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	DEAL NAME:  Devils DispositionKendall New Century Development, 
                             L.L.C.
Counterparty: Mesquite Investors / El Paso EnergyPSEG Fossil, L.L.C.
Business Unit: Enron North America / East Coast PowerEast Power DevelopmentTeam
Business Unit Originators:  Brad Alford / Dave DuranFred Mitro/ Rusty Stevens/
                                             Chris Booth
Public	Private
Merchant	Strategic
Conforming	Nonconforming
	Date DASH Completed: 12/07/200004/  /2001
RAC Analyst/Underwriter:  
Transaction Type: Sale of 100% of Ethel Koskas/Chip Schneidermember interest in project
                              development company
Capital Funding Source(s):  NA
Option Closing DateExpected Closing Date:  December 27, 2000April 6, 2001
Receipt of Sales Proceeds: April 6, 2001 Expected Funding Date:  N/A
Board Approval: Pending  Received  Denied  N/A


RAC Recommendation: Proceed with Transaction     Returns below Capital Price   Do not Proceed
CURRENT FAIR VALUE SUMMARY (000’s)

East Coast Power (ECP) is currently fair valued as a merchant asset.  JEDI II owns a 51% stake in ECP.  Enron’s indirect ownership in ECP is 25.5%.

		           Total JEDI II/Enron Ownership			   		Enron Ownership Only
Existing JEDI II (50% Enron) Fair Value of ECP Equity		$202,212		         $101,106
Existing Enron Fair Value of ECP Subordinated Debt		$157,900		         $157,900*
Total Enron Fair Value of ECP Securities			$360,112		         $259,006

* $30 million of the outstanding $187.9 million of ECP subordinated debt was sold into the “Merlin” Collateralized Loan Obligation (“ENA CLO I”) in December 1999.

DEAL DESCRIPTION

Enron proposes to sell its subordinated debt and indirect (JEDI II) ownership in ECP through a disposition to our existing partner, Mesquite Investors, L.L.C. (“Mesquite”) for net consideration valued at $266.9 million.  This should be compared to a current fair market valuation of $259.0 million for ENA’s equity and subordinated debt.  El Paso Energy (“EPG”) has a substantial minority interest in Mesquite and is also the managing partner of Mesquite.  A stream of “Deferred Payments” and a “Contingent Payment” will make up the consideration paid for our interest in ECP. 

The Deferred Payments will be structured as two NYMEX financial swaps between El Paso Marketing (“EPME”), a wholly owned subsidiary of El Paso, and Mesquite (see Annex I, attached). The obligations of EPME will be fully guaranteed by EPG.  The swaps will then be assigned by Mesquite to ENA & ECP Holdings proportionate to the value of the subordinated debt and equity, respectively.  Mesquite/EPME will pay NYMEX plus a 52.69 cent spread and will receive NYMEX on volumes of 300,000 MMBtus per day (See “Transaction Details”) netting to a total payment stream equivalent to the Deferred Payments.  The premium to NYMEX will escalate quarterly in step with the total payment escalation.  These swaps will be “in the money” to ENA by approximately $347.3 MM assuming an 8.5% discount rate and will be marked-to-market immediately.  In return, JEDI II will transfer its 51% ownership and ENA will transfer $157.9 MM of subordinated ECP notes to Mesquite.  Assuming a closing by year-end, the subordinated debt component of 157.9 MM will be monetized in our “Condor” vehicle.  Early next year, the two swaps will be assigned to a Qualified Special Purpose Entity (“QSPE”) so that ENA Treasury will be able to monetize the total amount.  The QSPE will be set up as a stand-alone entity that will serve as a conduit for the swap payments.  In assuming an 8.5% discount rate for the monetization of this swap asset, Enron has included an adjustment for the EPME/EPG guarantee as well as a structuring premium on top of EPG’s market borrowing rate. 

The Contingent Payment depends entirely upon the restructuring of the PPA agreement at the Linden Cogen Plant.  The payment will start at $26.1 MM and escalate at 12% annually until 2004, remaining flat thereafter.  There will be a financial guarantee in place to ensure that if Mesquite fails to make the Contingent Payment following a PPA restructuring, EPG will be required to step in to fulfill the obligation.  Given the regulatory environment and the Northeast power market, Enron fully expects the Linden PPA to be restructured by 2004.  There is some risk, however, that a PPA restructuring is delayed past 2004 consequently degrading the value and certainty of this payment.  Enron has used an 11.6% discount rate in evaluating this cash payment.

RETURN SUMMARY (in 000’s)
	
	
	Swap #1
	Swap #2
	Net To Enron

	
	
	JEDI II Equity
	ENA Sub Note
	50% Jedi II + Sub note

	 Gross Proceeds 
	  187,681 
	
	  157,900 
	
	  251,741 
	

	 Fees 
	
	    (5,604)
	
	      2,869 
	
	           67 
	

	 Accrued Interest 
	              - 
	
	      3,426 
	
	      3,426 
	

	 Net Proceeds 
	  182,077 
	
	  164,195 
	
	  255,234 
	

	 PV of Contingent Payment 
	    23,516 
	
	              - 
	
	    11,758 
	

	 Total Proceeds 
	
	  205,593 
	
	  164,195 
	
	  266,992 
	

	 Fair Value 
	
	  202,212 
	
	  157,900 
	
	  259,006 
	

	 P&L 
	
	      3,381 
	
	      6,295 
	
	      7,986 
	


**  Net transaction fees including JEDI II placement and advisory fees paid to Enron.
Enron North America Corp. (“ENA”), through its wholly owned subsidiary Kendall New Century Development, L.L.C., (“Kendall”) currently holds options to purchase approximately 70 acres of undeveloped land (‘Land Option Agreements”) in Kendall County, IL (“Kendall Site”). In addition, Kendall currently holds various permits, approvals, and development milestones for a natural gas-fired peaking facility (“Plano Project”). For strategic purposes, ENA has determined that it can best maximize the value of its ownership interests in Kendall by selling this entity to a third party developer.

PSEG Fossil, L.L.C. (“PSEG”) is currently performing technical and economic due diligence of Kendall under a thirty (30) day-term exclusivity option (“Exclusivity Agreement”) that expires on March 28, 2001. Mutually acceptable terms under a Purchase Agreement between ENA and PSEG are being determined with an anticipated execution and closing date on or before April 6, 2001.




	Capital Price Components for Contingent Payments
	
	Capital Price Components for El Paso/Mesquite Payments (Swaps)

	
	
	
	
	
	
	

	Risk free rate (%):
	5.63%
	
	
	Risk free rate (%):
	5.63%
	

	Equity/Credit premium (%):
	2.49%
	
	
	Equity/Credit premium (%):
	2.49%
	

	Transaction Specific (%):
	3.48%
	
	
	Transaction Specific (%):
	0.38%
	

	RAC CAPITAL PRICE:
	11.60%
	
	
	RAC CAPITAL PRICE:
	8.50%
	


Additional changes made to the underlying 
BACKGROUND
transaction structure are as follows:

· would be applied to an option on the Haywood Project.  The Calvert City Project option would in turn be cancelled.  
· .  The previous Project Development Agreement for the Calvert City Project would in turn be cancelled.  
· ).
· $10.00.
· Project to AES for $2,500,000.
·  only be responsible for its internal costs of achieving the Development Milestones (or any outside costs it decides to incur at its sole judgement) and any TVA System Impact Study cost incurred above $50,000.  AES will be responsible for funding all other development costs including but not limited to the costs of obtaining an air permit and facilities study for the Haywood Project.  
COMPENSATION

PSEG will pay ENA a purchase price of $3,000,000 (three million) upon execution and closing of the Purchase Agreement.
The purchase price will consist of a payment on the closing date of $2,700,000 (two million seven hundred thousand) and a credit towards the purchase price of $300,000 (three hundred thousand) already received by ENA under the Exclusivity Agreement. 


JEDI II purchased a 100% equity stake in ECP for $80 million on February 4, 1999 as part of an asset acquisition from Cogen Technologies. As part of the purchase consideration, Enron contributed approximately 7.6 million shares of common stock to ECP in exchange for a $250 million subordinated note. In April, ECP successfully placed $850 million in senior notes in the open market to refinance the acquisition debt. Simultaneously, $62 million of subordinated notes were retired. 

Since the 1st quarter of 1999, when ECP was first acquired, JEDI II (50% Enron) has realized fair value gains of approximately $255 million.  Two major events have allowed Enron to realize these gains.  First, El Paso, through Mesquite, acquired a 49% interest in ECP from JEDI II (valued by JEDI II at $39 million) with an up-front payment of $133 million and contingent payments valued at $12 million.  The sale also increased the value of JEDI II’s remaining equity interest in ECP from $41 million to $151 million.  As a result, JEDI II realized a gain of $106 million on the sale and recognized a gain of approximately $110 million on its remaining 51% interest.  Second, in June 2000, Enron approved the construction of a sixth unit at Linden.   This unit will be critical in providing power and steam to the nearby TOSCO refinery under a long-term Energy Supply Agreement (ESA) and in maintaining Linden’s status as a qualifying facility (QF).  This sixth unit also gives Linden 30-60 MW of additional merchant capacity as well as a site for a seventh unit, providing Linden with additional value by increasing merchant capacity into a volatile service area.  Consequently, Enron/JEDI II was able to mark another $19 million in earnings related to unit six for the 2nd quarter of 2000.  The remaining increase in fair value has resulted from a combination of several factors including, but not limited to, accretion of discount as well as changes in ENA’s inflation curve since the acquisition.  

EXIT STRATEGY

During the 1st quarter 2001, ENA Treasury intends to monetize the NYMEX swap payments through a sale into the bank market.  The discount rate for this sale is anticipated to be less than or equal to the 8.5% used in this valuation given current interest rates and spreads.  


TRANSACTION DETAILS

The Deferred Payments					

	
	
	Notional Volume
	NYMEX Premium
	

	
	Date
	(MMBtus)
	($/MMBtu)
	Payment

	
	May 15, 2001
	27,000,000
	         0.5269 
	   14,225,862 
	

	
	August 15, 2001
	27,300,000
	         0.5276 
	   14,403,685 
	

	
	November 15, 2001
	27,600,000
	         0.5284 
	   14,583,731 
	

	
	February 15, 2002
	27,600,000
	         0.5350 
	   14,766,028 
	

	
	May 15, 2002
	27,000,000
	         0.5537 
	   14,950,603 
	

	
	August 15, 2002
	27,300,000
	         0.5545 
	   15,137,486 
	

	
	November 15, 2002
	27,600,000
	         0.5553 
	   15,326,705 
	

	
	February 15, 2003
	27,600,000
	         0.5623 
	   15,518,288 
	

	
	May 15, 2003
	27,000,000
	         0.5819 
	   15,712,267 
	

	
	August 15, 2003
	27,300,000
	         0.5827 
	   15,908,670 
	

	
	November 15, 2003
	27,600,000
	         0.5836 
	   16,107,529 
	

	
	February 15, 2004
	27,600,000
	         0.5909 
	   16,308,873 
	

	
	May 15, 2004
	27,300,000
	         0.6049 
	   16,512,734 
	

	
	August 15, 2004
	27,300,000
	         0.6124 
	   16,719,143 
	

	
	November 15, 2004
	27,600,000
	         0.6133 
	   16,928,132 
	

	
	February 15, 2005
	27,600,000
	         0.6210 
	   17,139,734 
	

	
	May 15, 2005
	27,000,000
	         0.6427 
	   17,353,980 
	

	
	August 15, 2005
	27,300,000
	         0.6436 
	   17,570,905 
	

	
	November 15, 2005
	27,600,000
	         0.6446 
	   17,790,541 
	

	
	February 15, 2006
	27,600,000
	         0.6526 
	   18,012,923 
	

	
	May 15, 2006
	27,000,000
	         0.6755 
	   18,238,085 
	

	
	August 15, 2006
	27,300,000
	         0.6764 
	   18,466,061 
	

	
	November 15, 2006
	27,600,000
	         0.6774 
	   18,696,887 
	

	
	February 15, 2007
	27,600,000
	         0.6859 
	   18,930,598 
	

	
	May 15, 2007
	27,000,000
	         0.7099 
	   19,167,230 
	

	
	August 15, 2007
	27,300,000
	         0.7109 
	   19,406,821 
	

	
	November 15, 2007
	27,600,000
	         0.7119 
	   19,649,406 
	

	
	February 15, 2008
	27,600,000
	         0.7208 
	   19,895,023 
	

	
	
	
	
	
	

	
	
	
	
	

	
	The Contingent Payments
	
	
	

	Restructuring Year
	
	
	
	Payments
	
	

	
	
	
	
	
	
	

	2001
	
	
	
	              $26,103 
	
	

	
	
	
	
	
	
	

	2002
	
	
	
	              $29,235 
	
	

	
	
	
	
	
	
	

	2003
	
	
	
	              $32,744 
	
	

	
	
	
	
	
	
	

	2004-2017
	
	
	
	             $36,673 
	
	



RISK MATRIX 
	DESCRIPTION
	MITIGATION/COMMENTS

	Execution risk

	El Paso is very motivated to close this deal by year-end.  A significant portion of the value at ECP is in the PPA restructurings.  The earlier El Paso can close with us, the earlier El Paso can begin to work towards viable restructuring with the other interested parties.  Enron expects El Paso to pursue a PPA restructuring at Linden almost immediately after this sale.  There is a risk, however, that the restructuring will be delayed or will not occur.

Enron will maintain a non-voting preferred member interest in ECP to monitor the progress of a Linden restructuring and our ability to collect our “Contingent Payment”.  To help mitigate our risk, a guarantee from Mesquite and El Paso will apply to the Contingent Payment should the restructuring conditions be met.  Enron is also negotiating for some limited protections for the payments such as accruing a default interest rate and acceleration of the payments under certain conditions. 

	Conditions Precedent/Timing Risk






	The expected closing date for this transaction is on or before December 27, 2000.  There are three primary conditions precedent to closing this transaction:  1) An Industrial Site Recovery Act (“ISRA”) certificate of non-applicability from the New Jersey Dept. of the Environment.  2) Ratings agency re-affirmation on the BBB- ECP senior debt.  3)  Consent from the Bayonne partners for a change in ownership of the managing venturer.  Once Mission’s ownership of Bayonne is acquired by ECP in the next few days (pursuant to a pre-existing agreement), Calpine and ANP will be the remaining minority partners with 7.5% and .0375%, respectively. Mission’s 50% interest in the TEVCO/Mission partnership in early December 2000.

The first two conditions precedent above are on schedule to be met by year end.  Consent from ANP is expected by year end.  ECP is also in final negotiations to acquire the Calpine interest by year end.  Failing a year end agreement with Calpine, or some other work-around, closing could be delayed until the necessary consents are obtained.  

	Discount Rate Risk
	Transaction value is affected by changes in: 1) Treasuries, 2)EPG credit spreads, and 3) the risk premium for the Linden project and PPA restructuring.  The Deferred Payments have been valued at a discount rate comparable to EPG corporate debt plus a structuring premium.  Upon the close of this transaction, the treasury component of this discount rate will be hedged.  Mesquite has agreed to protect us from 50% of any increase in EPG credit spreads up to a maximum of $1 million.  This change in credit spread will be calculated as the difference between a base spread at closing and that same spread 30 days after closing.  ENA Treasury will assist in using the proper basket of EPG corporate bonds in arriving at their credit spread.  The Contingent Payment has been discounted at an appropriate project discount rate.  The ongoing fair value of this payment will be affected by changes in Treasuries and/or changes in project risk.


	Restructuring Risk
	The Contingent Payment is entirely dependent on a PPA restructuring at Linden, and there is no requirement that ECP undertake this restructuring.  To the extent that the Linden restructuring is delayed or does not happen at all, ENA’s value take could be significantly decreased. The current environment, however, is favorable  for restructurings, and El Paso is highly motivated to restructure the Linden PPA.  If, however, El Paso decides to sell its interest in ECP or Linden in the next two years for a profit, that will accelerate all or a portion of the Contingent Payment even without a restructuring.  Since the Contingent Payment escalates until 2004, ENA’s value take remains intact for that time.  Starting in 2005, however, the Contingent Payment remains flat and time value begins to erode the value embedded in this payment. 

When the restructuring does occur, there is a risk that ECP may have insufficient cash on hand to make our Contingent Payment.  This could arise if (a) the restructuring was structured inefficiently, (b) GECC (the primary equity holder at Linden) takes a larger than expected share of the restructuring proceeds, or (c) ECP has previously sold the Linden asset.  ECP, however, would still be obligated to make our payment and the Mesquite guarantee (and El Paso guarantee) would remain effective.  The Contingent Payment, if not made when due, would accrue interest at a default rate and also have priority over any distributions to other members during that time. 

	Merlin Refinancing Risk
	In the event that ECP refinances or prepays its subordinated debt, ECP may have to pay a make whole premium.  Mesquite has asked ENA for protection from a portion of this payment on the $30 million share of the subordinated debt held in the Merlin CLO.  In accordance with the terms of the Credit and Subordination Agreement, as amended, ECP should be able to refinance the Subordinated Notes at par.  In the event ECP attempts to refinance immediately before an interest payment date and such refinancing is deemed to be a prepayment instead of a refinancing, there is a maximum make whole premium of approximately $675,000 that Enron would absorb on the portion of the Subordinated Notes held by the Merlin CLO.





KEY SUCCESS FACTORS

	
	NA
	Poor
	Excellent

	Core Business
	    X
	
	                            

	Strategic Fit
	    X
	
	                                    

	Upside Potential
	    X
	
	                            

	Management
	    X
	
	                      

	Risk Mitigation
	    X
	
	                    


MILESTONE

U.S. Treasury Rate Hedge					Upon closure of transaction
Status of Conditions Precedent					December 31, 2000
Monetization of the two EPG-guaranteed swaps			January 31, 2001

OTHER RAC COMMENTS

Prior to the monetization of the EPG guaranteed swaps, the value of this transaction is most sensitive to increases in: 1) U.S. Treasury rates and 2) EPG credit spreads.  Changes in market conditions and/or EPG credit events would, of course, drive those increases.  The chart and table below show the earnings sensitivity to changes in the monetization rate.  A hedge will be placed for a portion of the exposure to mitigate market movements in U.S. Treasury rates.  At present, yield curve indications for similar EPG debt imply a yield of 7.6%, approximately 90 basis points below our assumed monetization rate of 8.5%.


The 11.6% Capital Price for the Contingent Payment is the same used in the September 30, 2000 revaluation of East Coast Power, indicating that the risk attributable to this payment reflects that of the project in its entirety.

	Sensitivity Analysis - 7 years
	
	
	
	
	
	
	

	All-in Monetization Rate
	
	8.00%
	8.25%
	8.50%
	8.75%
	9.00%
	9.25%
	9.50%

	Enron Profit (Loss) 
	
	####
	    10,924 
	      9,445 
	      7,986 
	      6,545 
	      5,124 
	      3,721 
	      2,336 



As a result of this sensitivity, RAC recommends that all or most of the treasury rate exposure be hedged.  Also, the monetization of these swaps should occur as quickly as possible in the first quarter to mitigate the risk of an EPG credit event or significant changes in required spreads in the U.S. debt capital markets.

, EPG may seek some sharing of the additional cost from JEDI II.


	APPROVALS
	
	Name
	
	Signature
	
	Date

	Regional Management
	
	Brad Alford/David Duran
	
	
	
	

	ENA Structuring
	
	Charles Ward
	
	
	
	

	Americas Management
	
	Dave Delainey
	
	
	
	

	Tax
	
	Stephen Douglas
	
	
	
	

	Accounting
	
	Roger Ondreko
	
	
	
	

	Legal
	
	Mark Haedicke
	
	
	
	

	RAC Management
	
	Rick Buy / David Gorte
	
	
	
	

	Enron Global Finance 
	
	Andy Fastow / Ben Glisan
	
	
	
	

	ENE Management
	
	Jeffrey Skilling
	
	
	
	


ENA OBLIGATIONS


ENA will provide transition assistance to Purchaser by introductions, meetings, teleconference, and other communications for 45 days following the purchase closing date. 

ENA will deliver to PSEG all normally maintained files and records in its possession that relate to the to Project at the closing..  

TRANSACTION SOURCES AND USES OF FUNDS

Sources					Uses

$300,000 (received)			Sale of Exclusive Option

$2,700, 000				Sale of 100% Member Interest in Development Company

Potentially $6,720,000			Sale of Asset 
		(current book value of approximately $100,000)


TRANSACTION DOWNSIDE

If the purchase transaction is not executed, ENA will not receive the $2,700,000 payment for the balance of the purchase price and will retain the Kendall site and the $300,000 exclusivity payment.  






Kendall New Century Development, L.L.C.								4/06/2001
APPROVALS			NAME				SIGNATURE				DATE

	
Commercial Originators		Fred Mitro									

Scott Heal
				Ben Jacoby		         ___________

					

	


Business Unit Mgmt		Dave Duran									

ENA Executive			John Lavorato or

				Louise Kitchen
		                       ___________

Accounting 			Herman Manis or									

			
Roger Ondreko								

ENA Tax			Stephen Douglas or

		Matt Gockerman								

Legal				Carlos Solé III or

__________________		         ___________

				Mark Haedicke					         ___________


Credit				Bill Bradford								


RAC				Dave Gorte or___________________		         ___________

				
Chip Schneider
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NYMEX Swap - Structural Diagram
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(1) $157.9 MM

(1) $157.9 MM

(1) $157.9 MM

NYMEX+.5269

NYMEX+.5269

NYMEX+.5269

NYMEX+.5269

EPME

EPME

EPME

EPME

NYMEX

NYMEX

ENA

NYMEX

Condor

NYMEX

$157.9 MM

$157.9 MM

EPME

Mesquite

@8.5%

El Paso

EPME

(2a)

(5)

(2b)

$157.9 MM

cash

$347.3 MM

Sub Notes

$157.9 MM cash

(4)

Monetization

value

Vehicle

(1) 189.4 MM

(1) 189.4 MM

NYMEX+.5269

NYMEX+.5269

EPME

JEDI II/

EPME

NYMEX

ECPH

NYMEX

$189.4 MM

@8.5%

51% ECP

(3)

(2a)

cash

ECP, LLC Pfd. contingent int.

(1)

2 NYMEX swaps between EPME & Mesquite that are approx. $347.3 million "out of the money" - fully assignable

     - notional 300,000 MMbtus/day

     - calculated on monthly index settle but cash settled on a quarterly basis

(2a)

Consideration paid by ECPH/ENA to Mesquite for the "in the money" EPME contract

(2b)

Consideration paid by Mesquite to EPME for the "in the money" EPME contract

(3)

Consideration paid to JEDI II/ECPH for "in the money" EPME contract

(4)

Consideration paid to Condor for "in the money" EPME contract (proceeds

depend on securitization rate used in QSPE)

(5)

Condor books a recievable from EPME then assigns rights to QSPE at monetization

*

initial contracts subject to assignment


