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Capital Funding Source(s): Balance Sheet
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Expected Funding Date:  Through August 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 August 2000 to provide ECH Offshore a working capital revolver up to $21.5 million.  
· EECC is currently requesting approval
a) to extend the maturity date of the revolver to September 2001, and;
b) to increase the revolver maximum amount from $21.5 million to $28.2 million, which represents the estimated maximum funded amount should there be a one-month delay in Pemex payments. 
EXPOSURE SUMMARY 
	This transaction:
	

	Maximum funding exposure *1
	$28.2 million

	Risk adjusted capital *2
	7.7 million

	Cumulative capital at risk
	$35.9 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 UPDATES SINCE INITIAL APPROVAL AS OF AUGUST 2000:
· EPC-64 was approved in August 2000 with a maximum funding amount of $21.5 million to ECH Offshore.   RAC was notified in November 2000 that funding agreements had not been executed among EECC, ECH Offshore (a Mexican SRL between Horizon, CCC and EECC) and HorizEn (a U.S. LLC between Horizon and EECC) due to the joint venture partners’ inability to agree on a cap to limit EECC’s maximum outstanding funding amount.  EECC had funded $22.3 million of working capital up to that time without the executed funding agreements.  
· The funding agreements, and other transaction documents, were subsequently executed in February 2001.  Additionally, EECC was able to negotiate a 50/50 funding arrangement 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.
· The current request for maturity extension and increase in the maximum allowable funding amount was caused primarily by the substantial delay in payment collection from Pemex for both the milestone payments and claims.
· The collection of milestone payments had been delayed for two months due to Pemex’s requirement for specific filing formats and delays in setting up the contract on its payment system.  The first payment of $4.7 million was received on December 15, 2000 and the second payment of $12.5 million was received on December 27, 2000, upon which time the total funded amount was brought within the $21.5 million cap.  
· The claims resulted from the project’s significant schedule slippage due to Pemex interference delays and weather delays caused by Pemex’s shifting priorities between basic scope and change orders.  All seven pipelines have been laid. However, delays in completing topside work have delayed invoicing.  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.
· The expected funding amount going forward is attached as Exhibit A, which reflects potential further weather delays.  EECC will notify RAC immediately if it foresees any further slippage of the expected payment collections.

RETURN SUMMARY
· The project’s NPV is currently estimated to be about ($851,000), compared to the estimated NPV of $5,050,000 in the August 4, 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.

MILESTONES

	Completion of pipeline #27-04
	  04/30/01

	Completion of pipeline #27-01
	  04/12/01

	Completion of pipeline #27-02
	  03/24/01

	Completion of pipeline #27-03
	  04/25/01

	Completion of pipeline #27-05
	  05/20/01

	Completion of pipeline #27-13
	  05/02/01

	Completion of pipeline #27-14
	  06/01/01

	Final completion – expected
	   08/03/01

	
	


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 August 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.
	
	Brian Stanley/Keith Dodson
	
	
	
	

	Legal
	
	John Schwartzenburg
	
	
	
	

	RAC Management
	
	Rick Buy/Dave Gorte
	
	
	
	

	Enron Capital Management
	
	Andy Fastow/Ben Glisan
	
	
	
	

	ENE Management
	
	Jeffrey Skilling
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