1
-2-


[image: image1.png]



PRIVILEGED ANDCONFIDENTIAL

ATTORNEY WORK PRODUCT

TO:
Mark Haedicke
DATE:  December 20, 2000


Lance Schuler

FROM:
Angela D. Davis
DEPARTMENT:  ENA Legal

SUBJECT:
Custom Feeds, L.P. (the “Partnership”)

RISK FACTOR:  1

The Partnership is being organized for the purpose of operating a food reclamation plant.  Houston Economic Opportunity Fund II, L.P. (“HEOF”) will purchase a limited partnership interest in the Partnership, and agree to make capital contributions of up to $1,500,000 for a 80% limited partnership interest prior to payout, and a 50% limited partnership interest post payout.  Payout is deemed to occur when HEOF has received distributions equal to its capital contributions plus a 25% return thereon.  Concurrent with the closing of HEOF’s purchase of the limited partnership interest, the Partnership intends to obtain bank financing for $1,000,000.  The General Partner has disclosed to HEOF that it owes $150,000 in connection with the start up of a business which never occurred (the “Loan”).  The General Partner has agreed to indemnify the Partnership and HEOF against any claims with respect thereto.

RISKS

1. Although the general partner has agreed to indemnify the Partnership and HEOF with respect to the Loan, the indemnification could be of little value since the general partner’s net worth is not significant.

2.
Omni Bank and Houston Small Business Development Corporation (the “Lenders”) will each loan $1,000,000 to the Partnership and be secured by all of the assets of the Partnership.  Consequently, HEOF will be structurally subordinate to the Lenders with respect to the return of its capital contributions.

3. The other risks associated with this investment are those inherent to an investment in a limited partnership.

cc:       
Barbara Paige


Marc Poulson
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