BATCH FUNDINGEarly Termination Request REQUEST




Project Name:		Entex 

Contract Names:	General System Customers (Global Contract No. 96001973) 
			Gas Sales Agreement, Natural Gas Services Agreement			

Large Volume Contract Customers (Global Contract No. 96001980)
			Gas Sales Agreement, Natural Gas Services Agreement		

Roseville Energy Facility, L.L.C.
Purpose of Request:	Seek approval to negotiate with Entex to amend the contract end date resulting in early termination of Enron’s contractual obligation and the buyout of Enron’s storage quantity.

Continue funding development of existing project thru 2/28/02Prepaying for gas purchases from Dominion to ensure performance under the City of Tallahassee sales contract
Date of Request:	January 9,February 1, 2002 2002


FUNDING REQUESTED ($000s)

	Capital CommitmentMonthly funding request – through 2002
	$1,8034,000
	

	
	
	




PROJECT DESCRIPTION

Enron provides gas to Entex on a load following basis at multiple city gates in Tennessee’s Zone 1 area.  Four contracts govern the sale and services provided (named above) and have an end date of October 31, 2002.  Enron is agent for Entex’s Tennessee transportation and no-notice storage contracts.

PROJECT STATUS

Currently Enron has gas inventory in Entex’s storage.  This gas is priced and sold to Entex in the month it is delivered to the city gate.  The storage contract has an MDWQ of 14,388 dth/day.  Flowing gas is required when Entex’s anticipated load exceeds the storage MDWQ.  Flowing gas is currently being sourced from Enron’s Bear Creek storage contract to avoid having to prepay for gas in the market.  (Bear Creek storage is not contractually related to the Entex transaction.)

Bear Creek storage currently has enough gas to last another week or so depending on Entex’s load requirements.  Once Bear Creek is depleted Enron will be required to periodically prepay for small quantities of gas to make up the difference between Entex’s daily requirement and the Entex storage MDWQ.  (Prepaying is an unattractive proposition in a transaction with load uncertainty.)

Without the prepay alternative, Enron’s ability to meet its contractual obligation is threatened.  If Enron breaches its contractual obligation there is risk that we may not be able to monetize the gas that has already been delivered to Entex’s storage but not yet sold to them.  At current market prices this inventory is worth approximately $750,000.

ENA, through its wholly owned subsidiary, Roseville Energy Facility, L.L.C. (“REF”), requests approval to invest $1.8 million to continue development of an up to 900MW combined-cycle natural-gas merchant plant in Roseville, California (the “Project”).  This approval covers anticipated development costs through February 28, 2002. Please see Appendix A for a detailed breakdown of the requested expenses.

The project will utilize either a two-on-one plus a one-on-one configuration or a three one-on-one configuration. The facility will include duct firing to enhance system output.  The facility will interconnect to the California Independent System Operator controlled grid through 230 kV transmission lines owned by the Western Area Power Administration. The REF will be located on land owned by the City of Roseville (the “City”).  ENA and the City have entered into a Lease Option Agreement and Development Agreement incorporating, among other things, lease payments for the site, development costs and fees paid to the city, reimbursement for costs associated with obtaining permits and easements, water rights to potable and recycled water from the City’s treatment plant and proposed potable water interconnections.  


PROJECT STATUS

The REF has been in development for approximately 10 months. The permitting process requires an additional 10 months to complete. The project is currently on time and on budget. The prior DASHs approved development expenditures of $44.6mm to fully develop the project. To date we have expended $21mm, with $17mm spent on emission reduction credits (“ERCs”) and the remaining $4mm primarily for preliminary engineering and environmental permitting expenses.


CURRENT STRATEGY

Continue to perform under the contracts pending approval to negotiate with Entex for an early termination date and sale of the storage inventory.


Unlike earlier projects that were sold once fully permitted, we are currently marketing the REF for sale in its partially permitted status. We will continue incurring minimum development expenses in order to maintain project status and timing. Based on our marketing plan, we expect to receive Letters of Interest from potential bidders by the end of February 2002. Assuming an acceptable offer is obtained, and with the approval of the bankruptcy court, we will then proceed to negotiate a Purchase and Sale Agreement by the end of June 2002.

Between February 28, 2002 and June 30, 2002, $3 of million additional development costs, beyond those requested here, will be required to reach a sale in June 2002.  These costs breakdown as follows:

· approximately $1 million for further engineering and environmental permitting work
· 
· approximately $2 million is to pay the farmers to purchase and install the electric agricultural pump engines.

Approximately $13.5 million is required to complete the ag engine ERC creation program and will be due in July and August, after the sale of the project.

Based on the level of interest we find in the market over the next two months there are three likely outcomes:
· An acceptable offer is received and we sell the project
· No acceptable offers are received and we liquidate the project assets*
· No acceptable offers are received, but based on market information, we determine a project sale is highly likely if development is completed (October 2002)

*The only assets available for sale are the emission reduction credits. These credits have the highest value if sold with the project. If the decision is made to sell the credits under the liqudation strategy, their value will likely be reduced 20-40%.


MARKET ANALYSIS AND VALUATION

The current power market in the west is very soft. A number of factors are in place depressing power prices significantly below the extraordinary prices seen last year. Some of these factors include mild weather, high rainfall, the recession, low natural gas prices, a perception that too many projects are being developed and the fact that the CDWR signed too many power supply contracts resulting in a limited spot market. These factors were all reversed or not in place last year. 

Reasons why this project can be marketed successfully are several fold. In the past, market prices have not provided a good indication of the market’s interest in new, efficient generating facilities. For example, power prices from our desk did not support the development of either the Pittsburg or Pastoria projects both of which generated sale prices approximately $40mm above their development costs. Also, many of the recently announced projects are being delayed or cancelled (we believe less than half of the projects in NP-15 will be completed) and of the six projects announced in the Roseville area, we believe only phase one of SMUD’s two Consumnes projects and ours will be successfully permitted. Finally, many of the CDWR contracts that were signed last year fall off over the next three years, probably resulting in a more robust power market by the time Roseville is operational. For these reasons, as well as the fact it takes approximately 4 years to permit and develop a new project, it is very possible that many of the factors currently depressing power prices may be reversed by 2005 when Roseville comes online.

Based on preliminary market responses, we see a good deal of interest in the Roseville project. The almost universal comment is that if only one or two of the “market softening” factors mentioned above turns around, the State will again be in an energy shortfall situation. These companies wish to consider “site banking” for that eventuality. Some of the parties interested in reviewing the offering memorandum include AES, Aquilla, FP&L, Teco Power, Constellation Power, and NRG. The interest in the project is due to several strong attributes of the project. These include a very attractive source of reclaimed water due to the project’s proximity to a large wastewater treatment facility, the attractive location in the grid (please see the attached letter from the ISO written in support of our project), access to gas and electric transmission, and most importantly, the availability of emission reduction credits.

Although the sale of a partially permitted project given the current market conditions is a challenge, we believe an offer that will recover our costs (currently $21 million) and generate a development fee of approximately $5 million - $10 million is feasible. If we cease development now, we are assured of losing our “soft” development costs of $4 million and taking a $4 million - $8 million loss on the emission reduction credits for a guaranteed loss of $8 million - $12 million. It is reasonably clear that spending $1.8 million to determine the level of interest in the market and potentially an additional $3 million to complete the sale in order to generate $26 million - $31 million in proceeds should be a good investment, albeit not without risk, if an acceptable indication or offer for the project is received by February 28, 2002.

RECOMMENDATION:


Negotiate with Entex to terminate the transaction with an effective date of February 8, 2002 (or some other mutually agreed to date).  Entex will pay the contract price for service up to the negotiated termination date and will pay a separately negotiated price for the ending storage inventory as of that same negotiated termination date.The REF is an important asset that should be managed to ensure the greatest value is realized for the estate. The requested development expenses of $1.8 will provide the time to market the project and determine the best course of action to generate the maximum value from the REF asset. 

    APPENDIX A


REF VENDOR DESCRIPTIONS:
 EXPENDITURES THROUGH 2/28/02


LAND ENTITLEMENTS

Western Area Power Administration (Easements) – Western will perform an analysis of easement holders along planned transmission route in Western’s territory. 

[bookmark: OLE_LINK1]Easement Analysis (Crosby/Heafy, Patch, Chicago Title) – An amount is budgeted for easement work beginning in February by several parties. REF will need to identify parcel owners along all routes prior to CEC approval. 

PERMITTING CONSULTANTS

Patch Inc. - Performing preliminary engineering analysis and responding to the California Energy Commission (“CEC”) data requests regarding the REF Application for Certification (“AFC”) filed August 10, 2001. Patch is being considered a critical vendor and a portion of the requested expenditures are pre-petition. Patch will be required to testify at CEC hearings to their work product, and replacement of Patch would render previous work unusable and halt the permitting process. Please refer to previously submitted Pre and Post-Petition payment requests.

URS - Performing preliminary environmental analysis and responding to the CEC data requests regarding the REF AFC. URS is being considered a critical vendor and a portion of the requested expenditures are pre-petition. URS will be required to testify at CEC hearings to their work product, and replacement of URS would render previous work unusable and halt the permitting process. Please refer to previously submitted Pre and Post-Petition payment requests.

Allan Thompson – Providing licensing legal advice to the REF AFC process and responding to the CEC data requests regarding the REF AFC.  Allan Thompson is being considered a critical vendor and a portion of the requested expenditures are pre-petition. Significant input to the AFC strategy was provided by Allan Thompson and without his continued involvement, credibility and continuity issues would be put into question by the CEC. Please refer to previously submitted Pre and Post-Petition payment requests. Please note that the agreement with Allan Thompson provides for a significantly reduced billing rate in exchange for an at risk bonus of up to $1,000/mw if the project is ultimately sold. The payment of this bonus would come from the sale proceeds due Enron.

Kathy Russeth – Providing Public Relations consulting services to REF.  

Susan Rohan – Providing Public Relations consulting services to REF.

PERMITTING AGENCIES

CEC – A nominal amount is required to be spent for each workshop or hearing held by REF. This estimate includes rental of a room or hall and refreshments. 

Western Area Power Administration (Environmental) - Environmental analysis of REF to be performed by Western.  Please refer to previously submitted Post-Petition payment request. (Amount was scheduled to be paid 1/2/02).

EMISSIONS REDUCTION CREDITS

Builder's Pre-Stain – Builder’s Pre-Stain is willing to accept $15k monthly payment for a period of 7 months to postpone closing of signed ERC purchase agreement. Final purchase price is $941,000, with payment scheduled for July 2002. The cash committee has approved this closing extension, which will entail $30k spent by 2/28/02 with a remaining $75k and the final purchase price paid by 7/30/02. Please refer to previously submitted Post-Petition payment request. 


Louisiana Pacific – We are in the process of negotiating with Louisiana Pacific a $150K payment to postpone closing of a signed ERC purchase agreement. The balance of $1,449,000 would due in July 2002. Should Louisiana Pacific not accept amendment, full payment of $1,599,000 is likely due in early March 2002, 30 days after ERC public comment period.
 
Govenetti – Ag. Engine ERC Option Payment. Contract not yet signed by Enron.

Yolo-Solano AQMD Filing Fee – Fee charged by Yolo Solano Air Quality Management District to further review Ag. Engine ERC creation program.

Knaggs Ag. Pump Option - Ag. Engine ERC Option Payment. Contract not yet signed by Enron.

Placer County APCD Filing Fee – Fee charged by Placer County Air Pollution Control District to further review REF Air Permit and ERC package. 

PG&E Application Fees and Engineering – Application fees and engineering work to begin electrification of motors in Yolo County. 

ERC CONSULTANTS

Mike Heydari (AQMS Consulting) – Consulting work supporting the Ag. Engine ERC program, crucial to the completion of REF’s ERC package. 

McCutchen, Doyle – EPA and CARB lobbying assistance and regulatory consulting for Ag. Engine ERC program. 

Eric Tenhunfeld – Consulting work supporting the Ag. Engine ERC program, crucial to the completion of REF’s ERC package. Post-petition work previously performed scheduled to be paid week of 1/28

OTHER EXPENSES

PG&E (Gas) – Estimated cost of detailed gas interconnection study for REF. 

SMUD – Estimated cost of SMUD’s AFC intervention. The CEC requires that project developers cover costs of an intervener’s analysis.   

Western Area Power Administration (Transmission) – System Impact and Facility Study of REF. A portion of the work is pre-petition and the remainder is an advance for work to be done in the coming months. Please refer to previously submitted Pre and Post-Petition payment requests.

Sierra Research  - Additional assistance to Placer County APCD review of REF project. 




