Enron’s Investment



· Enron Corp.  (“Enron”) has agreed to provide “seller financing” in order to facilitate the acquisition of Portland General Electric Company (“PGE”), and Enron has no desire to control a utility.  

· Therefore, Enron’s investment was carefully structured so that the transaction could go forward while:
· Protecting investment-grade rating of utilities;
· Protecting value of combined companies;
· Providing an exit for Enron within 5 years.


· Northwest Energy Corporation (“Holdco”), a new holding company, will be formed to own all of the outstanding stock of a subsidiary of Northwest Natural Gas Company (“NWN”) and that was formed to acquire all of the stock of PGE.  (See attached diagram.)

· Holdco will issue to Enron: 
· $50 million of a combination of voting and nonvoting common stock; and 
· $200 million in “Feline Prides” —a preferred stock of Holdco that which will effectively be converted to nonvoting common stock no later than 4 years after closing.


· Enron’s investment was carefully structured so that the transaction could go forward while:
· Protecting investment-grade rating of utilities;
· Protecting value of combined companies;
· Providing an exit for Enron within 5 years.

· Enron is subject to restrictions on its ability to own more than 4.9% of the voting common stock of Holdco:
· The actual number of shares of voting and nonvoting common stock that Enron will receive will be determined based on NWN’s stock price as of the closing, subject to caps and ceilings on the number of shares to be issued;
· In no event will Enron receive more than 4.9% of the outstanding voting common stock of Holdco as of the closing; 
· Enron can convert nonvoting common stock to voting common stock only if after such conversion Enron owns no more than 4.9% of the voting common stock of Holdco;
· Under its agreement with Holdco, until the earlier of 5 years after the closing and the time at which Enron owns less than 10% of the securities issued to it in the transaction at closing, Enron is prohibited from acquiring any additional voting securities of Holdco, unless a third party makes a tender offer or seeks control of Holdco.
 
· Enron will be entitled to appoint up to two members of Holdco’s Board, and to proportional representation on the PGE and NWN Boards.  Enron will also have the right to appoint a member of Holdco’s audit committee. 
· Enron’s Board membership drops from 2 to 1, when it owns less than 50% of the securities issued to it in the transaction at closing.
· Enron’s Board membership ends the earlier of 
· 5 years after the closing and
· the time at which Enron owns less than 10% of the securities issued to it in the transaction.

· In order to protect its investment in Holdco, Enron holds certain consent rights similar to those typically granted to investors.  Namely, until the earlier of (i) 5 years after the closing and (ii) the time at which Enron owns less than 25% of the securities issued to it in the transaction.  
· Enron’s consent is necessary for: 
· HoldcCo to authorize or issue new stock that ranks equal to or better than the Feline Prides.
· HoldcCo to take actions that would cause 
· Enron to own greater than 4.9% of Holdco’s voting common stock.
· Enron to become subject to the Public Utility Holding Company Act of 1935.
· Holdco to take certain specified actions that would result in a downgrade of the Feline Prides or HoldcCo’s debt.

· Transfer restrictions:
· Enron is prohibited from transferring the securities issued to it in the transaction in any transaction that involves a public offering under the federal securities laws, until the earlier of:
· 30 months after closing; 
· 6 months after HoldcCo has completed one or more equity offerings that raise in the aggregate at least $300 million in gross proceeds (which is expected to be accomplished in 2001 or 2005); and
· a third party acquires control of Holdco.
· Enron can transfer to certain affiliated transferees
Deal Structure
PGE
NWN
NWN
 Holdco
· $1.55 billion in new capital (1) (2)
· $200 million Feline Prides to Enron
· $50 million common stock to Enron (3)
New Sources for PGE purchase
Public Stockholders
· $1,019 million in debt
· $30 million in preferred stock
· $488 million in debt
· $34 million in preferred stock
· Combination of high yield debt, bank debt and equity bridge – final terms yet to be determined; will also include revolving credit facilities for NWN Holdco., NWN and PGE
· Co-managed by Merrill Lynch and CSFB
· Voting shares capped at 4.9%; remainder non-voting common

