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Following the success of their first energy investment partnership, affiliates of Enron Corp. (“Enron”) and the California Public Employees’ Retirement System (“CalPERS”) (together, the “Partners”) have committed $1 billion of capital to Joint Energy Development Investments II Limited Partnership (“JEDI II”), a 50/50 partnership formed in December 1997.  JEDI II was formed to provide Enron’s core merchant businesses the requisite growth capital to make global energy-related investments.

Enron and CalPERS formed their first investment partnership, Joint Energy Development Investments Limited Partnership (“JEDI”) in June 1993.  In 1992, CalPERS approved a plan to invest up to 5% of its portfolio into its Alternative Investment Management Program (“AIM”).  Through its partnership with Enron, JEDI became one of CalPERS’ first investments under this new program.  CalPERS, already a significant holder of Enron Corp. and Enron Oil and Gas Company common stock at the time, sought to invest in a more direct fashion into Enron’s natural gas and energy-related businesses.  The AIM fund commitment to JEDI represented the largest single direct investment by the AIM Program. 

With each partner contributing $250 million in equity, and the support of the bank market in the form of a $490 million revolver (the “JEDI Revolver,”) JEDI became Enron’s premier financing vehicle focused on energy-related financing and investment activities in the United States and Canada.  JEDI was a significant part of the successful growth strategy of Enron’s North American merchant business.  JEDI invested all $500 million of Partners’ capital, participated in 66 transactions with aggregate financing of $1.97 billion, and has successfully exited 31 of those transactions.  As of June 30 ,1999, the remaining 24 assets are valued at over $1.2 billion, and the portfolio is expected to realize approximately a 20% IRR.

I. JEDI II Overview

A.
Introduction

Affiliates of Enron and CalPERS, following the success of their first partnership JEDI, formed a second 50/50 partnership, JEDI II, in December 1997.  JEDI II is focused on global energy-related financing and investment opportunities.  Both Partners expect to see strong growth in financing and investment opportunities in the energy sector and have demonstrated their commitment by providing equity capital of $1 billion.  The Partners anticipate the ability to lever the opportunities provided by Enron's strong cash and physical businesses into related investment opportunities much in the way ECT North America provided natural gas related opportunities for JEDI.  CalPERS’ commitment to JEDI II represents its single largest direct investment.  With initial capital of $1.5 billion, JEDI II is the largest private energy investment vehicle in the United States.  

B.
JEDI II Objectives

JEDI II was formed to invest in energy-related opportunities developed by ECT North America (“ECT-NA”), ECT Europe, and EI Capital & Trade Services Group (“EI-CTS”).  Energy-related opportunities include investments relating to natural gas, crude oil, coal, electricity and other forms of energy or investments in facilities designed to explore for, develop, produce, transmit, generate, store or manufacture various types of energy.  Under the terms of the JEDI II Partnership Agreement, up to 40% of JEDI II’s total equity capitalization may be invested outside the United States and Canada.  

JEDI II’s interest in each Qualified Investment must be greater than $5 million and no more than $150 million.  If the sovereign or company credit rating associated with the investment is below investment grade, JEDI II’s interest in each investment cannot be larger than $75 million.  If there is neither a sovereign nor a company credit rating associated with the investment, JEDI II’s interest in each investment cannot be larger than $25 million.  JEDI II can make investments that do not conform to the above parameters, but only with the consent of both Partners.

JEDI II must purchase a minimum of 50% of all Qualified Investments presented by Enron.  Enron can sell to JEDI II, at its discretion, up to 75% of all Qualified Investments.  Enron may offer up to 100% of any Qualified Investment to JEDI II, subject to CalPERS’ approval.

C.
Partners
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JEDI II is a limited partnership between wholly owned direct subsidiaries of Enron Capital & Trade Resources Corp. (“ECT”) and CalPERS.  ECM II Limited Partnership (“ECM II”), a Delaware limited partnership, whose partners are wholly-owned direct subsidiaries of ECT, is the 1% general partner; ECM III Limited Partnership, a Delaware limited partnership, whose partners are wholly-owned direct subsidiaries of ECT, is a 49% limited partner; and CalPERS is a 50% limited partner.

Enron is the world's leading integrated natural gas and electricity company.  The company owns approximately $23 billion in energy related assets, and delivers physical commodities and risk management and financial services to provide energy solutions to customers around the world.  Enron’s senior unsecured debt is currently rated BBB+/Baa2.

CalPERS is the largest public pension system in the United States, with more than $160 billion in assets.  CalPERS provides retirement and health benefits to more than 1 million California State and local public employees, retirees and their families, from more than 2,400 employers.

D.
Partners’ Contributions

CalPERS and ECT, through its wholly owned subsidiaries, have each committed to contribute $500 million, for a total of $1 billion in partnership capital within a three year commitment period, expiring December 31, 2000.  ECM II‘s undertakings as a general partner and ECM III’s undertakings as a limited partner are supported by a Parent Performance Agreement from Enron Corp. 

E.
Existing Assets

Since its inception in December 1997, JEDI II has invested approximately $715 million as of June 30, 1999. Approximately one third have been in senior and subordinated debt, approximately one half in equity investments, and the balance in limited partnerships and working interests.  All of the current investments are located in North America.  
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