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	DEAL NAME:  Starburst
Counterparty:  Arcor S.A.I.C.
Business Unit: ESA
Business Unit Originator: Jeff Kabel
Public	Private
Merchant	Strategic
Conforming	Nonconforming
	Date DASH Completed:  December 18, 2000
RAC Analyst/Underwriter:  Santiago Garcia/Michael Tribolet
Investment Type:  Equity
Capital Funding Source(s):  Balance Sheet
Expected Closing Date:  December 2000
Expected Funding Date: December 2000
Board Approval: Pending  Received  Denied  N/A


RAC Recommendation: Proceed with Transaction    Returns below Capital Price   Do not Proceed
			See RAC Comments
AMENDMENTS TO THE ORIGINAL DASH DATED 06/07/00 (see attached):

Enron South America (“ESA”) requested and received approval for up to $13.2 million to purchase a 70 MW combined cycle plant located in Córdoba, Argentina currently owned by Arcor S.A.I.C; a family controlled Argentine food conglomerate.  This amendment to the original DASH dated 6/07/00 is submitted to reflect five changes:

1) There has been a delay in actual transfer of the asset attributable to delays in the assignment of the PPA with the local utility, Empresa Provincial de Energia de Cordoba (“EPEC”).  The prior DASH reflected that commercial close was to be reached by September 30th.  This date has been extended to December 31, 2000.

2) In consideration of Enron’s intent to purchase the plant, Arcor wrote Enron a no cost financial call option with a strike price of $24.50/MWh settled monthly based on the monthly average market price as published by CAMMESA [(Total Spot Revenues + Total Spot Capacity Payments)/Total Spot Generation - $24.50] * (Total Spot Generation)) for a term commencing on the date of commercial close of the Asset Purchase Agreement through September 30, 2000.    The option period was extended simultaneously with the extension of the agreement to December 31, 2000.  The intrinsic value of the no cost financial call option was originally valued at $0.6mm.  This has increased to $1.5mm based on prices through December 15, 2000. 

3) The Arcor PPA, while still three years in duration has been amended to coincide with closing.  The EPEC PP has been shortened in duration (May 1, 2005 to December 31, 2001), the price has moderated slightly ($37.9 MWh to $34.0 MWh),  and the capacity has increased (6.5 MW to 25 MW).  During 2002-2003, 63.5 MW will become merchant capacity. At the end of 2003, the Arcor PPA will expire and the entire 70 MW of capacity will be available for sale in the wholesale market.

DASH Approved  June 7, 2000; PPA's associated with project asset

Counterparty		Capacity MW		 Price		Expiry		

Arcor			  6.5			$30.0/MWh	3 years after transfer of ownership

EPEC			  6.5			$37.9/MWh 	May 1, 2005

This request; PP's associated with project asset

Counterparty		Capacity MW		 Price		Expiry		

Arcor			  6.5			$30.0/MWh	3 years after transfer of ownership (Dec 2003)
EPEC			25.0			$34.0/MWh	December 31, 2001

*   Escalated for inflation.  Base Price as of Dec 1999.	

4) The cash acquisition price has been decreased by $0.15 million to reflect the change in the EPEC PPA. 

5) Enron will fund the acquisition with $3.05 million in equity and a temporary USD loan of $10 million. Within the next two weeks, it is assumed that $10 million of the acquisition price will be funded by Peso financing at a fixed rate of 18% for two years in order to provide two years of protection from foreign currency devaluation.  This short-term loan is to be backed by an Enron Corp Guarantee. The business unit may roll-over the loan depending upon its view of the currency devaluation risk at such time.

The economic model has been adjusted to reflect the above changes.  The revised return summary and cash flow summary are reflected below.

TRANSACTION SOURCES AND USES OF FUNDS
	
	Sources ($ MM)
	                                        Uses ($ MM)

	Enron Equity
	13.05
	Purchase Price
	10.35

	
	
	 2001 capital* 
	1.55

	
	
	Transaction costs
	0.50

	
	
	VAT credit
	0.65

	Total
	13.05
	Total

	13.05


* If a loan is obtained, additional capital will be needed to support the project.   In the unleveraged model, cash flows were sufficient to cover 2001 capital expenditures.  However, with a loan, interest payments create a need for additional equity for these capital expenditures.
 

RETURN SUMMARY (000’s)
	
Return Components:
	PV @
Capital Price
	Cumulative
IRR
	
	
Capital Price Components
	

	Cash Outflows
	($ 13,163)
	NA
	
	Risk free rate (%):
	6.49%

	Fees
	NA
	NA
	
	Equity/Credit premium (%):
	5.02%

	Intermed. Cash Flows
	$ 12,548
	19.53%
	
	Country Premium (%):
	7.71%

	Terminal Value
	$ 913
	21.45%
	
	Transaction-Specific (%):
	1.70%

	Total NPV
	$ 298
	21.45%
	
	RAC CAPITAL PRICE:
	20.92%



	
	
	
	Relative upside  ratio
	0.413



Argentina has maintained currency nominality of one Argentine peso equal to one US dollar since 1991.  Due to the uncertainty with Argentina's ability to maintain its fixed exchange rate of one Argentine peso to one US dollar,  RAC modeled a decoupling.  Probabilities of this event occurring were 10% in 2000, 25% in 2001 and 2002 and 30% thereafter.  When this decoupling occurred, from 2006 to 2010 a conversion range of 1.15 pesos/USD to 1.35 pesos/USD was modeled.  From 2011 onward, a range of 150 pesos/USD to 200 pesos/USD was used.    At a RAC discount rate of 21.88%, the NPV is negative ($1,018,000), with an IRR of 18.92%.   


	USD thousands
Return Components:
	PV @
Capital Price
	Cumulative
IRR
	
	
Capital Price Components
	

	Cash Outflows
	($ 10,255)
	NA
	
	Risk free rate (%):
	6.83%

	Fees
	NA
	NA
	
	Equity/Credit premium (%):
	5.02%

	Intermed. Cash Flows
	$  9,114
	18.41%
	
	Country Premium (%):
	8.53%

	Terminal Value
	$ 123
	18.92%
	
	Transaction-Specific (%):
	1.50%

	Total NPV
	($1,018)
	18.92%
	
	RAC CAPITAL PRICE:
	21.88%
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CASH FLOW SUMMARY (000’s)
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UPSIDES/OPTIONALITY


1. Torn Sleeve/Mark-to-Market opportunity: Enron has structured a "5-year consecutive-swaps" transaction with a bank in order to transfer the merchant capacity from the asset to the power book. This transfer will allow the power book to monetize 5-years of merchant MWh. Projected Income: US$ 3-4 million (expected closing Q1 2001).  In addition, the three-year PPA with Arcor has a MTM value of $800,000.

2. Increase in volatility: The Argentine power desk expects additional incremental volatility for the next years due to pending Weekly Cost Declaration (currently quarterly), lack/delays of investments in the T&D grid, increasing system vulnerability, higher spread between NG &  fuel/gasoil prices and growing exports to Brazil & Uruguay (In October 2000, Power Market experienced highest-ever peak prices of $1,500/MWh).

3. Location Basis upside: Due to plant location (center-north), local pricing conditions could creates incremental value to the asset, particularly in the front 2-3 years. 

4. Forced generation Contracting:  Pending regulatory changes will force LDCs in May 2001 to enter into PPAs where existing grid constraints persist, as in the case of Arcor.  As a result of the restrucutring of the EPEC PPA the Arcor plant will be able to benefit earlier from these pending  regulatory changes.

5. Generation expansion opportunities:  Current restrictions in local  transmission facilities have created demand for up to 150MW of additional capacity.   The plant is located to take advantage of such opportunities.


OTHER RAC COMMENTS: 

The returns are below the capital price (18.92% result versus a 21.88% capital price) and the net present value is a negative ($1,018,000).  These negative economics and wide distribution of returns are driven by the currency decoupling modeled.    Given this decoupling risk, RAC would not recommend favorably.

RAC understands the negotiations are in a late stage and all condition precedents have either been met or are currently being finalized. Under the Asset Purchase Agreement Arcor has the right to sue Enron for failure to perform and or to claim either effective transfer of the asset or economic damages at its sole discretion.

The contract was expected to close by the end of September.  The deal team extended the contract twice, both extensions were beyond the original DASH approval of 120 days, which expired October 6, 2000. 

As there is increased risk in the Argentine foreign currency since RAC advised positively in June of this year, we would expect an improvement in our economics to reflect the risk of the Argentine peso devaluing relative to the US dollar.  A possible alternative to reduce the perceived FX translation risk is a peso denominated financing.   RAC ran an alternate model which assumed an Enron guaranteed peso denominated loan was arranged for the entire term of the transaction, with 85% debt and 15% equity.  The loan was modeled to reflect an 18% floating rate (approximate current floating rate). The NPV was a negative ($684,000).  No fee for the Enron guarantee was modeled.

The deal team plans on obtaining a two year Argentine Peso loan, guaranteed by Enron Corp, to reduce the decoupling risk over the next two years.  RAC notes the project is still exposed to this risk beyond two years. 

There may be commercial considerations with respect to Enron's risk management and trading businesses in Argentina which have strategic value in excess of the negative NPV.  These were not modeled.  


MILESTONES: 

December 20, 2000 - Confirm Closing 
January 31, 2001 - Argentine Peso denominated financing in the amount of USD $10 million
December 31, 2001 - Status of contracted and merchant capacity
December 31, 2003 - Status of contracted and merchant capacity











	APPROVALS
	
	Name
	
	Signature
	
	Date




	Originator
	
	Jeff Kabel
	
	
	
	

	Region Management
	
	Joe Kishkill/Jim Bannantine
	
	
	
	

	Region Management
	
	Dave Delainey/Mark Frevert
	
	
	
	

	Region Legal
	
	Randy Young
	
	
	
	

	RAC Management
	
	Rick Buy/David Gorte
	
	
	
	

	Enron Global Finance
	
	Andy Fastow/Ben Glisan
	
	
	
	

	Office of the Chairman
	
	Jeff Skilling
	
	
	
	





































Global Finance Summary (addendum to DASH)

1. Transaction Summary

	
	Amount ($000)

	Total Deal/Project Capital Commitment
	$13,005

	Less: Financings
	10,000

	Less: Syndications
	-0-

	Net Enron Investment
	$3,005

	
	

	
	




2. Investment terms and pricing:			 Market	 Above Market	 Below Market

Describe (if necessary):


3. Financing terms and pricing:			 Market	 Above Market	 Below Market

Describe (if necessary):

Two-year bullet loan - Fixed Rate 18% - Denominated in Argentine Pesos - Pre-payable with rollover option

4. Legal or practical liquidity restrictions:		 Unrestricted	 Legally Restricted	 Practically Restricted

Describe (if necessary):



5. Any recourse to Enron (other than investment):			 Recourse		 No Recourse

Describe (if any):

Enron Corp guarantees the loan made to Enron America del Sur, S.A.

6a. Business unit intent to syndicate:			 None		 Partial		 All

Describe (if necessary):



6b. Intended Enron hold period:

0 to 15 years.  The hold period will be managed dynamically in relation to the Argentine Peso/US Dollar foreign exchange risk exposure.


6c. Likely Syndication Market:			 Industry/Strategic Partner	 Direct Private Equity
 Capital Markets		 JEDI 1
 JEDI 2			 Enserco
 LJM 1 or 2			 Condor
 Other:			 Margaux


6d. Is this a JEDI 2 “Qualified Investment”?		 Yes			 No


Global Finance Representative:
					        Signature			     Rob Gay			Date
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Cash Flow Summary
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