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RAC Recommendation: Proceed with Transaction Returns below Capital Price   Do not Proceed
APPROVAL AMOUNT REQUESTED
PV8 of lease payments	$168,898,000


Enron Corp. Guarantee:	Maximum of $74.5 million of the charter obligations of Enron Asia Transport Company. 
				
FINANCIAL EXPOSURE SUMMARY
Approval Amount
This transaction:				     $74.56.5 million*		
Previous LNG Transactions:	Exmar Charter	     $56.5 million
Hoegh Galleon:	     $18.0 million		  
				Elba Island	     $66.1 million	
Total LNG Transactions:			   $197.158.6 million		
* This represents the present value (@9%) of the $74.5 million guarantee amount if it were paid in approximately 3 years.  this termination penalty amount.
DEAL DESCRIPTION
As part of the decision to charter a LNG vessel from Exmar in May, Enron received two options to charter additional vessels on similar terms. Enron’s Global LNG Group proposes to exercise its first such option to enter into a 25-year charter of a 138,000 cubic meter (approximately 3.3 3.2 MMCfBCF pressurized gas equivalent)) LNG tanker (the “Vessel”) to be constructed and owned by a Liberian affiliate of Exmar N.V., a Belgian company.  If Enron does not exercise this option, it loses the second option. The Daewoo (Korea) Shipyard is scheduled to construct the Vessel with a delivery date Octoberof approximately May 1, 2003, with the specific delivery date to be decided by Enron.  The charter rate for the Vessel is $512,850 per day for capital and $10,780 per day for O&M.  The capital cost remains unchanged over the life of the deal; actual O&M costs are a direct pass-through to Enron under the charter. In addition, voyage costs such as bunker fuel costs, port fees, taxes and charges are treated separately and are for Enron’s account.
Enron will simultaneously subcharter the vessel to Hyundai Merchant Marine Co., LTD. (HMM) for $59,700 per day capital component and a direct pass-through of all operating and voyage costs.  Hyundai is E-rated a 9 (B equivalent). The other terms and conditions of the subcharter will mirror the original charter with Exmar.  HMM initially will use the vessel to transport LNG for Korea Gas Corporation (KOGAS) under a 14 year Contract of Affreightment (COA).  KOGAS is E-rated a 7 (BB equivalent).   Credit support for HMM’s obligations to Enron will come from a letter agreement between KOGAS, HMM and Enron.  KOGAS will still remain liable for all subcharter payments for the first 14 years.   Payments by KOGAS will go into an escrow account, from which Enron will receive its payments ahead of HMM.  HMM expects that it will be able to extend the COA with KOGAS before it expires to cover the full 25 years of the subcharter.  However, this is not modeled.
As part of the overall deal, Enron will also charter the Hoegh Galleon to HMM for the KOGAS trade during winter periods until the new build vessel is delivered. The profit of the Hoegh Galleon during this 14 month maximum period will equal the expected profits that the Hoegh Galleon would achieve in other employment.
HMM is the largest shipping company in Korea, with more than 120 ships in operation, either directly owned or through charters. Its 1999 net income was $124 million on revenues of $4.2 billion. Excluding this charter, HMM has 7 ships transporting LNG on behalf of KOGAS. 
KOGAS is the natural gas import and transportation monopoly of South Korea. It was recently privatized with various government entities retaining control. 
Enron Global LNG anticipates being able to utilize the Vessel in one of the following:  novation to an Enron project, subcharter to an third party for use in a project or in merchant trade, or merchant trade by Enron to the U.S., Europe, or Asia.  If Enron’s Metgas (India) , Jose (Venezuela), or other LNG project is successfully developed, Enron can elect to novate the ship to such affiliated project at no additional charter cost.
An Enron Corp. guarantyee of up to $74.5 million of the payment-related obligations of Enron Asia Transport Company under this charter  and any termination feewill be required; the guarantee amount declines to $47.5 million after year three of operations..  With Exmar’s consentAt Enron’s option, this guarantyee can be released if the charter is novated into an Enron-affiliated project or replaced by an acceptable  letter of credit. Enron will record the charter with Exmar as a lease, either operating or capital, when Enron takes delivery of the vessel in 2003.

SOURCES AND USES OF FUNDS 

No Enron cash should be required as the charter payments to Exmar are expected to be funded by HMM or KOGAS.


RETURN SUMMARY

The return was probabilistically The expected returns for the project are summarized below:
modeled.  For the first fourteen years, in order for default to occur, KOGAS and HMM both must default. For the remaining eleven years, default risk of HMM was modeled.    When a default occurs is the model, the vessel obtained a replacement charter in an expected time period of 21 months.   As the lease obligation would only be abrogated when the original contract terms were above market, the replacement contract was assumed to have an expected day rate which was 70% of the original contract rate.   Distributions were applied to these two key variables.   The lease is viewed as a limited recourse 100% financing, with no residual value, thus an equity discount rate of  17% was used.   Given that there was no termination for conveyance clause, it was assumed that payments were made to Exmar by Enron until a new charter was signed.
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In order to depict the effect of defaults, a graph is included below.  This graph displays the individual NPV's of each of the 1,000 trials.  
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CASH FLOW SUMMARY
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TRANSACTION UPSIDES/OPTIONALITY

Upon closing this transaction on or before by August 31May 19, 2000, Enron will receivetain the option to charter two addone additional vesselessels by August and November 30 of this year.  If newbuild ship prices escalate to the $180 to $190MM range,   While these options areis limited to Enron and cannot be monetized via resale, Enron could realize this increase in value this year through a subcharters to third partieslike the one proposed in this transaction.  This option valuation requires an escalation of newbuild LNG tanker prices over their estimated $160 million price today, a possible, albeit uncertain, event.

vessels.

Certain other upside scenarios—expansions of the BP Amoco Trinidad LNG project with shipment to the Elba Island, GA terminal where Enron has contractual capacity—have not been incorporated in the model for this transaction because their probability is considered lower than the scenarios incuded in the model.

Enron has the option to terminate the charter by paying an early termination fee of $74.5 million prior to accepting delivery of the Vessel in approximately three years.  The net present value of this amount, which is Enron Corp., payable at delivery and discounted to the present at a cost of capital of 9% is approximately $56.5 million.  Thereafter, Enron maintains the right to terminate the charter agreement for convenience for up to three years after taking delivery. An Enron Corp. guaranty of the payment-related obligations under this charter (including any termination fee) will be required.  This guaranty can be released if the charter is novated into an Enron-affiliated project with the guaranty to be replaced by an acceptable letter of credit.

EXIT STRATEGY

The planned strategy is to use the Vessel for the duration of the charter for its highest value:  long-term novation to an Enron project or subcharter to a third party, with merchant LNG trading being the alternative use for this LNG tanker.  Such merchant LNG activity is most likely between the Middle East and/or Africa and the U.S., but could also include shipments to Europe and Asia.  In the event that Enron elects to develop the Jose LNG project, the Metgas LNG project, or any other LNG  project, the Vessel can be novated to such project company at no increase in hire rates.  If Enron finds the operation of the Vessel for merchant activity unattractive and no sub-charter opportunities are available, it can elect to stop operation (“lay-up”) the Vessel in order to eliminate operating costs.  Enron will be required to continue to pay the capital component of the charter ($18.9 million annually), plus annual lay-up fee ($0.73million), to Exmar.

This is a back-to-back transaction with Enron’s commitment to the vessel terminating when the HMM subcharter ends. The exercise of the option is in effect self-liquidating. Enron will have the option to extend its charter with Exmar for up to an additional 10 years by declaring its intent to do so three years prior to the original termination date. HMM will be offered a similar right to extend for up to five years.


RISK MATRIX 

	 DESCRIPTION OF RISK
	MITIGATION/COMMENTS

	Risk of Development of Metgas, Jose, or other Enron-sponsored LNG Project.Credit Risk of HMM & KOGAS – Failure to pay under the subcharter or letter agreement, Enron would still be liable to Exmar for at least the capital component of the hire, up to the Corp guarantee amount in effect at the time of a default.
	KOGAS is viewed as the stronger of the two counterparties for the first 14 years.  Payments from KOGAS will flow through an escrow account with Enron at the top of the waterfall.  If KOGAS became insolvent during the first 14 years of hire, Enron could still look to HMM for payment of the charter. During the first 14 years, Enron is exposed to the joint probability of default by KOGAS and HMM.  In years 15 through 25, HMM is the only counterparty.
 There can be no assurance that Enron will develop either the Metgas or Jose project.  Each project has economic, credit,  and/or other issues that remain to be resolved prior to their being advanced in the Transaction Approval Process.  Insofar as the issues for each of the Metgas and Jose projects are different, however, it is possible that one project could proceed without the other, or that Enron could develop another, as of yet unidentified, LNG project that would employ this Vessel.

	In the event of subcharter default(s),Availability of Subcontracts to Creditworthy Counterparties  exposure to market dayrates for rehire of vessel



	While Enron natural gas curves indicate a continued economic viability for LNG projects,  a oversupply of vessels, a change in stranded gas markets,  or altered LNG economics as a whole, could impair the value of the vessel. 

	Ship Market Risks in Merchant Trade – LNG SupplyOperating Risks
	Exmar will operate the ship on behalf of Enron and HMM, and the operating risks flow to Exmar through Enron’s charter with Exmar.Excess LNG capacity exists worldwide because both the production capacity of natural gas reserves and related liquefaction facilities dedicated to LNG projects are oversized relative to their long-term contractual obligations.  The business unit believes that if LNG producers can receive a netback price of approximately $1.00/MMBtu, escalated with increases in petroleum prices, they will produce their excess capacity of LNG and dedicate it to the merchant market.  This netback price generally requires a U.S. natural gas price (Henry Hub) of approximately $2.50 - $3.00/MMBtu. For merchant trades to the U.S.  This view is corroborated since strengthening U.S. natural gas prices have increased the number of merchant cargoes into the open access Lake Charles, LA terminal over the past year.

	Market Risks in Merchant Trade – ShippingEnvironmental Liability
	Exmar will operate the ship on behalf of Enron and HMM and retain this exposure. There has never been a major accident involving the LNG fleet. Also, the vessel will be covered by insurance approved by Enron and paid for through the O&M portion of the hire.To date, only Enron’s Hoegh Galleon and, potentially, this proposed new-build LNG tanker would be dedicated to the merchant LNG trade.  Other merchant trades rely on shipping on vessels that are otherwise dedicated to a long-term LNG purchase and sales agreement, but are available due to seasonality or otherwise.  Approximately twenty new LNG tankers are currently under construction, but these vessels have already been chartered in connection with existing or new LNG projects; there appears to be no speculative building of LNG tankers.  While there is a risk that others either construct new LNG tankers or redeploy existing vessels to this merchant market—particularly if Enron is successful in this market—Enron would have the opportunity to subcharter this Vessel to third parties if we saw a fundamental change in the supply/demand situation for LNG tankers.  Moreover, the high price of new-build ships is likely to constrict the number of these vessels dedicated to this merchant market.

	Lost profits if ship goes off-hire – If the  vessel is unable to work to sepcified reasons, HMM will not have to pay Enron.

	“Off-hire” provisions in the vessel charter contain allowance periods.   The "Off-hire" provisions generally cover accidents, labor disputes, medical emergencies, and repair days in excess of regularly scheduled dry-docking.   The "Off-hire" provision only applies when the condition(s) exceeds 72 hours in a given calendar year.   For a regularly scheduled dry-dock, Enron shall be entitled 21 days plus seven-tenths of a day for each month, in excess of 30 months since the last dry-docking.    Thus for "Off-hire" dry-docking, the vessel must be "Off-hire" for more than 72 hours in any year and for more than another 21 days every 30 months, before HMM can stop paying the charter rate to Enron. Note that only lost profits are at risk for “Off-hire” periods because Enron is excused from its payment obligations to Exmar during “Off-hire”.








EY SUCCESS FACTORS BE MOVED TO THIS PAGE?


KEY SUCCESS FACTORS
					
	
	NA
	Poor
	Excellent

	Core Business
	
	
	        X

	Strategic Fit
	
	
	        X

	Upside Potential
	
	                           X
	

	Management
	     X
	
	

	Risk Management
	   NA
	                    X
	



1. l in the fourth quarter of 2002 or the first quarter of 2003.
2.  of Hoegh Galleon and Exmar Vessel beginning June 30, 2000.
3. by the fourth quarter of 2000.

OTHER RAC COMMENTS: 

RAC's analysis is predicated on the letter agreement with KOGAS taking the effective form of an irrevocable guaranty of payment in the first 14 years of the charter.

This transaction is exposed to the default risk of two non-investment grade obligors during the tenor of 25 years.   While Enron's natural gas curves indicate the continued viability of LNG projects,  given the non-investment grade like obligors,  there remains the higher than normal risk that the vessel could be exposed to re-hire at then market rates.  If there were a default scenario, one can rightfully assume that LNG charter dayrates would have moved down.   The charter rate can only fall 11.5% per day before the net charter exhibits negative cash flow.




TRANSACTION MILESTONES: 

  It will also increase the likelihood that Enron will exercise the option on two additional ships.  In the second milestone, CALME has been asked to provide a semi-annual report providing updates on the utilization of Exmar vessel.  Creating an LNG book with pre-set VAR limits and utilization rates makes up the third and final milestone.



	



APPROVALS
	
	Name
	
	Signature
	
	Date

	Regional Mgmt.
	
	Wayne Perry
	
	
	
	

	Regional Mgmt.
	
	Rick Bergsieker
	
	
	
	

	Regional Mgmt.
	
	David Haug
	
	
	
	

	Legal
	
	Dan Rogers
	
	
	
	

	RAC Management
	
	Rick Buy/David Gorte
	
	
	
	

	Enron Global Finance
	
	Andy Fastow/Ben Glisan
	
	
	
	

	ENE Office of the Chairman
	
	Jeffrey Skilling/Joe Sutton
	
	
	
	







Attachment I.  Expected deterministic returns for the charter including $34.3 million guarantee 


	Scenario
	Expected NPV
	Explanation

	1. Ship used in merchant trade to Elba Island
	($17.6) million
	Assumes that Enron captures both the $.02 to $.03 margin at Elba Island plus a basis differential of $.09 to $.19 at unloading terminal tailgate.
20%

	2. Ship used in merchant trade to Spain
	$21.1 million
	Enagas to receive all Enron delivery from the Middle East to Spain.
10%

	3. Ship used in swap
	$29.4 million
	Enagas to deliver cargoes at Elba Island.  In return, Enron would deliver equivalent volumes from the Middle East to Spain.  In addition to lower delivered costs per MMBTU, the swap would result in reduced voyage time, thereby freeing shipping capacity for further merchant activity.
%

	4. Vessel is sub-chartered

	($17.1) million
	Based on newbuild Vessel prices at the expected late year 2000 price of $180MM.
%

	5. Enron elects to pay termination for convenience
	($30.74) million
	Worst case scenario.  Enron has right from time of commitment to charter until three years after delivery to terminate the charter for convenience in exchange for $74.5 million in 2005.
Probability:  10%

	 Before Effect of Implied Enron Guarantee Fee
	

$20.7 million
	

	†
	($19.5 million)
	

	Net Present Value
	$1.2 million
	




the 
guarantee price.  The forward guarantee price is discounted at 17 percent to calculate the guarantee NPV.
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Cash Flow Summary
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