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Profile

TW owns and operates a 2,487-mile natural gas pipeline extending from West Texas through the Southwest into California. TW also operates a major supply lateral in the San Juan Basin with a capacity of more than 800 Mcf/d.
Related Research

· Enron Corp.

· Northern Natural Gas Company

· 
Rating Rationale

Transwestern Pipeline Co. (TW) rating was downgraded to reflect the weakened credit profile of Enron. An additional consideration is the structural subordination unsecured lenders have to a new secured credit facility.

On a standalone basis TW benefits from a very strong financial profile, stable cash flows, minimal debt, and a growing service territory. TW’s $16 million of debt outstanding at June 30, 2001, is only a small percentage of operating income. As would be expected, all standard quantitative credit measures are strong. Additionally, cash flows are stable due to firm capacity contracts and improved regional market conditions and are expected to steadily increase from expansions. 

Although TW benefits from contractual commitments for its firm transportation capacity, 45% of contracts expire between 2000–2005, exposing the company to some turnback risk. However, this risk is mitigated by 33% of existing longer term contracts expiring post-2005 and a settlement agreement with current firm customers in its primary market. In 1996, TW went through a rate case settlement and contract renegotiations that dealt with the issue of relinquished capacity on TW’s system. Per the agreement, the company is responsible for 70% of the risk of resubscribing the released capacity, and its customers have the remaining 30% of such risk through 2001.

· Recent Developments

On November 5, 2001, the senior debt ratings of Enron and TW were lowered to ‘BBB-‘ and placed on Rating Watch Negative. On November 9, 2001, following the announced agreement to merge Enron and Dynegy Inc., Fitch change the Rating Watch for both companies to Evolving.

During the past year, the value of pipeline capacity into California peaked at historically high levels, primarily driven by electric generation requirements and limitations in the regional pipeline infrastructure, particularly from bottlenecks within the state. While market volatility has moderated, long-term supply issues remain unsettled. However, TW is among the pipelines serving the region with potential expansion plans and is well-positioned over the long term.

· Liquidity Structure

TW’s balance sheet is extremely strong, with minimal outstanding debt. Near-term capital expenditures are expected to be met with internally generated funds. However, in order to provide additional liquidity for Enron, TW negotiated a $550 million credit facility secured by TW’s capital stock, a subordinated note from Enron to TW, and substantially all the other assets of TW.





Key Credit Strengths


Strong credit fundamentals, with stable and consistent cash flows from long-term contracts.


Increasing reional electric generation needs.


Growing service territory





Key Credit Concerns


Weakened credit quality at Enron Corp.


Subordinated position to secured bank lenders.


Unsettled California energy markets.
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