). 

· At day one, these amounts would be identical. Cash would not flow until the post-contractual period begins in 2008.

Gain Recognition

· EEL sold its investments in EEP4 & EEP3 to a new company EEP5 for £2m, leaving a gross gain of £1.485m.

· This gain recognises the additional value in TPL which has accrued since Riverside 4 at end September '98 (incls moving shutdown from 2008 to 2012, upside from new Tempest generator).

Gain Calculation

$/£ FX Rate = 1.64

Issue price to EEP5 
£2.0m

Less: cost of investment in EEP3 & EEP$
-£0.52m

Gross gain on sale
£1.48

Less: Issue and legal costs
-£0.17m

Less: Guarantee costs
-£0.12m

Gain before tax
£1.19m

Less: Taxes
-£0.42m

Post tax gain (£)
£0.78m

Post tax gain ($)
$1.28m

Further steps in 1999

· EEP3's Tranche A loan of £110m will be replaced by a bond issue (50:50 UK£ & US$) end June 99.

· Riverside IV's £60m loan will be refinanced end April 99 (likely to be an EEP VI!)
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