
RAC Deal Approval Sheet	Deal Name:  EPC 63
ENRON RISK ASSESSMENT AND CONTROL
DEAL APPROVAL SHEET – ADDENDUM II

	DEAL NAME: EPC-63 III (Pemex) 
Counterparty: Pemex, ECH Offshore
Business Unit: EEOS/EECC
Business Unit Originator: James Michael Pearson
Public	Private
Merchant	Strategic
Conforming	Nonconforming
	Date DASH Completed:  March 22, 2001
RAC Analyst/Underwriter:  Mateo Vegalara/Karen Barbour
Investment Type:  Working Capital Revolver
Capital Funding Source(s):  Balance Sheet
Expected Closing Date:  NA
Expected Funding Date:  Through July 2001
Board Approval: Pending  Received  Denied  N/A


RAC Recommendation: Proceed with Transaction*1 Returns below Capital Price Do not Proceed 
*1  See “OTHER RAC COMMENTS”
APPROVAL REQUESTED
· EECC obtained approval in April 2000 to provide ECH Offshore a working capital revolver up to $15.0 million, which was subsequently increased to $20.5 million in a second approval obtained in August 2000.
· EECC is currently requesting approval
a) to extend the maturity date of the revolver to October 2001, and;
b) to increase the revolver maximum amount from $20.5 million to $25.2 million, which represents the estimated maximum funded amount should there be a one-month delay in Pemex payments. 
EXPOSURE SUMMARY
	This transaction:
	

	Maximum working capital revolver *1
	$25.2 million

	Risk adjusted capital *2
	3.3 million

	Cumulative capital at risk
	$28.5 million

	
	

	Cumulative exposure to Pemex related projects*3
	$119.1 million



*1   Subject to reduction as shown in maximum outstanding in Attachment A of the DASH.
*2   Represents the capital at risk due to potential market price movements, counterparty credit risks and potential draw on the performance bond.
*3   Includes maximum expected draw amounts of the EPC 64 and 63 revolvers plus $21.7 million receivable for the Demar project, and $33.0 million for the Cigsa project, including fees and interest.

DEAL DESCRIPTION
· See the attached EPC-63 DASH and the first Addendum as approved.
· Progress on the original scope is 78.5 % completion versus the forecasted 100 % at the same time period.  Progress on the base scope of work has been negatively impacted by three factors: lack of availability of owner supplied pipe, ECH being required to perform change order work on a priority basis, causing the base scope work to get performed during worse weather months than anticipated in the bid, and Pemex interference at the work site. ECH currently has a weather/interference claim that is under review by a third party engaged by Pemex.  The amount and the timing of collection on such claim are uncertain at this time.
· Progress on change orders is 100 %. Overall progress, including change orders, is 79.0 %. ECH personnel in Carmen are currently working with Pemex to establish a new guaranteed completion date.
· In February 2001, EECC entered into a revised funding agreement with Horizon whereby costs related to change orders and weather claims are shared by Horizon and EECC, thus reducing EECC’s exposure to the riskier portion of the project cost funding. 
RETURN SUMMARY
· The project’s NPV is currently estimated to be ($6,815,000) as compared to the estimated $734,000 NPV in the August 2000 DASH, both discounted at a capital price of 30%. The decrease in the estimated profitability is due primarily to the delay in the actual and expected revenue collections.

RISK MATRIX 
· Except for the risks noted below, the underlying risks in the transaction remain the same as originally presented for approval.  
· Additional requests for change orders may cause further delay to the repayment of this revolving credit.  The consortium’s inability to refuse change order requests from Pemex is the reason for this risk.  EECC’s partners in the consortium have limited ability to fund this increased working capital, though Horizon’s financial position has improved as a result of a recent $ 66.3 million public stock offering.
· Profitability on this job and the revenue collection available to pay off the revolver are dependent upon ECH’s ability to negotiate change order and claim revenue. 

MILESTONES

	Completion of P/L 27-18
	By 03/25/01

	Completion of P/L 27-35
	By    06/10/01

	Completion of P/L 27-26
	By    04/03/01

	Final completion – expected
	By    07/25/01

	Final completion – contractually guaranteed
	Under negotiation



OTHER RAC COMMENTS: 
· EECC had been performing work and providing funding to the joint venture under incomplete and substandard documentation under both EPC 63 and 64 until February 2001 when all the project documents were fully executed with clear delineation of the joint venture partners’ funding obligation.  The project profitability had eroded from the original forecast due to the unexpected change in scope and the uncertainty of collecting on claims to be filed against Pemex.
· RAC would not recommend this transaction except for the fact that EECC has been funding the project costs since April 2000 and no practical alternative exists to EECC other than continuing to fund to project completion.
· EECC intends to seek Enron America’s assistance to reach the senior management at Pemex to expedite the payment of claim issues resolved by ECH’s on-site team.  EECC has made proposals to Horizon for a potential take-out of EECC’s project interest.  Horizon has indicated they have found another source of financing and Enron is currently providing information to facilitate a potential take-out offer from Horizon in April 2001.
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	Regional Mgmt.
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	Legal
	
	John Schwartzenburg
	
	
	
	

	RAC Management
	
	Rick Buy/Dave Gorte
	
	
	
	

	Enron Capital Management
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	ENE Management
	
	Jeffrey Skilling
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