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RAC Recommendation: Proceed with Transaction    Returns below Capital Price   Do not Proceed
APPROVAL REQUESTED

Amount: $15 million

Purpose: (i) To raise $95 million of debt and $30 million of third party equity as partial refinancing of Nowa Sarzyna (Poland), Sarlux (Italy) and Trakya (Turkey), and (ii) to pass on selected risks in these assets to the lenders and third party investors.

EXPOSURE SUMMARY

Existing: Enron is currently exposed to the risks in these assets through its equity interests (see Table 2 below).

After This Transaction: Enron will have passed some of the asset risks to the note holders and third party equity investors (see Table 1 below).

DEAL DESCRIPTION

Transaction:
A company called “European Power Equity Trust” (EPET) will be set up with $15 million of equity from Enron and $30 million of equity from third party investors. The third party investors will hold Class A shares in EPET, entitling them to a dividend return from EPET capped at 16%, and Enron will hold Class B shares in EPET, entitling Enron to receive the excess cash flow (see Annex 2 for details). EPET will then raise $95 million of debt by issuing privately placed notes denominated in USD, rated BB- by S&P, with a coupon of 12% p.a. and term of 10 years.

Enron will enter into the following 12 year swap: (a) Whitewing will make an annual fixed payment to Enron; (b) Enron will make an annual floating payment to EPET, equal to the annual fixed payment from Whitewing minus adjustments related to the performance of the assets. The annual sum of these adjustments will be capped at the value of the annual fixed payment. The annual fixed payment will be $8.0 million in 2000, $36.4 million for 2001-09, $60.8 million in 2010 and $85.3 million for 2011-12. In addition, EPET will pay $125 million upfront to Whitewing, in effect buying the floating leg of the swap for this price.

Table 1(see Annex 3 for further details):
	
	Maximum downward adjustment for floating leg of swap ($ million)
	Risks Transferred

	Trakya
	36.4
	Limited operating and country risks. 

	Sarlux
	36.4
	Limited operating, regulatory and indexation risks.

	Nowa Sarzyna
	  3.2
	Limited operating risk.



Transaction costs are expected to be about $15 million in total and will be paid by EPET. 

Background:
The cash flows from Sarlux and Trakya were originally monetised by selling equity interests to third parties to book earnings under the FAS 125 accounting regulation. However, when the FAS 125 regulation could no longer be applied, Enron was obliged to buy back the interests held by the third parties and Whitewing was used to do this (see Table 2 below). Enron and Osprey (third party investors) each holds 50% of the voting rights in Whitewing, but Osprey receives a fixed preferred return whereas Enron receives almost 100% of the economic upside/downside. Whitewing is used in general to hold interests in Enron assets, so that these interests can be kept off Enron’s balance sheet. Whitewing holds interests in the European assets through subsidiaries in the Netherlands and Luxembourg, but for tax reasons dividends from the assets are not distributed to Whitewing; hence, these dividends are accumulating in the subsidiaries and being used to fund Enron’s European activities. As a result of this transaction, Whitewing will be repaid $125 million of the $472 million used to purchase interests in the assets; the rest will be raised from other sources.




Table 2:
	
	Enron
equity interest
	Whitewing equity interest
	Whitewing investments
($ million)

	Trakya
	28%
	22%
	100.5

	Sarlux
	0%
	45%
	350.1

	Nowa Sarzyna
	50%
	50%
	  21.3

	TOTAL
	-
	-
	471.9



TRANSACTION SOURCES AND USES OF FUNDS

	
	Sources
	

	
	Uses

	Enron balance sheet
Third party investors
Note holders
Total
	$  15 million
$  30 million
$  95 million
         $140 million
	
	
Transaction costs
Payment to Whitewing
Total
	
$  15 million
$125 million
$140 million



RETURN SUMMARY

The equity return for the third party investors in EPET and the coupon on the notes were competitively negotiated by EGF with various financial institutions. As such, they constitute the rates of return required by the market for the risks taken on by the investors and the lenders.

TRANSACTION UPSIDES/OPTIONALITY

· This transaction allows Enron to keep the interests it holds in the assets through Whitewing off-balance sheet, while restoring Whitewing’s liquidity and thereby enabling it to make further asset purchases if so desired.   

· This transaction allows Enron to lay off some of the risks in these assets (see Risk Matrix).
 
EXIT STRATEGY

After 15 December 2008, Enron will probably decide, with the consent of EPET’s third party investors, to terminate the swap, in which case Enron will pay EPET the market value of the remainder of the swap. This could only happen if EPET would be left with sufficient funds (including the value of the remainder of the swap) to redeem the notes and return the third party equity. 

If the notes were redeemed before 15 December 2008 then, in addition to the outstanding principal and unpaid accrued interest, EPET would have to pay the note holders a make-whole premium equal to the present value of the scheduled future interest payments (of 12% p.a.), using a discount rate of 200 basis points above the 10 year US Treasury rate (currently about 6.5%).

RISK MATRIX

	 DESCRIPTION
	MITIGATION/COMMENTS

	Asset risks
	Currently Enron holds equity interests in Nowa Sarzyna, Sarlux and Trakya, both directly and through Whitewing. To this extent, Enron is currently exposed to the performance of these assets.

Under this transaction, $125 million is being raised from the note holders and third party investors. If the assets performed very badly for the duration of the swap, the floating payments from Enron to EPET could be reduced to zero, in which case no payments would be made to the note holders or equity investors. Hence, Enron is passing up to $125 million of asset risk to the note holders and third party equity holders of EPET.






KEY SUCCESS FACTORS

	
	NA
	Poor
	Excellent

	Core Business
	x
	
	                

	Strategic Fit
	x
	
	                    

	Upside Potential
	x
	
	                    

	Management
	x
	
	             

	Risk Mitigation
	
	
	x



OTHER RAC COMMENTS: 

Note that, under the terms of the swap, if the total economic or voting interest held by Enron and Whitewing in an asset falls below 20% then the swap adjustments relating to that asset are reduced (in the following year) by the percentage of the year for which a 20% interest was not maintained.

Hence, a significant reduction in the interests held by Enron and Whitewing in the assets, especially through permanent sales of the assets, would diminish the risk-transfer value of the Margaux transaction. This should be taken into consideration when contemplating such asset disposals.

	APPROVALS
	
	Name
	
	Signature
	
	Date

	Business Originator
	
	Maroun Abboudy
	
	
	
	

	Regional Mgmt.
	
	Mark Frevert
	
	
	
	

	Legal
	
	Michael Brown
	
	
	
	

	RAC Management
	
	Dave Gorte
	
	
	
	

	
	
	Steve Young
	
	
	
	

	Enron Global Finance
	
	Andy Fastow / Ben Glisan
	
	
	
	

	
	
	Paul Chivers
	
	
	
	

	ENE Management
	
	Jeffrey Skilling
	
	
	
	

























ANNEX 1 – Structure diagram
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ANNEX 2 – Economics of EPET

The order of priority for cash flows from EPET is as follows.


Before termination of the swap:

1. interest payments on notes;
2. principal repayments on notes;
3. preferred dividends capped at a 12% return to the holder of Class A shares (i.e. the third party investors);
4. payments into the Debt Service Reserve capped at $30 million;
5. ordinary dividends capped at a 4% return to the holder of Class A shares (i.e. the third party investors);
6. ordinary dividends capped at a 16% return to the holder of Class B shares (i.e. Enron).


Upon termination of the swap:

1. interest payments on notes;
2. principal repayments on notes;
3. preferred dividends capped at a 16% return to the holder of Class A shares (i.e. the third party investors);
4. ordinary dividends capped at a 16% return to the holder of Class B shares (i.e. Enron).
5. return of equity capital pro-rata to the holders of Class A and Class B shares (i.e. Enron and the third party investors);
6. any remaining cash to the holder of Class B shares (i.e. Enron). 



ANNEX 3 – Swap adjustments

The following table gives the adjustments used to calculate the annual floating swap payment to be made by Enron to EPET. All adjustments are calculated based on the previous year’s data.

	
	Annual adjustment (based on previous year)

	Trakya (Turkey)
	Max: $36.4m

	Forced Outage Rate (FOR)
	$911K  for each 1% by which the Actual FOR exceeded the Projected FOR.

	Fuel Usage
	$428K for each 1% by which the actual total amount of fuel used (in Btu) exceeded the scheduled total amount.

	Credit Event
	$55K for each day that Turkey failed to service its sovereign debt, was not a member of the IMF or had an S&P rating lower than CCC+.

	
	

	Sarlux (Italy)
	Max: $36.4m

	Forced Outage Rate (FOR)
	$1.2m for each 1% by which the Actual FOR exceeded the Projected FOR.

	Indexation
	$351K for each 1% by which the Indexation Adjustment (a measure of how much higher actual oil prices and RPI were than scheduled) exceeded zero.

	CIP-6 Tariff
	$450K for each 1% by which the premium actually received under the CIP-6 Tariff was lower than the amount that would have been received had no regulatory change occurred. 

	
	

	Nowa Sarzyna (Poland)
	Max: $3.2m

	Forced Outage Rate (FOR)
	$181K for each 1% by which the Actual FOR exceeded the Projected FOR.

	Fuel Usage
	$131K for each 1% by which the actual total amount of fuel used (in Btu) exceeded the scheduled total amount.


  






Global Finance Summary (addendum to DASH)

1. Transaction Summary

	
	Amount ($000)

	Total Deal/Project Capital Commitment
	-0-

	Less: Financings
	-0-

	Less: Syndications
	-0-

	Net Enron Investment
	-0-

	
	

	
	




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):



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):



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

Describe (if necessary):



6b. Intended Enron hold period:




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			     Name (Printed)		Date


Support Teams Signature List 
(addendum to DASH in cases where there is no CACS)


	APPROVALS
	
	Name
	
	Signature
	
	Date

	Tax
	
	Jim Sandt/Rod Sayers
	
	
	
	

	Transaction Support/Accounting
	
	Phillip Lord
	
	
	
	

	Financial Operations
	
	Beth Apollo
	
	
	
	

	Structuring
	
	Dale Surbey
	
	
	
	

	HR
	
	Nigel Sellens
	
	
	
	

	Regulatory Affairs
	
	Mark Schroeder
	
	
	
	

	Country Team / Local Office
	
	[…]
	
	
	
	

	Engineering Technical Services
	
	John Chappell
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