RAC Deal Approval Sheet
          Deal Name:   TRAILBLAZER COMPRESSION STATIONS


ENRON RISK ASSESSMENT AND CONTROL

 DEAL APPROVAL SHEET

DEAL NAME:  
Trailblazer C.S. 601, 602 & 603
Date DASH Completed:  


Counterparty:  
Kinder Morgan
RAC Analyst:  
N/A

Business Unit:
ETS  (EAMR)
Investment Type:
LSTK Bid

Business Unit Originator:

Capital Funding Source(s):
Progress Payments

Public            Private

Expected Closing Date:  
January, 2001

Merchant      Strategic

Expected Funding Date:


Conforming  Nonconforming 

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


DEAL DESCRIPTION
Enron Asset Management Resources  (“EAMR”) has proposed to enter into a 3rd party LSTK bid for a design, engineer procure and construction contract with NGPL, a division of Kinder Morgan (“KM”) . Project consists of three compressor stations on the Trailblazer 36” pipeline.  Stations are due in-service 2nd quarter 2002. 

The Trailblazer Pipeline is comprised of the following ownership:

· 33% 
 
Enron

· 67%

Kinder-Morgan

The scope of work is the LSTK bid for design, procurement and construction of three natural gas compression facilities:

· Station 601
LOGAN CO. COLORADO 

2-15,000 HP TURBINES/COMPRESSORS

· Station 602
LINCOLN CO. NEBRASKA
1-10,000 HP ELECTRIC COMPRESSION ADDITION

· Station 603
KEARNEY CO. NEBRASKA
2-10,000 HP ELECTRIC COMPRESSION

Upon completion of construction , EAMR will perform performance testing at project turnover.  A 72 hour reliability test is deemed to be the date of in-service.

EAMR requests approval to finance commitments of $2.5 million for the procurement of Engineering and materials to be paid by KM in monthly payments according to a milestone schedule. 

ASSOCIATED GUARANTIES – 


· Pass through of manufacturers warranties

· Pass through of performance testing penalties to manufacturer

· KM has requested a Standby Letter of Credit for 25% of the construction value or approx $2MM

SOURCES AND USES OF FUNDS AT CLOSING - ($000)


Sources



  Uses  

Customer Payments:
      $ 45,000 
estimated

Contract Costs 
$ 42,000 est

______

TOTAL
   $ 45,000


TOTAL
$ 42,000

Return Components:
PV @

Capital Price
Cumulative

  IRR     




Cash Outflows (hard costs)
($63,421)
-
($42,000)





Cash Inflows
$45,000 





Finance Fees
$      0  





Bonus Fees
$      0    





Total NPV
$   3,000





EXISTING EXPOSURE

Bid expenses

RISKS

RISKS
DESCRIPTION
COMMENTS

Payment performance risk
The risk KM defaults on payments due under the construction contract.

 
EAMR is comfortable with KM’s ability to make payments per the contracts 

Design Risk
Changes in technical requirements could increase the cost.  The size of the facilities are based on information provided by Customer.
EAMR’s pricing assumptions are outlined in the proposal scope of work.  If the actual project requirements are not consistent with the project parameters in the contract, EAMR will be entitled to an equitable change order to cover the costs of any such changes.  EAMR bears the risk of designing the assets to conform to the existing design specifications.

Construction Schedule Delay Risk
Risk of schedule delays.  

The estimated EPC schedule is 14 months.  
Any changes in schedule as a result of delays from contractor’s submittals have been accounted for in the agreement through clearly defined assumptions.  In addition, EAMR is entitled to an equitable change order for any delays other than EAMR-caused delays. (Including FERC)

Early Termination of Contracts due to Governmental non approval
KM will exercise its right to terminate the contracts in the event of a Force Majeure event.

 
In the event of KM’s termination of the contracts due to a Force Majeure occurrence, the contracts call for KM to pay EAMR a pro-rata portion of the contract amount based on the percent completion of the project at the time of termination. KM will also be obligated to pay reasonable cancellation fees and demobilization costs as well as pay for all services provided by EAMR prior to the termination event. 

Interest Rate Risk
No interest rate risk in the transaction 



Equity Risk
Enron is a 33% equity partner in the trailblazer pipeline



Credit Risk
KM has an Enron credit rating of ___.  This corresponds to an S&P rating of _____.  


Inflation Risk
Inflation assumption is embedded in the cost components in the model.  Time frame of contract is relatively short.



Commodity Risk
N/A

OTHER RAC COMMENTS: 

SYNDICATION (ECM):







Immediately syndicatable at current capital price







Syndication within one year at current capital price







Not syndicatable at current capital price







N/A

APPROVALS:

Name

Signature

Date

ETS Contributors:







Technical Coordinator

Arnold Eisenstein





Technical Support ??

Mike Smith





Technical Support ??

Greg Matthews





Project Management

Norm Spalding





Business Development 

Sarabeth Smith





Business Development

Don Hawkins













      APPROVALS:

Name

Signature

Date









Enron Capital Management

Rod Hayslett





ETS Management

Phil Lowry





EAMR E&C

Jerry D Martin





ETS Legal

Mike Moran





Business Unit Mgmt

Stan Horton













Deal Flow Diagram:


DEAL DEFINITIONS

Bid Bond
A letter of credit or surety bond delivered at the time of submission of a bid.  It guarantees that if the bidder is awarded the project that is the subject of the bid, the bidder will execute the relevant project documents in accordance with the terms of the bidder’s bid.

Deal Description
short written summary of the investment.

Deal Name
Unique name for an investment/deal usually defined by Capital Pricing director or Business Unit Originator.

Deal Risk Premium (%)
Premium for a deal derived by a comparison of the transaction volatility of returns to historical sector volatility of returns; additionally incorporates any other adjustments for risks specific to the transaction.  Premium could be negative if the transaction exhibits less risk than is reflected in the unadjusted capital price.

Capital Commitment ($M)
Expected present value of cash outflows in the transaction.

Expected IRR (%)
the discount rate at which the net present value of the expected cash flows would be equal to zero.  This measures the expected return of the transaction but does not incorporate a measure of risk.

NPV @ Capital Price ($M)
Net Present Value at the Capital Price discount rate.

Risk-Free Rate (%)
the rate derived by weighting Treasury curve rates by the expected cash flows in the corresponding periods.

Type of Investment
Specific type of investment.  For example, VPP, LP, loan, equity, alliance, debt, derivatives, refinance, and physical sales.  Sometimes referred to as Instrument Type.

Value at Risk ($M)
The loss in value over a specified period of time (quarterly, daily, etc.) which will be exceeded with a certain probability.  Evaluated based on market comparables.
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