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IntroductionBusiness Overview

As described in Section I, four major developments are transforming the energy markets of the Southern Region:
· the discovery of substantial new gas reserves in Argentina, Bolivia and Peru; 
· the emergence of substantial potential new markets for natural gas in Brazil as it seeks to reduce its dependence on hydroelectricity and highly polluting fuel oil;
· the completion of new large infrastructure projects linking the region’s gas reserves to its major markets; and
· increasing private sector involvement in the ownership, operation and development of the region’s energy industry.
The pipeline assets in the Southern Region in which SoCal owns interests represent approximately 60% of the natural gas transportation capacity currently available or under construction in the region.  These pipeline assets connect the major producing basins in Argentina and Bolivia with the principal demand centers of the region.  In combination with its interests in the natural gas distribution franchises in Southern, Southeastern and Northeastern Brazil described in Section 4, these pipeline assets give SoCal significant commercial optionality and access to information on natural gas flows and costs in the region.  SoCal’s pipeline interests consist of:
· A co-controlling interest in CIESA, the controlling shareholder of TGS, a natural gas pipeline company transporting gas from the Southern and Western gas producing basins of Argentina to the country’s principal demand center in Buenos Aires. TGS, by far the largest pipeline company in South America, is responsible for the transport of approximately 60% of the natural gas consumed in Argentina.
· A co-controlling interest in Transredes, a natural gas and liquids pipeline and processing company with concessions to provide gas and liquids transportation services in Bolivia.  Through BBPL, Transredes is currently the only conduit for the export of gas from Bolivia and Northwestern Argentina into Brazil;
· An indirect (through Transredes) co-controlling interest in GTB, the company controlling the Bolivian segment of BBPL, together with an influential minority interest in TGB, the company that controls the Brazilian segment.  BBPL began flowing natural gas entered service in July 1999.  BBPL, is currently the primary means of access for Bolivian and Northwestern Argentine gas into the key markets of Brazil; and
· A co-controlling interest in GasBol, the company controlling the Bolivian segment, and a controlling interest in GasMat, the company controlling the Brazilian segment of the Cuiabá pipelinePipeline.  The Cuiabá pipeline Pipeline will serve Brazil’s first gas-fired power generation project, the Cuiabá Project.  The Cuiabá Project, operated by SoCal, entered service in [  ]April 1999.  GasBol and GasMat represent the first privately-controlled gas transmission access into Brazil and the first conduit for the export of Northwestern Argentine gas to Brazil. TBS, 73.5% owned by SoCal provides gas supply to the Cuiabá Project and controls the excess pipeline capacity on GasBol and GasMat.  GasBol, GasMat, the Cuiabá pipelinePipeline, the Cuiabá project Project and TBS are described in more detail in Section 5.
Transredes, BBPL and the Cuiabá Pipeline each afford critical access for gas from Bolivia and Northwestern Argentina into the most significant natural gas markets in Brazil.  TNhese pipeline systems therefore represent key physical bottlenecks in the Southern Region’s gas markets and will require continuous expansion.  BBPL creates a particular commercial bottleneck due to the significant regulatory and contractual constraints into in obtaining access to the Brazilian segment of BBPL. Petrobrás has the right to all the initial capacity and exerts significant influence over the Brazilian segment of BBPL.
With its ownership positions in Transredes, BBPL and the Cuiabá Pipeline, SoCal can mitigate physical constraints on these critical pipeline systems.  Through its interest in GTB, SoCal is also able to exercise substantial influence over decisions relating to the strategy and development of BBPL. These positions are immensely important and provide SoCal with significant influence in gaining access to existing capacity of BBPL and participating in strategic decisions relating to the future expansion and allocation of additional capacity on BBPL. This influential position is important as gas markets in Brazil continue to grow.
TGS is expected to benefit from the expansion of the market for natural gas in Brazil.  Directly, TGS will benefit through connection of its system with new pipelines being developed to supply Uruguay and Southern Brazil. Indirectly, as other reserves and pipeline systems are increasingly dedicated to the Brazilian market, TGS will play an increasingly significant role in supplying major Argentine markets in and around Buenos Aires.  Once the TGS system is connected to either of the pipelines competing to supply Porto Alegre in Southern Brazil, Brazil will have access to the Bolivian, Northwestern Argentine, Neuquen and the Austral basins.
Market and Supply Overview
One of the driving forces behind the increasing integration of the Southern Region’s energy markets has been the discovery of substantial new natural gas reserves.  Total reserves in the region were estimated in June 1999 to total over 2,800 Bcm and are located as follows:
	Country
	Proven Reserves
(Bcm)
	Probable Reserves (Bcm)
	Possible Reserves
(Bcm)
	Total
(Bcm)
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	Argentina
	687
	245
	287282
	1,214

	
	
	
	
	

	Bolivia
	150
	93
	155
	398

	
	
	
	
	

	Brazil
	226
	100
	84
	410

	
	
	
	
	

	Peru
	197
	188
	428
	813

	
	
	
	
	

	Total
	1,260
	626
	949
	2,835

	
	
	
	
	

	
	
	
	
	

	Source:	OLADE; SIEE Database; CERA
		



The recent discovery of significant new reserves has completely changed the supply outlook for natural gas in the region.  The Bolivian supply position, in particular, has been transformed by the discovery of substantial new reserves (which are not reflected in the above reserve estimates) in the El Chaco and Andina basins by Petrobrás and Total, among others. These new reserves not only guarantee Bolivia’s ability to meet its obligations under the Gas Supply Agreement executed in connection with BBPL, but together with the reserves of Northwestern Argentina, are expected to supply sufficient natural gas to meet Brazil’s projected requirements for the foreseeable future.
In Argentina, in addition to the significant potential for exports to Brazil from the Northwest basin in Argentina through Transredes and BBPL, excellent prospects exist for additional exports from the Neuquén basin and Tierra del Fuego through expansions and interconnections of the TGS and TGN systems.  Similar to the reserves in Southern Bolivia, the Northwestern Argentine gas reserves will require access to capacity on Transredes, GTB and TBG in order to reach the Southeastern Brazilian markets.
The Neuquén and Austral gas reserves are better suited for export to Southern Brazil through expansions and extensions of the TGS and TGN systems, which will connect these reserves to BBPL at Porto Alegre. Such a connection would be of particular interest to Brazil as it would allow that country to access new basins and sources of gas.
Significant natural gas reserves have also been recently discovered in Peru.  It is estimated that the Camisea region has current proven reserves of 197 Bcm and additional probable and possible reserves of 616 Bcm.  Although the recent sharp increases in the gas resources of Bolivia and Argentina make it difficult for Peruvian reserves to compete for the Brazilian market today, these reserves significantly increase the value of BBPL by providing an additional back-up sources of supply for Brazil for the time when the Bolivian and Argentine gas reserves are depleted.
Brazil is moving slowly towards greater liberalization of its oil and gas sectors, and a major new round of exploration has now begun. International private sector participants in the last round of exploration in October 1999 included:
	Company
	Block
	Basin
	Price
(R$ MM)
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	Texaco
	BM-S-2
	Santos
	28

	Amerada Hess/Kerr McGee/Petrobrás
	BM-S-3
	Santos
	18

	Agip
	BM-S-4
	Santos
	134

	YPF/ENI/Petrobrás
	BM-C-3
	Campos
	6

	Agip/YPF
	BM-C-4
	Campos
	51

	Texaco
	BM-C-5
	Campos
	6

	Petrobrás
	BM-C-6
	Campos
	5

	Exxon
	BM-ES-1
	Espírito Santo
	19

	Unocal/Texaco/YPF
	BM-ES-2
	Espírito Santo
	32

	YPF/Petrobrás
	BM-CAL-1
	Camamu
	1

	Agip
	BM-POT-1
	Potiguar
	8

	BP Amoco/Exxon/Shell/British Borneo/
Petrobrás
	BM-FZA-1
	Foz do Amazonas
	13

	
	
	
	

	Source: CERA
	
	
	



A further round of exploration licences in Brazil is to be auctioned by the Agência Nacional de Petroleo (“ANP”) in the second quarter of 2000.  It is expected that significant natural gas deposits will be discovered.  The development of these reserves will take some years, however, and Brazil is expected to continue to meet its short- and medium-term gas requirements from imports.
There are plans under discussion to import LNG for the Northeastern market of Brazil.  LNG supplies to this market may originate from either Western Africa or the Caribbean (including Venezuela), both possessing substantial reserves in excess of their currently contracted commitments.  Such projects may face competition from an indirect import source, a pipeline from the Campos basin to Northeastern Brazil. This new pipeline was made possible by the displacement or swap of Campos basin gas currently being consumed in São Paulo, Rio de Janeiro and Minas Gerais with additional volumes of Bolivian and Northwestern Argentine gas.
Natural gas demand in the Southern Cone is currently concentrated in Argentina, now a mature - although still growing - market. Brazil, Chile and Peru are undergoing a fundamental shift away from hydroelectric generation towards thermal power generation systems, with natural gas emerging as the fuel of choice for economical, environmental and security of supply reasons. The advantages of natural gas as a safe, reliable, clean, flexible and economical fuel for industrial, residential and commercial use also contribute to strong increases in demand.  As a result, gas markets in these countries are expected to experience rapid growth.
In Argentina, natural gas consumption has more than tripled since 1980, from approximately 9.3 Bcm in 1980, to 29.8 Bcm [source? TGS-20F] in 1999. This represents a compound annual rate of growth in consumption of approximately 6%. In 1997, natural gas accounted for approximately 45% of total national energy consumption in Argentina [source? TGS-20F], almost twice the percentage of energy consumption accounted for by natural gas worldwide. 
The table below sets forth the historical consumption of natural gas in Argentina by class of user, stated as a percentage of total consumption, for the periods indicated:
	User
	1980
%
	1985
%
	1990
%
	1995
%
	1996
%
	1997
%
	1998
%
	1999(1)
%
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	Residential and Commercial
	27.3
	29.3
	27.4
	29.2
	25.6
	25.3
	29.7
	30.2

	Industrial
	43.7
	38.2
	34.4
	39.1
	35.8
	36.5
	37.0
	32.8

	Electric Power Generators
	25.3
	24.6
	29.9
	25.4
	32.6
	31.6
	24.9
	28.5

	Other
	3.7
	7.9
	8.3
	6.3
	6.0
	6.6
	8.4
	8.5

	
	
	
	
	
	
	
	
	

	Total
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0

	
	
	
	
	
	
	
	
	

	Total Consumption (Bcm)
	9.3
	13.6
	17.8
	23.7
	25.1
	23.2
	26.5
	29.8

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	(1)  Based on gas consumption for the period October 1998 – September 1999.
	
	
	

	Source: ENARGAS’s 1995, 1996, 1997 and 1998 annual reports and December 1999 monthly report
	
	


Despite the relatively high market share for natural gas in Argentina in comparison to other countries, additional market opportunities for natural gas still exist. For example, according to the Argentine Secretary of Energy, approximately half of residential households currently have no access to natural gas. Argentina is expected to continue to experience strong GDP growth rates as a result of the economic reforms carried out during the last decade. According to data published by the Argentine Secretary of Energy as shown in the chart below, local demand for natural gas is expected to increase at an annual rate of 3.6% through 2010 due not only to the reasons above, but also to the availability of abundant natural gas supplies, relatively lower prices for natural gas than for competing energy sources, and increased gas pipeline capacity.
Argentine Natural Gas Consumption
(1999-2010)
[image: ]
Source:  Argentine Secretary of Energy, MSDW Estimate
286875
In Bolivia, domestic consumption of natural gas has grown from 0.1 MMcmd in 1980 to approximately 3.5 MMcmd in 1999.  Demand is expected to increase at an annual rate of 5.3% for the next 20 years as new industries and communities gain access to a secure and reliable gas supply and as gas-fired power generation capacity is developed for the domestic and export markets.  The following chart shows the projected growth in Bolivian natural gas demand from 2000 to 2020. 
Bolivian Domestic Natural Gas Demand
[image: ]
From F17-142928 p. 8
Source:  Prosertec (June 1999)

Finally, in Brazil, the current demand for natural gas represents less than 4% of the country’s primary energy mix.  Brazil has, to date, traditionally relied heavily on hydroelectricity, fuel oil, diesel and wood. As a result, Brazil’s energy supply has frequently been exposed to the volatility of hydrology and is currently constrained by the environmental impact and long lead times of constructing new hydroelectric plants, the depletion of its wood resources and the emissions generated from burning fuel oil and diesel. In addition, it is generally accepted that given the political and financial challenges to developing new hydroelectric projects, hydroelectric capacity alone will not keep pace with Brazil’s projected electricity demand.  As a result, gas-fired generation is now widely perceived to be, by far, the most cost effective way to meet Brazil’s rapidly increasing energy needs.
In addition to the issues of volatility and environmental impact, it is generally accepted that given the political and financial costs of developing new hydroelectric projects, hydro capacity will be unable to keep pace with Brazil’s projected demand for energy.  Petrobrás currently expects that natural gas will increase its share of Brazil’s final (as opposed to primary) energy matrix from its current level of approximately 4% to 12% by 2005. Accordingly, demand is projected to increase from its current level of 11 12.6 MMcmd to over 70 MMcmd by 2005, a compounded annual growth rate of approximately 45%.  The chart below shows historical consumption data in Brazil from 1982 to 1999 and projection to the year 2005.
Brazilian Historical and Projected Natural Gas Consumption
[image: ]
Source:  Petrobrás

These demand projections may prove conservative in light of consumption levels of other countries and regions.  Argentina, for example, with a population and GDP of one-fifth and one-third of Brazil’s population and GDP, respectively, currently consumes approximately [70][82]81 MMcmd.
The table below shows the per capita natural gas consumption levels of Brazil as compared to the United States, Europe and Argentina:
	Per Capita Consumption
Natural Gas Demand per Capita in Tons of Oil Equivalent

	
[bookmark: _1015812695][bookmark: _1015410584][bookmark: _1015410576][bookmark: _1015410524]

	

	Source: BP Statistical Review 1999.



The brief market-supply analysis above indicates the potential of the Southern Cone for developing strong regional trade for natural gas.  While Bolivia and Argentina have reserves in excess of their own domestic needs, Brazil will continue to rely over the next five to ten years on imports to meet its significant demand requirements.  Bolivia and Northwest Argentina are best suited to supply this demand in view of the location of the reserve base and the availability of transportation capacity.
As discussed previously, natural gas demand in Brazil is projected to grow from current levels of approximately 11 12.6 MMcmd to 
over 7070-75  MMcmd in 2005.  The impact of Brazilian natural gas demand on the Bolivian natural gas sector is demonstrated by the chart below, which takes into consideration only volumes already secured by contract through BBPL and the Cuiabá Project.
Projected Demand for Bolivian Gas
[image: ]
The recent announcement of Brazil’s Emergency Thermal Generation Program, expected to add approximately 175,000 MW of gas-fired generation capacity (153,000 MW in Southern, Southeastern and Midwestern Brazil), is likely to result in even greater reliance upon imports from Bolivia and Argentina.  Enron believes that the most economic way to obtain these additional supplies is through the looping and expansion of BBPL.
Key Investment Considerations
This section outlines some key advantages of each individual SoCal pipeline asset, demonstrating SoCal’s leading position in the Southern Region gas pipeline business.Key Investment Considerations

TGS
· Largest Gas Transporter in Argentina
TGS is the largest transporter of natural gas in Argentina, currently delivering approximately 65% of the country’s total gas consumption through 6,987 km of pipelines with current delivery capacity of approximately 58 MMcmd. Substantially all of TGS’s capacity is contracted to distribution companies under firm long-term transportation contracts.  TGS is the largest processor of natural gas and second largest marketer of liquid petroleum gases (“LPGs”) in Argentina (considering only the fuel market of LPG).
· Attractive Regulatory and Tariff Setting Process
ENARGAS currently permits TGS to earn a return on assets (“ROA”) allows an ROA of approximately 12% in real terms.  TGS substantially improved efficiency during the period from 1992 to 1995, and the regulator took these improvements into account during the tariff review in 1997, materially reducing TGS’s rates.  As a result, material Material rate reductions are not expected during the tariff review in 2002.
· Currency Risk Mitigation
Under its license, TGS can charge its pipeline users in both Argentine pesos and US dollars.  TGS may collect US$ equivalents even after a bill is sent to a customer in Argentine pesos.
· Other Development Opportunities
TGS transports gas from two of Argentina’s largest reserve basins, Austral and Neuquén, neither of which currently has access to key markets in Brazil.  TGS is well positioned to expand its pipeline network to the north of Buenos Aires, thereby physically connecting industrial and IPP customers and gas LDCs in Northern Argentina and eventually in Uruguay and Brazil.  TGS can take advantage of strong commercial synergies between the peak loads of TGS’s gas transmission system and gas-fired generators in Southern Brazil. For example, TGS is likely to have excess capacity available to ship gas to Brazil during the Argentine summer, which is the dry season in Southern Brazil and corresponds to the peak of the gas-fired generation in Southern Brazil.  Conversely, TGS is likely to have limited capacity during the Argentine winter, which is the rainy season in Southern Brazil and corresponds to the peak of the hydroelectric capacity in the region.
· Telecom Opportunities
TGS’s pipeline network offers the opportunity to participate in the telecom industry.  TGS has established a 99.9% owned subsidiary, TELCOSUR, which will enter into agreements with large telecommunication companies and clients in order to commercialize unused capacity.
· Value in Excess of Share Price
[Discuss strong and stable cashflows; listing on BA exchange, with ADRs on NYSE; value of Socal’s position exceeds current market price – thin trading doesn’t reflect content]
[The shares of TGS are publicly listed on the Buenos Aires Stock Exchange and the NYSENew York Stock Exchange; however, the public float is small and shares are traded infrequently.  Because of the lack of liquidity in the Argentine stock market in general and TGS shares in particular, and the co-controlling nature of Enron’s interest in TGS, Enron believes that the current quoted stock price for TGS of US$8.5 per share, equivalent to a market capitalization of US$479.5MM as of April 2, 2000, does not adequately reflect the true value of [the Companycompany or Enron’s interest therein.]].
Transredes
· Strategic Location at Hub of Southern Region Energy Market
Transredes’Transredes’s gas pipeline system is the only operational gas transportation system serving Bolivia.  This system transports 100% of the gas volumes domestically and into export markets, principally Brazil.  Transredes has access to the Argentine market through its southern natural gas line, which is now bi-directional.  SoCal’s co-controlling interest in Transredes, combined with Transredes’Transredes’s position as the controlling shareholder in GTB and GasBol, give SoCal’s significant influence over the natural gas and liquids flows in and among Bolivia, Argentina and Brazil.
· Sound Contractual Arrangements
Contractual arrangements requiring payment in U.S. dollars for firm capacity on Transredes’Transredes’s pipeline network provide stable, long-term cash flows for the company.  Transredes’Transredes’s Capital Expansion Program (“CEP”) described below is based on the execution of firm contracts for the transportation of gas.  Current regulations do not require Transredes to invest in new capacity without appropriate contractual protection from users of the capacity.
· Cost of Service Tariff Methodology
The cost of service postage stamp tariff provides the federal legal framework for recovering the cost of Transredes’Transredes’s CEP.  Transredes’Transredes’s depreciation expenses and all operating expenses (including income and other taxes) are passed through to in its tariff. The tariff structure allows a guaranteed real return on shareholders’ equity of 12.5% plus inflation (US CPI) based on an assumed 60/40 debt-to-equity capital structure.
· Strong Growth in Liquids Demand
Transredes’Transredes’s liquids pipelines are expected to demonstrate healthy growth. Crude oil demand at the three existing refineries in Bolivia is expected to grow at 5% per year from 35,000 bpd in 1999.  Demand for diesel supplied by local refineries and imports from Chile and Argentina is also predicted to increase by 7% per year.  Demand gasoline, LPG and jet fuel are expected to grow at rates of 6%, 3% and 7.5% per year, respectively.
BBPL
· Substantial Demand Growth in Brazil
The Government of Brazil has estimated that gas demand will increase from 11 MMcmd to over 70 MMcmd over the next five years.  The primary driver of this demand is 493 gas-fired generation plants to be built as part of Brazil’s Emergency Thermal Generation Program, expected to add approximately 17,000 MW of gas-fired power-generation capacity.  As the build-out of the gas distribution network of Brazil is completed, residential, commercial and industrial use of natural gas will also generate additional demand.  BBPL will supply a significant portion of this demand, through its existing capacity and future expansions and loopings.
· Principal Entry Point for Bolivian and Argentine Gas Reserves
Aside from the pipeline serving the Cuiabá Project, BBPL is currently the only means for transporting natural gas from Bolivia and Northwestern Argentina to Brazil.  As a result of its ownership interests in GTB, TBG and Transredes, SoCal has the opportunity to play a pivotal role in the expansion and allocation of the capacity of BBPL, and to secure more competitive transport for its gas with the related benefits to consumer prices and to the netback values of Bolivian and Northwestern Argentine gas.
· Governmental Support Facilitates Swift Completion
BBPL is the cornerstone of the energy matrix that spans the Southern Region.  Its completion fulfils a 50-year vision of the two countries to exploit and utilize the abundant gas resources of Bolivia.  The project enables Bolivia to monetize its gas reserves and obtain much needed hard currency. For Brazil, the project represents an environmentally preferable alternative energy source to highly polluting hydrocarbon fuels, rain forest timber or volatile hydroelectric power generation.  Due to its national importance to the two countries, BBPL has the support of key governmental agencies and state-owned energy players.  In turn, BBPL has been afforded priority access to multilateral financing, Petrobrás financing and expedited processing of governmental approvals.
· Support of Global and Regional Energy Players
BBPL is supported by, and is key to the strategy of, a large number of global and regional energy players.  In addition to the investors in the project, some of the world’s largest E&P companies have made substantial upstream investments that are likely to depend on BBPL in order to realize their full value (e.g., Repsol YPF, Petrobrás, BP Amoco, British Gas, Shell and Total-Fina-Elf).  Companies such as ENI, Enron, Gas Natural and British Gas have made substantial downstream investments in regional gas distribution companies which will also enjoy significant commercial benefits from their links to BBPL.
· Poised to Deliver Strong Growth in Financial Returns
BBPL’s revenues, EBITDA and net income are projected to show strong growth over the next five years as a result of increases in capacity and throughout throughput payments.  Compound annual growth rates (“CAGRs”) for BBPL’s EBITDA and revenues of [39.9]% and [43.5]%, respectively, are estimated over the next five years. [Confirm W/MD+A]
· Contractual and Financing Arrangements Minimize Upstream, Downstream and Sovereign Related Risks
The corporate and contractual structures in place at TBG and GTB provide for the following:
· “ship or pay” and “take or pay” arrangements with YPFB and Petrobrás for the total amount of the initial capacity of the project, with BBPL taking no upstream gas supply risk or downstream sale of gas risk;
· firm capacity payments that allow service of BBPL’s debt and a target equity return to the shareholders (18.5% over 20 years on a levered basis and backdated to the development stage of the project in 1996);
· multilateral lending (which on the TBG side is guaranteed by the Brazilian Government) encourages support from Governmental agencies in Bolivia and Brazil due to the priority lender status of the multilateral agencies as well as attractive interest rates and other terms; 
· although YPFB is a counterparty to one of the transportation agreements on GTB, GTB receives payment directly through an account into which Petrobrás pays YPFB for supplies;  accordingly, GTB takes no YPFB credit risk; and
· all of BBPL’s contractual payments are denominated in U.S. dollars.
· Substantial Capacity for Expansion
The initial capacity of BBPL is 17.5 MMcmd.  With the installation of additional compressor stations, this capacity is expected to be expanded to [24 MM] and to [30 MMcmd] by 2007.  As the market for natural gas in Brazil continues to show strong growth, the capacity of BBPL could be doubled to 60 MMcmd by looping the existing pipeline. at an estimated cost of approximately US$1/MMbtu.  This estimated The cost would not only be of looping is estimated to be lower than a greenfield project but the investmentand could occur in line with demand growth and in a manner that would enable gas from Northwestern Argentina and Bolivia to compete with and complement domestic supplies from the Campos and Santos Basins.  

2.2	Transportadora de Gas del Sur
2.2.1		Description of the AssetsTransportadora de Gas del SurBusiness Overview

Overview
SoCal owns a 35.27% direct and indirect economic interest in TGS, a pipeline company which transports gas and liquids from Southern and Western Argentina to the Greater Buenos Aires area.  TGS forms a key part of SoCal’s business in the Southern Region from both a commercial and financial perspective.  First, TGS is Argentina’s largest gas transportation business and links two of the country’s largest gas producing basins (Austral and Neuquén) with the principal load center in Greater Buenos Aires.  Second, TGS is well placed to act as a conduit for the export of gas from the Neuquén and/or Austral basins to Southern Brazil.  Third, TGS is a very substantial business with strong and stable cash flows, providing SoCal with valuable financial synergies between TGS and other, less mature parts of its portfolio in the Southern Region.
TGS commenced commercial operations on December 29, 1992, as the largest company created pursuant to the restructuring and privatization of Gas del Estado S.E. (“GdE”).  For its privatization, GdE was divided into ten companies: two transportation companies (TGS and Transportadora de Gas del Norte (“TGN”)) and eight distribution companies.  Enron and its partner Pérez Companc, won the bid for the control of TGS.
Physical Network
TGS’s 6,987 km pipeline system connects major gas fields in the Austral and Neuqén basins with distributors and consumers of gas in these areas and in the Greater Buenos Aires area.  TGS also provides gas processing, gas storage and other upstream services.  Most recently, TGS began to implement a strategy to leverage its infrastructure to provide telecom services.
The following map shows the location of TGS’s pipelines and processing facilities:
[image: ]
Gas Pipelines
The principal service area of TGS includes the Greater Buenos Aires area and the more rural provinces of Western and Southern Argentina. This service area is also served by four LDCs and has approximately 4.3 million end-users, including approximately 3.1 million in the Greater Buenos Aires area. 
TGS serves this concession area with a 6,987 km natural gas transportation system which consists primarily of large diameter, high pressure pipelines intended for the transportation of large gas volumes at a pressure of approximately 60‑70 kg/cm2.  All of the pipelines are located underground or underwater.
Maintenance bases are located adjacent to the gas pipeline system in order to maintain the pipeline and related surface facilities and to handle emergency situations as they arise. TGS has reduced the number of maintenance bases from 11 to 8 by outsourcing this function or consolidating its operations with those of the compressor plants. 
TGS transports gas through four major pipeline segments: General San Martín, Neuba I, Neuba II and Loop Sur, as well as several smaller gas pipelines. Information with respect to certain aspects of TGS’s major gas pipelines is set out in the tables below:
	Major Gas Pipeline
	Length
(km)
	Diameter
(in)
	Maximum Pressure
(kg/cm2)
	Compressor Units

	
	
	
	
	

	General San Martin
	3,192
		30
	60
	48

	Neuba I/Loop Sur
	1,203
		24/30
	60
	12

	Neuba II
	1,334
		30/36
	70
	15

	Other(1)
	1,258
		Various
	Various
	6

	
	6,987
	
	
	81

	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Major Gas Pipeline
	Operative Compressor Plants
	HP Output
	Current Delivery
Capacity

	
	
	
	MMcmd
	MMcfd

	
	
	
	
	

	General San Martin
	15
	343,230
	17.5
	618.0

	Neuba I/Loop Sur
	4
	54,200
	11.6
	409.6

	Neuba II
	6
	123,000
	28.9
	1,020.6

	Other(1)
	3
	7,500
	-
	-

	
	28
	527,930
	58.0
	2,048.2

	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Note:  (1) Includes 310 km of transfer pipelines throughout the pipeline system, as well as the Cordillerano pipeline, with a length of 244 km.

	
	
	


The average annual load factor of the TGS system was 77%, 75% and 85% during the years 1997, 1998 and 1999, respectively. The load factor for the 1999 winter heating season was 99% as compared to 90% in 1998 and 88% in 1997. For this purpose, “load factor” for a period is defined as average daily deliveries for the period divided by average daily firm contracted capacity for the period, expressed as a percentage.
Since assuming the operations of its pipeline system, TGS has increased its available transportation capacity by 35%, from 42.9 MMcmd to 58 MMcmd in 1999.  During this expansion process, TGS has conducted several “open seasons” designed to provide all potential shippers with the opportunity to secure additional firm transportation capacity.
Gas transportation services represented 82% of TGS’s revenues in 1999.
Gas Processing and Storage
TGS’s gas processing activities are conducted at its General Cerri Complex (the “Cerri Complex”), which is located near the city of Bahía Blanca and is connected to each of TGS’s main pipelines. The Cerri Complex consists of an ethane extraction plant to recover ethane, propane, butane and natural gasoline, together with a lean oil absorption plant to recover propane, butane and gasoline. The facility includes compression, power generation and storage facilities. The Cerri Complex’s processing capacity is approximately 43 MMcmd.
In December 1998, TGS completed an expansion of the gas processing and storage capacity at the Cerri Complex.  The expansion, at a cost of approximately US$76 million, increased processing capacity by 14 MMcmd, or 43%, and consisted of the construction of a new liquids extraction module, the upgrading of the existing turbo compressors and the construction of two refrigerated storage tanks with a combined capacity of 45,000 cubic meters.  The expansion generated additional annual revenues of approximately US$8 million at prevailing market prices. As a result of this increase in processing capacity, TGS has been able to secure additional gas volumes for processing and to enter into new gas processing agreements.
As part of the Cerri Complex, TGS also maintains at Puerto Galván a storage and loading facility for the natural gas liquids extracted at the Cerri Complex. The Cerri Complex, including the Puerto Galván facility, is currently capable of storing 32,341 short tons, or the equivalent of 14 days of production of propane, butane and natural gasoline.
Gas processing and storage represented 15% of TGS’s revenues in 1999.
Upstream Gas Services
TGS’s other gas related services consist of activities upstream of its mainline gas transportation. These upstream activities begin at the wellhead with gas treatment, which includes the separation and removal of impurities such as water, carbon dioxide and sulfur from the natural gas stream. Afterwards, small diameter pipes from the wellheads form a network carrying the gas stream to larger pipelines where field compression is sometimes needed to inject the gas into TGS’s large diameter gas pipelines. In addition, TGS also provides services related to pipeline construction, inspection and maintenance.
Upstream gas services represented 3% of TGS’s revenues in 1999.
Telecom Business
TGS has completed the construction of a digital radio telecommunications system. This fifth generation system runs parallel to TGS’s main pipelines, from the southernmost province of Tierra del Fuego and Neuquén in the West to TGS’s headquarters in Buenos Aires. The system is controlled from its headquarters and has a capacity of 120 channels of 64 kilobytes per second per channel.
In September 1998, TGS and Enron created TELCOSUR S.A. (“TELCOSUR”), a company whose sole purpose is to provide digital telecommunication services. TGS expects to maximize the use of the telecommunication system’s excess capacity. TELCOSUR is owned 99.98% by TGS and 0.02% by Enron. As of the end of 1999, TELCOSUR had not rendered any services.  TELCOSUR has entered into two contracts and is currently negotiating a third contract in order to commercialize the non-used capacity.
Expansion Plans
In 1999, TGS completed an expansion of the Neuba 11 II pipeline, which increased available capacity by 1.4 MMcmd (49.4 MMcmdMMcfd).  The total investment of this expansion amounted to approximately US$32 million.  The expansion consisted of:  (i) 60 km (37.3 miles) if 30/36 36-inch pipes looping and (ii) an increase of compression capacity by approximately 5,000 HP.  The total additional capacity has been fully subscribed under firm long-term transportation agreements partially effective in 1998 and with full effect in 2001.
In May 1999, TGS completed an open season which had started in 1998, receiving 2.4 MMcmd in net request for additional transportation services (representing a 4% increase on its current contracted transportation capacity). The request was primarily received from industrial customers.  To meet their demand, TGS must invest approximately US$81 million to expand the San Martín and Neuba II pipelines. As of December 31, 1999, almost 75% of the total investment was completed. Such expansion will be fully in service in 2000 and will not require a tariff increase request to ENARGAS.
In November 1999, TGS conducted a new open season for firm transportation capacity, which resulted in an extension of a transportation route requested by distribution companies effective June 2000.  It is expected that the transportation expansion will require investments of approximately US$10 million on the Neuba II pipeline.  Additionally, TGS has entered into an agreement with Panamerican Energy and British Gas jointly to construct, operate and maintain a 40 km pipeline that will connect TGS’s pipeline system to the Cruz del Sur pipeline to deliver gas to Uruguay.  The interconnection pipeline will have an initial transportation capacity of approximately 2 MMcmd, requiring an investment of approximately US$20 million and is expected to be completed in the first half of 2001.
2.2.2		Regulations and Tariffs
Regulatory Framework
The Natural Gas Act, together with Decree No. 1,738/92, other regulatory decrees, The Pliego de Bases y Condiciones para la Privatización de Gas del Estado S.E. (the “Pliegos”), the transfer agreements and the licenses of the newly privatized companies establish the legal framework for the transportation and distribution of gas in Argentina.  Law No. 17,319 (the “Hydrocarbons Law”) regulates the upstream gas industry, under a competitive and partially deregulated system.
Natural gas transportation and distribution companies operate in an open access, non-discriminatory environment under which producers and certain third parties, including distributors, are entitled to equal and open access to the transportation pipelines and distribution system in accordance with the Natural Gas Act, applicable regulations and the licenses of the privatized companies.  In addition, a regime of concessions under the Hydrocarbons Law is available to holders of E&P concessions to transport their own gas production.
The Natural Gas Act prohibits gas transportation companies from also being merchants in natural gas.  Also, (i) gas producers, storage companies, distributors, and consumers who contract directly with producers may not own a controlling interest (as defined in the Natural Gas Act) in a transportation company, (ii) gas producers, storage companies and transporters may not own a controlling interest in a distribution company and (iii) merchants in natural gas may not own a controlling interest in a transportation or distribution company.
Contracts between affiliated companies engaged in different stages in the natural gas industry must be approved by ENARGAS (Ente Nacional Regulador del Gas).  ENARGAS may reject these contracts if it determines that they were not entered into on an arm’s-length basis.
ENARGAS, which was established by the Natural Gas Act, is an autonomous entity responsible for enforcing the provisions of the Natural Gas Act, applicable regulations and the licenses of the privatized companies.  ENARGAS is governed by a board of directors composed of five full-time directors who are appointed by the Executive Branch subject to confirmation by the Congress.
ENARGAS, which operates within the purview of the Ministry of Economy and Public Works and Services, has broad authority to regulate the operations of the transportation and distribution companies, including the ability to set rates.
ENARGAS is funded principally by annual control and inspection fees that are levied on regulated entities in an amount equal to the approved budget, net of collected penalties, allocated proportionately to each regulated entity based on their respective gross regulated revenues, excluding natural gas purchase and transportation costs in the case of distribution companies.  ENARGAS also collects the fines imposed for violations of the Natural Gas Act and each company’s license.
The TGS License authorizes TGS to provide the public service of gas transportation through the exclusive utilization of the southern gas transportation system.  The TGS License does not grant an exclusive right to TGS to transport gas in a specified geographical area and licenses may be granted to others for the provision of gas transportation services in the same geographical area.  TGN operates the northern gas transportation system under a license containing substantially similar terms to those described below and elsewhere herein.
The TGS License was granted for an original term of 35 years.  However, the Natural Gas Act provides that TGS may apply to ENARGAS for a renewal of the TGS License for an additional ten-year term.  ENARGAS is required at that time to evaluate TGS’s performance and make a recommendation to the Executive Branch.  If ENARGAS determines that TGS is in substantial compliance with all its obligations arising under the Natural Gas Act, related regulations and the TGS License, the renewal must be granted by the Executive Branch.  ENARGAS would have the burden of proving that TGS has not complied with the obligations described above and, therefore, should not be granted a renewal.  At the end of the 35-year or 45-year term, as the case may be, the Natural Gas Act requires that a new competitive tender be held for the license, in which TGS would have the option, if it is in substantial compliance with its obligations described above, to match the best bid offered to the Argentine Government by any third party.  To the extent that TGS is found not to have complied with the obligations described above or chose not to seek renewal of its License, TGS would be entitled to certain specified compensation.
The TGS License also specifies certain other rights and obligations of TGS relating to the service that it provides.  These include:
· operating and safety standards;
· terms of service, including general service conditions such as specifications regarding the quality of gas transported, major equipment requirements, invoicing and payment procedures, imbalances and penalties, and guidelines for dispatch management;
· contract requirements, including the basis for the provision of service, e.g., “firm” or “interruptible”;
· mandatory capital investments to be made over the first five years of the license term; and
· applicable rates based on the type of transportation service and the area serviced.
Tariffs
The gas transportation rates established under each transportation company’s license are based in US dollars and converted into pesos at the time of billing pursuant to the terms of such license at the rate of exchange as provided in the Convertibility Law, as amended at the time of billing. The current rates are fixed for the five-year period ending December 31, 2002 and are subject to adjustment as described below. 
Under the license, TGS is permitted to adjust rates (i) semi-annually to reflect changes in the US PPI, and (ii) every five years in accordance with efficiency and investment factors to be determined by ENARGAS. Subject to ENARGAS’s approval, rates may be adjusted from time to time to reflect cost variations resulting from changes in the tax regulations (other than income tax) applicable to TGS, and for objective, justifiable and non-recurring circumstances.
The Natural Gas Act requires that in formulating the rules that apply to the setting of future rates, ENARGAS must provide the transportation companies with (i) an opportunity to collect revenues sufficient to recover all proper operating costs reasonably applicable to service, taxes and depreciation, and (ii) a reasonable rate of return, determined in relation to the rate of return of businesses having comparable risk, and shall take into account the degree of efficiency achieved and the performance of the company in providing the service. 
TGS’s rates may be adjusted by an efficiency and an investment factor, taking into account efficiencies proposed by ENARGAS based on specific plans for efficiency improvements, and taking into account both the expected cost savings and the investments required for the implementation of ENARGAS’s plans.
The rate for firm transportation services consists of a capacity reservation charge and is expressed as a maximum monthly charge based on the cubic meters per day of reserved transportation capacity.  The rate for interruptible transportation service, which is expressed as a minimum (from which no discounts are permitted) and a maximum rate per 1,000 cubic meters of natural gas transported, is equivalent to the unit rate of the reservation charge for the firm service based on a load factor of 100%.  For both firm and interruptible transportation services, customers are obligated to provide a natural gas in-kind allowance, expressed as a maximum percentage of gas received, equivalent to the gas consumed or lost in rendering the transportation service.  The rates for all services reflect the rate zone(s) traversed from the point of receipt to the point of delivery.
ENARGAS is responsible for determining the rates that are to be effective during each succeeding five-year period following the initial five-year period ended December 1997.  In 1996, ENARGAS set the weighted average cost of capital to be used for the determination of the efficiency and investment factors at 11.3% per annum, net of future inflation.  As a result of the first general rate review process which ended in December 1997, TGS’s transportation rates suffered an up-front one-time decrease of 6.5% effective January 1, 1998, based on the application of the efficiency factor, representing a decrease of approximately Ps. 24 million in 1998 net revenues.
In connection with the investment factor, ENARGAS approved the application of periodic increases through January 2002 to the company’s tariffs resulting in a total weighted average of 2.6% as of that date to compensate the company for approximately US$70 million in investments.  These investments, which TGS intends, but is not required, to undertake, principally include the modifications to the Buenos Aires high-pressure ring, the expansion of the Cordillerano Pipeline in Western Argentina and enhancements to the General San Martin pipeline in preparation for future expansions.  As part of the 2.6% increase, ENARGAS approved a weighted average increase in tariffs of 0.24%, 1.36%, 0.54% and 0.15% effective as of July 1, 1998, January 1, 1999, July 1, 1999 and January 1, 2000, respectively.
In January 2000, ENARGAS, through its resolution No. 1,470, and with the previous consent of the gas transportation and distribution companies, approved the postponement of the PPI adjustment (which corresponds to the first semester of the year 2000) until July 1, 2000.  The PPI adjustment represents an increase to the tariff rates of 3.78%.  such extraordinary one-time postponement implies a financing and subsequent recovery of the adjustment.  Also, as part of such resolution, ENARGAS set up a methodology to bill the revenue impact of the adjustment to be accrued during the first half of 2000.
The table below sets out TGS’s firm and interruptible rates by pipeline and zones in effect since January 1, 2000:
	


Rate Zone
	Firm
	Interruptible
	

	
	Reservation
Charge(1)
(US$/cmd)
	Minimum Charge(2)
(US$/1000cmd)
	Compression
Fuel and Losses(3) (%)

	Receipt
	Delivery
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	From Tierra del Fuego to:
	Tierra del Fuego
	0.076
	2.541
	0.49

	
	Santa Cruz Sur
	0.154
	5.123
	0.98

	
	Chubut Sur
	0.392
	13.068
	3.38

	
	Buenos Aires Sur
	0.462
	15.396
	5.60

	
	Bahía Blanca
	0.707
	23.583
	8.40

	
	La Pampa Norte
	0.705
	23.500
	8.60

	
	Buenos Aires
	0.828
	27.593
	10.35

	
	Greater Buenos Aires
	0.929
	30.959
	11.27

	
	
	
	
	

	From Santa Cruz Sur to:
	Santa Cruz Sur
	0.077
	2.575
	0.49

	
	Chubut Sur
	0.315
	10.508
	2.89

	
	Buenos Aires Sur
	0.385
	12.841
	5.11

	
	Bahía Blanca
	0.632
	21.071
	7.91

	
	La Pampa Norte
	0.632
	21.067
	8.11

	
	Buenos Aires
	0.753
	25.093
	9.86

	
	Greater Buenos Aires
	0.854
	28.470
	10.78

	
	
	
	
	

	From Chubut to:
	Chubut Sir
	0.077
	2.554
	0.49

	
	Buenos Aires Sur
	0.144
	4.788
	2.71

	
	Bahía Blanca
	0.383
	12.768
	5.51

	
	La Pampa Norte
	0.402
	13.406
	5.71

	
	Buenos Aires
	0.498
	16.598
	7.46

	
	Greater Buenos Aires
	0.594
	19.790
	8.38

	
	
	
	
	

	From Neuquén to:
	Neuquén
	0.068
	2.334
	0.49

	
	Bahía Blanca
	0.331
	11.018
	2.80

	
	La Pampa Norte
	0.356
	11.868
	3.15

	
	Buenos Aires
	0.448
	14.923
	3.91

	
	Greater Buenos Aires
	0.548
	18.315
	4.86

	
	
	
	
	

	Notes:	(1)	Monthly charge for every cubic meter per day of reserved transportation capacity.
		(2)	Minimum charge equal to the unit rate of the firm reservation charge at a 100% load factor.
		(3)	Maximum percentage of total transported gas which customers are required to replace in-kind to make up for gas used by TGS for compressor fuel or losses in rendering transportation services.
Source:  ENARGAS Resolution No. 1470/00 (gross receipts tax is not included in such transportation rates)



2.2.3		Commercial and Contractual Structure
Customers and Consumption
Direct service to residential, commercial, industrial and electric power generation end-users in TGS’s concession area is provided by four gas distribution companies in the area, all of which are connected to the TGS system: MetroGas S.A. (“MetroGas”), Gas Natural BAN S.A. (“Gas Ban”), Camuzzi Gas Pampeana S.A. (“Pampeana”) and Camuzzi Gas del Sur S.A. (“Sur”).  These distribution companies collectively serve 66% of the distribution market in Argentina. The other five distribution companies (one of which does not currently deliver natural gas) are located in and serve Northern Argentina and are not connected directly to the TGS system.
Transportation Contracts
The firm average contracted capacity for TGS’s distribution company customers and for all other customers as a group at December 31, 1999, 1998 and 1997, together with the net revenues derived from firm gas transportation services accounted for by each of them during such years are set forth below:
	
	December 31,

	
	1999
	1998
	1997

	
	Average Firm Contracted Capacity
	Net revenues
	Average Firm Contracted Capacity
	Net revenues
	Average Firm Contracted Capacity
	Net revenues

	Firm
	(000cmd)
	(MM pesos)
	(000cmd)
	(MM pesos)
	(000cmd)
	(MM pesos)
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	MetroGas
	20,918
	162.6
	21,210
	166.4
	22,070
	180.8

	Pampeana
	11,674
	71.9
	11,960
	73.8
	11,861
	78.0

	Gas Ban
	7,388
	48.0
	7,215
	47.5
	6,934
	48.6

	Sur
	6,806
	15.8
	7,150
	17.5
	7,125
	19.2

	Others
	9,454
	47.0
	7,896
	36.3
	6,546
	32.0

	Total Firm
	56,240
	345.3
	55,431
	341.5
	54,536
	358.6

	
	
	
	
	
	
	

	Interruptible
	
	8.2
	–
	4.8
	–
	4.1

	Total
	56,240
	353.5
	55,431
	346.3
	54,536
	362.7

	
	 
	
	
	
	
	
	
	
	



The following table sets forth the average daily firm and interruptible transportation deliveries for 1999, 1998 and 1997 provided by TGS to its customers:
	
	December 31,

	
	1999
	1998
	1997

	
	Average Daily Deliveries
	Average Daily Deliveries
	Average Daily Deliveries

	Firm
	(MMcmd)
	(MMcmd)
	(MMcmd)
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	MetroGas
	15.4
	14.9
	16.1

	Pampeana
	9.7
	10.1
	10.4

	Sur
	5.1
	5.2
	5.1

	BAN
	5.4
	4.4
	4.1

	Others
	8.8
	4.0
	4.0

	Total Firm
	44.4
	38.6
	39.7

	
	
	
	

	Interruptible
	3.4
	3.1
	2.1

	Total
	47.8
	41.7
	41.8

	
	 
	
	
	
	
	



TGS has entered into firm and interruptible transportation contracts directly with the four distribution companies.  Firm contracts are those under which capacity is reserved and paid for regardless of actual usage by the customer.  Such contracts represented 93% of the gas delivered in 1999 by TGS.  The weighted average duration of TGS’s firm contracts is approximately 11-12 years. Substantially all of TGS’s remaining gas deliveries were made under interruptible transportation contracts entered into in most cases with the same four gas distribution companies and Repsol-YPF. Interruptible contracts provide for the transportation of gas subject to available pipeline capacity. All of TGS’s firm contracted capacity is currently subscribed at the maximum rates allowed by ENARGAS.
Gas Processing Contracts
TGS currently processes natural gas principally for Repsol YPF, MetroGas, Pampeana, Gas BAN and Pérez Companc. TGS’s processing agreement with Repsol YPF provides for, among other things, a fixed charge per metric ton of liquids produced. Under the terms and conditions of the agreement, Repsol YPF has processing rights for up to the first 16 MMcmd through December 31, 2000 and is required to make in-kind deliveries of additional gas to replace its attributable share of the natural gas shrinkage, fuel and losses associated with the extraction of liquids from the gas. The agreement also provides for the processing of a minimum of 8 MMcmd from January 1, 2001 through December 31, 2002 at a fixed charge per metric ton of liquids produced. Gross revenues derived from gas processing for the account of Repsol YPF amounted to Ps. 22.2 million in 1999, representing approximately 35% of TGS’s gas processing revenues. TGS’s processing agreement with Pérez Companc was entered into to partially guarantee the processing of gas volumes by the expanded capacity.
As a result of the expansion of the Cerri Complex, TGS has entered into new agreements with: (i) Petrobrás for the sale of propane, butane and natural gasoline effective from such expansion start-up through December 2000 and (ii) local LPG marketers.
Upstream Services Contracts
In connection with the development of the upstream business, TGS has reached an agreement with Pérez Companc to provide the services of compression and treatment of the natural gas coming from the Río Neuquén gas field. In order to render this service, TGS acquired from Pérez Companc the compression and treatment plant located in that gas field, with a maximum capacity of 2.4 MMcmd. TGS paid US$35 million for the plant and will charge Pérez Companc a monthly fixed fee in US dollars for the services rendered. Annual revenues during the first five years are expected to be approximately US$10 million. TGS started operating the plant on January 5, 1999.
2.2.4		Ownership, Governance and Employees
Ownership Structure
TGS was formed on November 24, 1992, in connection with the Argentine government’s privatization of the state-owned gas company, GdE.  GdE transferred shares of Class A and Class B common stock representing a 70% interest in TGS, to CIESA, an Argentine sociedad anónima.  Today, CIESA, owned 50% by Enron and 50% by Pérez Companc, holds Class A and Class B common stock comprising (55.29%) of TGS’s outstanding shares, and (14.98%) of TGS’s outstanding shares are held indirectly by Pérez Companc (7.36%) and Enron (7.62%).  The remaining (29.73%) of TGS’s shares are publicly-held by local and foreign investors.
The following chart shows the basic ownership structure for TGS:
[image: ]
Board of Directors
Management and control of TGS is vested in the Board, which is comprised of seven directors and seven alternate directors.  An absolute majority of the directors is required for a quorum, and resolutions may be adopted by a majority of directors present at any meeting.
Through its ownership interest in TGS, CIESA can direct the management of TGS, control election of its directors and determine the outcome of any matter put to a vote of TGS’s shareholders. Enron and Pérez Companc are parties to the CIESA Owners’ Agreement and the CIESA Shareholders’ Agreement, which govern matters relating to Enron’s and Pérez Companc’s participation in CIESA and TGS.
The CIESA Owners’ Agreement permits Enron and Pérez Companc each to appoint one director to CIESA’s Board and one representative to the supervisory committee. Pérez Companc may direct the appointment and removal of the president of the Board, and Enron is entitled to direct the election and removal of the vice president. 
An absolute majority of directors is required, under the Owners’ Agreement and the Shareholders’ Agreement, to direct CIESA’s affairs. Unanimous approval of the CIESA directors is required, however, to vote all of the TGS shares held by CIESA in favor of any merger or sale of substantially all of TGS’s assets. Any merger or sale of substantially all of CIESA’s assets requires the unanimous consent of its owners.
The Owners’ Agreement provides that Pérez Companc may direct the appointment of the president of the Board of TGS, and Enron may direct the appointment of the vice president of the Board. The Owners’ Agreement provides that each of Enron and Pérez Companc may appoint one director of TGS  (the “Core Directors”). CIESA’s directors are required to cause CIESA to vote its shares to elect additional TGS directors. Certain actions require the approval of the Core Directors.  These actions include: (i) certain sales of assets not in the ordinary course; (ii) adoption of TGS’s annual financial plan and certain significant modifications thereto; (iii) certain borrowings, capital expenditures and operating expenses in excess of the amounts approved in the annual financial plan; (iv) appointment of officers other than the General Director; (v) certain capital expenditures not approved in the annual financial plan; (vi) salary and compensation policies; (vii) amendments to the Technical Assistance Agreement; (viii) decisions relating to certain legal claims by or against TGS; (ix) certain decisions relating to tax planning; and (x) granting of certain guarantees, indemnities or similar security arrangements other than in the ordinary course of business and not approved in TGS’s annual financial plan.
Officers
Enron is entitled to direct the appointment and removal of the General Director of TGS.  The General Director is the chief executive officer of TGS and has full authority over TGS’s day-to-day operations, subject to the requirement that the Core Directors approve the actions described above.
Enron may also appoint the general manager of CIESA, who is its chief executive officer with authority over day-to-day operations.
Technical Assistance Agreement
An Enron subsidiary is the technical operator for TGS and provides technical assistance to TGS under the Technical Assistance Agreement. The terms of the Technical Assistance Agreement, which has an initial term of eight years expiring on December 28, 2000 and is automatically renewable for additional eight-year terms, were set by the Argentine Government as part of the privatization of GdE.  The Technical Assistance Agreement sets out the services to be provided by Enron to TGS, at the request of TGS’s General Director, in return for payment of an annual technical assistance fee equal to the greater of (i) US$3 million or (ii) 7% of the amount obtained after subtracting US$3 million earnings before interest and income taxes. Enron is obligated to pay approximately 40% of the fee to Pérez Companc.
Employees
As of December 31, 1999, TGS employed 648 employees located in seven provinces of the country (Buenos Aires, La Pampa, Río Negro, Chubut, Neuquén, Santa Cruz and Tierra del Fuego) and the city of Buenos Aires. More than 50% of TGS’s employees have technical or professional backgrounds.  The following table sets out the number of employees by department as of December 31, 1999:
	Department
	Number of Employees

	General
	3

	Administration and Finance
	81

	Engineering
	14

	Human Resources and Public Affairs
	15

	Planning and Project Evaluation
	5

	Legal Affairs
	8

	Regulatory Affairs and Tariffs
	2

	Marketing
	29

	Operations
	491

	Total
	648



Approximately 7% of TGS’s workforce is unionized.
2.4.5		Special Consideration
TGS is subject to several claims and disputes, the most significant of which is the retroactive imposition of an Argentine stamp tax by the provincial governments of Rio Negro, Neuquén and Santa Cruz.  The aggregate amount of the taxes, penalty and interest assessed exceeds US$50MM.  To date, court challenges of this assessment have been unsuccessful.  TGS has pending before the Argentine Federal Supreme Court an application to declare the taxes unconstitutional and unlawful, but the court has not yet acted on TGS’s application.  The provincial governments may attempt to collect the taxes, including by levy, if necessary.
The federal government and ENARGAS have each expressed the view that the imposition of the stamp tax is illegal; however, the Argentine Federal Supreme Court recently denied an application filed by another company to enjoin collection of the tax.
Enron has notified the federal government that it regards the imposition of the tax as in violation of the Bilateral Investment Treaty between Argentina and the United States.  TGS has been in discussions with the provincial governments, and Enron has been in discussions with the federal government and the Argentine Federal Supreme Court.  The Treaty mandates a six-month cooling off period before arbitration can be initiated.  If these discussions are unsuccessful, Enron intends to file for arbitration with the International Center for the Settlement of Investment Disputes in Washington, D.C.

2.4.6	Financial Information
Introduction INFORMATION TO BE AMENDED BY CLIENT AND TO BE ADDED UPON HIS INSTRUCTONFinancial Information

The following financial information for TGS includes 1998 and 1999 statements of income, cash flows and balance sheets based on Argentine GAAP financial statements denominated in Argentine pesos.  The income statements, cash flows and balance sheets have been converted in to U.S. dollars at the rate of one peso to one US$ dollar, in line with the convertibility law which fixes the exchange rate at 1:1.  The projections from 2000 to 2004 are based on certain key assumptions, which are described below, and have also been presented in US dollars at the exchange rate of one peso to one US dollar.
Enron has a 35.5% beneficial interest in TGS.  A portion of Enron’s ownership in TGS (27.65%) is held through a holding company, CIESA, which owns 55.29% of TGS.  Enron has a 50% stake in CIESA. In addition, Enron owns a 7.62% in TGS directly through wholly-owned subsidiary.
Historical Results
Revenues
Revenues increased 9% from US$395.1 million in 1998 to US$430.3 million in 1999 primarily due to increased revenues from gas processing and other upstream services.  Gas processing volumes increased 27% from 843,000 metric tons/year in 1998 to 1,067,800 metric tons/year in 1999 due to the expanded capacity of the General Cerri plant. Also driving the revenue increase was an 11% increase in gas processing prices from US$53 to US$59 per metric ton.
Expenses
Operating expenses increased 11% from US$79.2 million in 1998 to US$87.9 million in 1999 primarily due to an increase in management fees which are tied to EBIT.  The increase in depreciation expenses from US$36.8 million to US$45.0 million was primarily attributable to expansion at the General Cerri plant and the addition of an upstream compression plant.
Operating Results
The cumulative effect of this was a 6.5% increase in EBIT from US$279.1 million to US$297.4 million.
Interest Expense
The increase in interest expense from US$53.0 million in 1998 to US$90.1 million in 1999 was primarily due to a 19% increase in average debt due to capital spending as well as an increase in the average cost of debt from 7.5% in 1998 to 9.03%  plus the composition of the 15% with tax on interest in 1999.  
Net Income 
The increase in interest expense exceeded growth in operating earnings and caused net income to decrease from $156.5 million to $145.7 million in 1999.
Existing Debt
	Facility
	Amount Outstanding
	Interest Rate
	Repayment Rate

	
	
	
	

	US$100 MM 5MTN
	99,577
	6.87%
	Due Dec 2002

	
	
	
	

	US$150 MM 5yr notes
US$200 MM 18 month notes
	151,073
	10.25%
	Due April 2001

	
	
	
	Due June 2000

	
	
	
	

	US$375 MM IDB Loan
	321,597
	9.61% to 10.19%
	Equal semi-annual repayments over 7 years starting May 2004

	
	
	
	

	Exim Bank
	27,455
	6.02% to 8.02%
	5 year semi-annual installments

	Total
	
	
	



[COMPLETE DEBT TABLE]
CIESA debt is approximately US $220 million of which Enron’s share is 50%, pursuant to its equity stake.  CIESA possesses a debt obligation of approximately US$220 MM with an interest rate of 8.78%.  The facility has a bullet maturity on April 22, 2002 and is fully drawn and is secured by the underlying interest in TGS.  The attached financial presentations on TGS do not include the CIESA debt or rebated costs.
Key Assumptions – 2000-2004
The projections are primarily driven by volume and tariff increases for the gas transportation business.  Volume increases primarily result from planned expansions to the system including expansions and extensions of the system.  Tariff adjustments are projected based on macroeconomic assumptions and the application of the tariff formula.  The projections also reflect a moderation in gas processing volumes and prices, the effect of which is offset by additional revenues from new upstream businesses and telecommunication revenues.
Macroeconomic Assumptions
The following table sets forth projections for exchange rates and inflation for the projected period.
	
	2000
	2001
	2002
	2003
	2004

	DO NOT DELETE
	
	
	
	
	

	Average Exchange Rate (Peso/US$)
	1.00
	1.00
	1.00
	1.00
	1.00

	Argentina Inflation
	0.96%
	1.43%
	1.72%
	1.89%
	2.00%

	US PPI
	4.22%
	3.20%
	2.90%
	2.70%
	2.53%



Volumes
Gas Transportation
The table below highlights gas transportation volume projections for TGS.
	
	2000
	2001
	2002
	2003
	2004
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	Firm Capacity
(MMcmd)
	57.8
	59.3
	62.0
	65.3
	68.5

	Interruptible
Capacity (MMcmd)
	3.3
	3.2
	2.8
	2.6
	2.4



Firm capacity volume projections assume that existing contracted volumes continue and that expansion projects are completed each year against firm contracts. 
It should be noted that TGS will only undertake significant expansions of its pipeline capacity to the extent that it has firm commitments from potential users of the capacity on economically acceptable terms.  TGS’s exposure to step down rights, under current contracts, is less than 1 MMcmd for 2000 to 2002, zero in 2003 and 4.3 MMcmd in 2004.  Interruptible volumes are projected to continue to decrease marginally over time.
Gas Processing
Gas processing volumes are set forth in the table below.
	
	2000
	2001
	2002
	2003
	2004

	DO NOT DELETE
	
	
	
	
	

	Gas Processing 
(M metric tons/year)
	1,083.3
	900.8
	900.8
	900.8
	900.8



Gas processing volumes are projected to decrease in 2002 because YPF’s Mega project comes on line in 2001. TGS plans to mitigate some of the effects of the decrease in liquids processing volumes by expanding their upstream processing business (see Upstream Revenues below).
Tariffs
TGS’s transportation rates (interruptible and firm) are regulated by ENARGAS and are adjusted every 5 years based on efficiency and investment factors established in the rate review process.  Additionally, TGS receives semi-annual tariff adjustments based on the US PPI. The next rate review will occur in 2002 and the result of which impact rates in 2003.  The assumed effective rate reduction in 2003 is 3% for the efficiency factor (X factor) with no increase for the investment factor (K factor).  The overall impact of US PPI (2.70%) and the x-factor reduction of 3% is a net reduction of 0.3%.
The average firm and interruptible capacity tariffs used in the projections are the 1999 average tariffs, escalated by PPI.
Gas processing is an unregulated business.  The prices per metric ton are projected to decline between 1999 and 2002 because of the competition and additional supply from the YPF Mega project.  Management anticipate it to stabilize in 2001 and beyond.
Ancillary Revenues
Upstream Revenues
Upstream revenues result from TGS providing gas treatment and compression services to producers upstream from TGS’ main pipeline.  In addition, TGS provides pipeline construction, inspection and maintenance services for owners of upstream pipe.  One contract, with Pérez Companc, accounts for US$10 million of annual upstream revenues.  This contract expires in 2017. TGS’ strategic objective is to grow this business, and the projections assume that these revenues grow by US$5 million per year from 2000 through 2004.  In 2005 and beyond upstream revenues are projected to grow in line with U.S. PPI.
Telecommunication Revenues
Telecommunication revenues are expected to begin in 2000 as TGS sells excess capacity on its digital radio telecommunication system.  TGS initially built the system in 1998 and is currently only using 50% of its capacity for their own internal use.  It has recently signed two contracts with telecommunications companies to lease excess capacity on its system and negotiations with a third are at a final stage.  Annual revenues from these three contracts are expected to be US$1.4 MM and rapidly growing thereafter.
Subsequent to the completion of these negotiations, TGS is planning to double the capacity of its telecommunications network and to lease this additional capacity to third parties.
Operating Costs
Labor costs are projected to remain flat   Supplies and expenses are escalated by a factor, 40% represented by US PPI and 60% represented by Argentine inflation.  The increase as a result of inflation is more than offset by decreases from 1999 to 2001 and 2001 to 2002 resulting from lower operational and maintenance needs of existing pipelines, certain employees and supplies will therefore be diverted to the development and operation of expansion projects and new business.  Expenses associated with expansions and new businesses, are presented separately.  New business costs are expected to increase substantially from 2000 to 2004 as TGS seeks to establish itself as an upstream service provider.  The total number of TGS employees is expected to remain the same at approximately 650.
Management Fees
Management fees include fees payable under the Technical Assistance Agreement.  Technical Assistance fees are the greater of US$3 million or 7% of EBIT before management fee less US$3 million, in accordance with the Agreement.  These fees are paid to Enron and Pérez Companc and Enron’s share is 58.5%.  Regulatory fees payable to ENARGAS are assumed at a fixed rate of US$4.7 million. 
Depreciation
TGS has historically depreciated its pipeline assets over 45 years, but has requested ENARGAS approval to extend the useful life to 67 years.  In the projections, starting in 2000, pipelines are depreciated straight line over 45 years, gas processing facilities (General Cerri plant) are depreciated straight line over 17 years and upstream gas processing facilities are depreciated over 15 years.
Interest Costs
The average interest rate on debt included in the projections is assumed to be approximately 9.8% and debt is assumed to be US dollar denominated.  There is a 15% withholding tax on interest, which has been included in interest expense in the projections.  The projections assumes that new debt is raised for capital expenditures working capital of the company through 2003.
However, TGS possesses significant additional debt capacity in 2003 and beyondand, this not reflected in this financial presentation.
Taxes
The income tax rate in Argentina is 35%.
Capex
Capital expenditures included in the projections are designated as expansions, new business, telecom and maintenance.  Expansion capital expenditures relate to TGS’ plans to increase pipeline capacity and expand its upstream gas processing services.  Major projects in 2000 through 2003 include:
Completing a 2.4 MMcmd expansion primarily on the General San Martín pipeline primarily to service a new industrial plant.  Expected completion in June 2000.  (US$15.7 million)
Building a pipeline to connect to the Cruz del Sur pipeline.  Expected completion in July 2001.  (US$21.7 million)
Construction of an 81 km 30” loop and a 20 km 36” loop to bring more gas volumes into the Cerri Complex since the gas will be drier as a result of the YPF Mega project.  Expected completion 2001.  (US$52.5 million)
Expansion of 2.6 MMcmd on the pipelines between Bahía Blanca and Buenos Aires by adding a 139 km 36” loop and a 30 km 30” loop.  Expected completion in June 2002.  (US$64.1 million)
Expansion of 3.8 MMcmd on the General San Martín, Neuba II and the pipelines between Bahia Blanca and Buenos Aires primarily for a planned 700 to 750 MW power plant near Buenos Aires.  Expected completion in June 2003.  (US$155.2 million)
Doubling of the telecommunications system capacity across the entire pipeline system to sell the excess capacity to telephone companies.  One year construction to begin when the third of three contracts are signed.  The first two are already signed.  Expected completion in 2001.  (US$25.4 million)
New business capital expenditures relate to expansions of TGS’s upstream business.  Maintenance capital expenditures are related to efficiency and maintenance projects that generally do not increase the capacity of the pipeline.  Maintenance capital expenditures have historically been between US$30 and US$60 million per year and are projected to remain at US$30 million annually in the future.
Summary Results
Revenues
	
	1999
	2000
	2001
	2002
	2003
	2004

	
	 (US$ thousands)

	DO NOT DELETE
	
	
	
	
	
	

	Revenues


	$430,271
	$449,861
	$478,801
	$523,440
	$552,797
	$593,687



Revenues will increase by US$163.4 million over the projected period principally due to increases in gas transportation revenues resulting from the combination of a 19% increase in capacity sold and a 13% increase in average firm transportation tariffs.  Revenues also benefit from increases in the contribution of telecommunications and upstream revenues, which more than offset the decline in gas processing revenues resulting from the competitive impact of the completion of YPF’s Mega project.
Operating Company EBITDA and Net Income
The table below highlights TGS’s projected EBITDA and net income, both inclusive of management fee and on a 100% basis.


	US$000
	1999
	2000
	2001
	2002
	2003
	2004

	
	(US$ thousands)

	DO NOT DELETE
	
	
	
	
	
	

	EBITDA
(including pre-tax
  management fee)
	$366,494
	$395,461
	$424,301
	$467,040
	$492,797
	$528,787

	Net Income
(including pre-tax 
 management fee)
	$169,818
	$173,619
	$189,983
	$201,897
	$203,774
	$215,035

	Pre-Tax Management Fee

	$24,094
	$23,693
	$25,407
	$28,019
	$29,492
	$31,821



Enron Share
The table below shows Enron’s share of EBITDA, management fees and Recurring Net Income.  Enron owns 35.5% of TGS and receives 58.5% of the management fee.    
	US$000
	1999
	2000
	2001
	2002
	2003
	2004

	
	(US$ thousands)

	DO NOT DELETE
	
	
	
	
	
	

	EBITDA
(including pre-tax
  management fee)
	$135,647
	$145,838
	$156,470
	$172,243
	$181,727
	$195,038

	Net Income
(including pre-tax
  management fee)
	$65,827
	$67,084
	$73,287
	$78,111
	$79,112
	$83,656

	Pre-Tax Management Fee
	$14,095
	$13,861
	$14,863
	$16,391
	$17,253
	$18,615



EBITDA and net income reflect the increase in revenues as discussed earlier.
The financial information is summarized on the following pages.
[ADD MD+As]

2.3	Transredes
2.3.1		Description of the AssetsBusiness OverviewTransredes

Overview
Transredes was created in May 1997 under the Bolivian Capitalization Program to own and operate YPFB’s oil and gas pipeline system.  In addition, Transredes has interests in:
· the Bolivian section of BBPL (GTB);
· the Brazilian section of BBPL (TGB);
· the Bolivian (GasBol) and Brazilian (GasMat) sections of the Cuiabá Pipeline, both of which it operates and which are under construction; and
· the Cuiabá Power Plant (EPE), which is under construction.
Transredes’Transredes’s gas pipeline system (including BBPL and the Cuiabá Pipeline) is the only existing installed gas transportation system in Bolivia.  It moves 100% of the gas volumes to the domestic market and the export markets, principally Brazil.  Transredes’Transredes’s existing system has a capacity of 10 MMcmd and consists of almost 3,000 km of natural gas pipelines and 2,500 km of crude oil and liquid product pipelines with peak throughput of over 50 MMbld. Transredes is also the administrator and operator of the main Arica oil export and import terminal in Northern Chile.
Transredes is headquartered in Santa Cruz, Bolivia and has offices in La Paz, Cochabamba, Sucre, and Tarija.  Transredes has manned facilities throughout its pipeline systems.
Physical Network
The map below shows Transredes’Transredes’s liquids and natural gas pipeline system:
[image: ]
From C:/MORGAN STANLEY/MAPS02.PPT
Natural Gas Pipelines
Transredes’Transredes’s gas pipeline network spans the entire southern two-thirds of Bolivia but can be divided into northern and southern systems. The northern system serves the cities of La Paz, Cochabamba, Oruro, and Santa Cruz. The southern system originates at Yacuiba on the Argentine border and extends approximately 442 km north to Rio Grande, which is the inlet to BBPL, and serves such cities as Sucre and Potosi. The southern system’s importance is based on its proximity to the recently discovered gas fields of Margarita, San Alberto and San Antonio in the Gran Chaco Department. In 1999, peak and average throughput of the gas pipeline system was 7.8 MMcmd and 5.8 MMcmd, respectively.

The map below shows details of the layout and directional flows of Transredes’Transredes’s natural gas pipeline system:
	[image: ]




The table below gives further technical information on Transredes’Transredes’s gas pipeline network:
	Natural Gas Pipelines
	External Diameter (Inches)
	Length (Km)
	Operating Volume (mmcf/d)
	Start Of Operat.

	Gathering Trunk Lines – Export
	
	
	
	

	· Colpa – Yaculba (GSCY)
	24.00
	530
	300
	1972

	· Carrasca-Vibora-Yapacani (GCY)
	12.75
	76
	89
	1994

	· Yapacani-Colpa (GYC)
	16.00
	115
	89
	1994

	· Bermejo-Ramos, Arg (GBR)(1)
	12.75
	4
	18
	1990

	Gathering Laterals
	
	
	
	

	· Santa Cruz Field
	10.75
	8
	
	1986

	· Caranda Field
	10.75
	33
	2
	1972

	· Naranjillos Field
	10.75
	19
	32
	1987

	· La Eeña Field
	6.63
	11
	
	1975

	· El Palmar Field
	6.63
	1
	
	1980

	· Porvenir Field
	10.75
	9
	35
	1984

	· Vuelta Grande Field
	10.75
	15
	60
	1980

	· San Roque Field
	8.63
	1
	37
	1985

	· La Vertiente Field
	8.63
	17
	59
	1979

	· Katari
	8.63
	3
	
	

	· Caranda
	6.63
	33
	
	

	Market Supply Trunk Lines
	
	
	
	

	· Colpa - Mineros (CGM)
	6.63
	64
	3
	1981

	· Rio Grande – Sta. Cruz (GRSZ)
	12.75
	46
	60
	1992

	· Villamontes Tarija (GVT)
	4.50
	174
	3
	1989

	· Tarija el Puente (RTPT)
	4.50
	86
	2
	1989

	Market Supply Laterals
	
	
	
	

	· Ende/Parque Industrial, etc
	-
	38
	47
	-

	Industrial Trunk Lines
	
	
	
	

	Rio Grande-Senkata/La Paz (GAA)
	
	
	
	

	· Rio Grande – Parotani
	10.75
	453
	31
	1988

	· Parotani-Oruro-Senkata
	6.63
	328
	13
	1984

	Taquiperenda-Cochabamba (GTC)
	
	
	
	

	· Taquiperenda-Camiri
	10.75
	55
	16
	1983

	· Gamiri-Cerrillos
	8.63
	62
	15
	1983

	· Cerrillos – Torrepampa
	6.63
	109
	24
	1974

	· Torrepampa-Cerrillos
	6.63
	73
	24
	1974

	· Tarabuco-Tapirani
	10.75
	22
	24
	1983

	· Tapirani-Cochabamba
	6.63
	260
	10
	1983

	Tarabuco - Sucre (GSP)
	6.63
	44
	-
	1974

	Sucre-Potosi (GSP)
	4.50
	111
	5
	1982

	Vuelta Grande – Tiguipa (GVGT)
	2.38
	8
	-
	-

	Cerrillos – Monteagudo (GCM)
	2.38
	28
	-
	1989

	
	
	
	
	

	
	
	
	
	

	Note:  (1) Jointly owned by Transredes and Pluspetrol, with 3.5 Km located in Bolivia

	
	


The average age of Transredes’Transredes’s gas pipelines is approximately 20 years.  
Capital Expansion Program
Transredes is currently investing heavily to upgrade and expand its network for natural gas in anticipation of future growth.  Preparation has begun with the completion of the flow reversal/bi-directional capability of the southern gas system and planning is under way in anticipation of YPFB’s aggregation process to allocate market demand to the Bolivian producers.
The gas expansion projects are expected to increase Transredes’Transredes’s throughput to 35.4 MMcmd by the year 2005.  The largest single cause of this expansion is supply to BBPL, which alone will account for over 30.0 MMcmd.  [Confirm W/MD+A.  Are the projections on Transredes consistent with the projections for BBPL and Cuiabá.]  The remaining volumes are allotted to domestic markets and the Cuiabá Power Plant.  The interconnection point between Transredes and BBPL is at Rio Grande, roughly in the center of Transredes’Transredes’s existing mainline gas pipeline, 50 km southeast of Santa Cruz.  This naturally divides the gas mainline into northern and southern systems, which will be expanded as described below.
Northern Gas Expansion: The northern system from Carrasco to Rio Grande currently consists of 280 km of 12”, 16”, and 24” pipelines with varying capacities.  The projected gas receipts suggest that this system will require a total capacity of approximately 7.1 MMcmd. This expansion will be accomplished with the installation of a single compressor unit at the Yapacani site, approximately 200 km from Rio Grande. No further construction is anticipated for the northern system at this time.
Southern Gas Expansion: The southern system, from the Argentine border at Yacuiba to Rio Grande, consists of 442 km of 24” pipeline.  It has one existing compressor station at Caigua, approximately 320 km from Rio Grande, with a capacity of approximately 5.7 MMcmd.  The expected throughput of the system in 2005 is approximately 24.1 1 MMcmd, requiring a major expansion of these facilities and a complete loop of large diameter (32” - 36”) pipes.  In addition, a new compressor station will be built at Saipuru, approximately 135 km from Rio Grande.  The units at Caigua will be replaced and a complete overhaul of the mechanical, safety and controls systems will be necessary.
Miscellaneous Gas Expansions: Various domestic pipeline systems will also be expanded as required to supply the growing internal market.  The pipeline to Cochabamba and La Paz and the pipeline to Tarija are each undergoing, or will soon undergo, changes to enhance their respective facilities and capacities.
Oil and Liquids Pipelines
Transredes’Transredes’s oil and liquids pipeline network exists mainly on the same rights of way as the southern gas system from Yacuiba north to Rio Grande and Santa Cruz.  The central oil and liquids pipeline runs from Santa Cruz to Cochabamba and over the Andes to Arica, Chile, where it ends at the Arica marine oil terminal.  Various grades of Bolivian crude oil, refined products and LPG make up the bulk of the liquids volumes being transported today.
In 1999, the average throughput of the oil and liquids pipelines was 45,946 MMbpdBld.  [Confirm with MD+A] 
Transredes operates 59 pumping stations with 29,331 HP installed.  Transredes is also the administrator and operator of the Arica marine oil terminal to which it transports virgin and reconstituted crude oil and from which it transports diesel and gasoline.  The Arica terminal has 600,000 Bl of crude storage capacity and 1 MMMBl of diesel and gasoline storage capacity.
The map below shows details and directional flows of Transredes’Transredes’s oil and gas liquids pipeline network:
[image: ]
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The table below provides technical data on Transredes’Transredes’s liquids pipeline network:
	
	
	
	
	
	

	Liquids Pipelines
	External Diameter (Inches)
	Length (km)
	Maximum Capacity
(Bld)
	Product Transported
	Start Of Operation

	Northern Sta. Cz Gathering Trunk Lines:
	
	
	
	
	

	Carrasco-Vibora-Caranda (ONSZ-1)
	4.50
	193
	4,500
	Oil
	1989

	Carrasco-Caranda (ONSZ-2)
	6.63
	126
	20,000
	Oil
	1993

	Spur Cascabel-Vibora
	4.50
	5
	
	
	1989

	Spur Sirari
	4.50
	1
	
	
	1989

	Southern Gathering Trunk Lines:
	
	
	
	
	

	Camiri-Yaculba (OCY-1)
	6.63
	259
	12,000
	Oil
	1955

	Cerrillos-Chorety (OCCH)
	4.50
	60
	10,000
	Oil
	1968

	Camiri Villamontes (OCY-2)
	12.00
	163
	
	Oil
	1979

	Spur Cambeiti-Boyuibe
	4.50
	43
	
	
	1976

	Spur Porvenir-Nancaroinza
	6.63
	11
	
	
	1981

	Spur Vueita Grande-Tiguipa
	6.63
	17
	
	
	1988

	Spur La Vertiente – Villamontes
	3.50
	17
	
	
	1981

	Spur Villamontes-Int. OCY
	3.50
	1
	
	
	1987

	Spur Guayruy - OCY-1
	3.50
	19
	
	
	

	Spur San Roque-Tiguipa
	4.50
	7
	
	
	1986

	Spur Camatindi – Tiguipa
	2.38
	16
	
	
	

	Spur San Alberto – Yacuiba
	2.38
	31
	
	
	

	Santa Cruz Delivery Trunk Lines:
	
	
	
	
	

	Caranda-Santa Cruz (OCSC)
	8.63
	60
	25,000
	Oil
	1966

	Rio Grande-Santa Cruz (ORSZ)
	8.63
	54
	23,000
	Oil
	1966

	Camiri-Santa Cruz (OCSZ-2)
	8.63
	269
	20,000
	Oil
	1978

	Palmasola-Estación 1 (OEP)
	6.63
	10
	
	Oil
	1979

	Estación 1-Palmasola (OEP)
	6.63
	11
	
	
	1979

	Spur La Peña
	4.50
	11
	
	
	1966

	Spur Colpa
	6.63
	5
	
	
	1966

	Cobba & Campero Delivery Trunk Lines:
	
	
	
	
	

	Sta. Cruz-Huayñacota (OSSA 1)
	12.75
	411
	35,000
	Oil
	1966

	Huayñacota-Campero Exp. Line (OSSA 2)
	8.68
	355
	35,000
	Oil
	1966

	Spur Huayñacota-Cochabamba
	6.63
	11
	
	
	

	Western Trunk Lines:
	
	
	
	
	

	Other Lines
	
	
	
	
	

	Rio Grande-Santa Cruz
	4.50
	48
	3,700
	LPG
	1979

	


	
	
	
	
	


The average age of Transredes’Transredes’s liquids pipeline network is approximately 29 years.
Transredes’Transredes’s liquids transport system has three major delivery points: two refineries (one at Pamasola and one at Cochabamba) and the Port of Arica in Chile.  Other minor delivery points include Chorety and Villamontes, mainly to deliver final products for YPFB (LPG, gasoline and diesel oil).  The existing system reached the limit of its capacity in 1998, although volumes have since decreased due to the sharp decrease in international oil prices.  The current capacity is approximately 30,000 Bld for the domestic market and 12,000 Bld for export.
Strong projected increases in domestic crude oil and refined products demand of approximately 5-7% per year, as well as the increased production from Bolivian gas fields has increased associated liquids production, leading to the need for expansion of Transredes’Transredes’s liquids system as described below.
Northern Liquid Expansion: The northern zone includes some of the main production fields within the “Boomerang Basin,” two of the major LPG Plants and the latest Transredes pipeline from Carrasco to Cochabamba.  The OCC line is 227 km long and varies from 10” to 12” in diameter.  The aim of the northern expansion is to allow secure collection, storage and handling of LPG and to meet increasing transport demand for crude oil.
Central Liquid Expansion: The OSSA 1 line passes from Santa Cruz to Cochabamba and is 973.6 km long.  It has various diameters ranging from 8” to 12” and an installed capacity of 35,000 Bld.  A second pipe, known as OSSA 2, runs from Cochacamba to Arica with equal capacity.  The main liquids expansion projects are located within this zone.  They include an increase in pumping capacity for both OSSA 1 and OSSA 2 up to 50,000 Bld and the construction of a new terminal in Cochabamba.  This will increase Transredes’Transredes’s flexibility and autonomy, allow efficient operation between the new OCC and the OSSA pipelines and improve LPG transportation to domestic and export markets.  Important savings in operational expenses are expected from replacement of services currently leased.
Southern Liquid Expansion: Some of the most significant increases in oil production in the next five years are expected from several fields within the Southern zone.  There is also increasing demand for imported diesel oil, mainly supplied from Argentina.  Expansion projects designed to address these expected increases in the southern zone include:
(i) renewal and construction of storage capacity for both crude oil and diesel;
(ii) increased pumping capacity in Yacuiba;
(iii) interconnection with the Argentine liquids transport system to import diesel efficiently and improve the possibilities for exporting crude oil and other liquids; and
(iv) construction of short trenches for new lines to allow dedication of the main system to crude and diesel and reduce contamination risks.
Miscellaneous Liquids Expansions: Privatization of the remaining state owned oil enterprise, YPFB, will provide new opportunities for Transredes, such as, among others, the delivery of LPG to new filling plants, connection of lines to newly developed fields as well as an increased need for operational storage capacity within the system, including at the Arica terminal.
2.3.2		Regulations and Tariffs
Regulatory Framework
Transredes's principal transportation business for gas and liquids is a regulated public service in Bolivia governed by a number of laws, regulations, Supreme Decrees and concessions including, most importantly, the 1996 Hydrocarbons Law, the SIRESE Law and the Transportation Regulations for the Transportation of Hydrocarbons via Pipelines.  Other important regulations include the Regulations of Gas Marketing and the Regulations for the Design, Construction, Operation and Abandonment of Pipelines.
The administration of these laws and regulations is the responsibility of the Superintendency of Hydrocarbons of Bolivia’s Sector Regulation System (“SIRESE”).
SIRESE approves the terms and conditions of new transportation agreements between Transredes and Bolivian gas procedures and shippers.  Bolivian law provides for open access to Transredes’s pipeline network, which requires Transredes to respond with a project proposal to any producer that requests access to the transportation system delivery for proven and probable gas and/or liquids reserves to market.  The proposal is reviewed by the producer as well as SIRESE to verify its purpose and economics.
Transredes was specifically granted four administrative concessions to operate its pipeline assets for a 40-year term beginning in May 1997.  No new concession is necessary for the capital expansion program, but Transredes is required to follow a reporting process with the SIRESE.  At the end of their term, the concessions may be renewed at the government’s discretion or put out to tender.  In the event of the latter, Transredes will receive the lower of unamortized PP&E adjusted for inflation or the winning bid price offered in the tender.
Tariffs [Tariff regime to be confirmed]
The Superintendency of Hydrocarbons requires that all gas and liquids transportation services in Bolivia be subject to postage stamp tariffs. A postage stamp tariff is intended to prevent discrimination among shippers, suppliers and consumers by charging a single tariff irrespective of the transportation distance. In practice, there are separate postage stamp tariffs established for domestic gas, export gas, domestic liquids and export liquids. The postage stamp tariff system was adopted in order to equalize the cost of service to the cities and towns (for example, La Paz) that are relatively distant from the sources of gas and liquids located in the south and central parts of Bolivia and to encourage the development of reserves further from the entrance to GTB. 
The Hydrocarbons Law requires all tariffs to be lowest cost to the shippers (while maintaining the safety and reliability of the system), and to cover all capital and operating costs of the transporter. This is intended to create incentives for the transporter to make operational improvements in its service from time to time, and to give the transporter a reasonable rate of return on its investments.
Both the trade in hydrocarbons and the transportation of gas and liquids is a dollarized activity in Bolivia. The cost of transportation is denominated in US dollars and shippers make payment in US dollars. 
SIRESE reviews transportation tariffs every four years. These tariffs can be adjusted during that period only as a result of changes in tax legislation. During the first four years (from 1997 – 2001, the “Transition Period”), the Bolivian Government requires that the cost of transportation services be held at a specific artificially low level to allow all participants in the energy markets in Bolivia to gradually make adjustments in anticipation of an economically-based tariff.
As a result, SIRESE recognized that the tariff in effect for the Transition Period is insufficient for Transredes to cover its costs and enable it to earn an adequate and reasonable return on its investment. Consequently, during this period, Transredes is allowed to calculate a revenue adjustment for an amount equal to the difference between actual revenues and the revenue requirement approved by SIRESE. The adjustment is recorded as deferred revenue in the income statement with a corresponding debit to an asset account (“Deferred Account”).  This account, together with investments made during this period (which do not form part of the rate base during this period), accumulate interest at a rate of 7% per annum (10% nominal). Once approved by SIRESE, this deficit will form part of the future tariff base and be recovered through tariffs over 20 years [Confirm with MD+A].
The revenue requirement approved by SIRESE is intended to cover reasonable and prudent expenses (administration, operation, maintenance, depreciation, taxes (excluding Value Added Tax), the SIRESE levy and interest payable on long term debt) plus the return on equity, established as 12.5%, for the first ten years, plus the average US dollar inflation rate for the past four years, as published by the International Monetary Fund. The regulations provide for a 60/40 debt-to-equity capital structure for the purpose of calculating the return on equity.
The table below shows Transredes’Transredes’s current tariff levels:
	Postage Stamp Tariffs for Gas and Liquids During the Transition Period:

	
	

	Domestic Gas
	US$ 0.41/MMBtu

	Gas Export to Argentina/Rio Grande
	US$ 0.18/MMBtu

	Domestic Liquids
	US$ 1.05/Bl

	Liquids to Export
	US$ 1.55/Bl

	
	




2.2.3	Commercial and Contractual Structure
Customers and Consumption
Transredes has a total of 1212 customers. .  Transredes’Transredes’s principal customers are gas and liquids producers, processors and marketers in Bolivia.  The following table lists Transredes’Transredes’s largest customers for both gas and liquids in 1999 by volume:
	Transredes Largest Customers

	Gas
(MMcmd)
	Liquids
(Bld)

	

	Chaco
	2.1
	Maxus
	13,146

	Andina
	1.9
	Andina
	11,322

	Tesoro
	0.6
	Chaco
	10,295

	Pérez Companc
	0.5
	YPFB
	9,171

	Vintage
	0.4
	Tesoro
	577

	YPFB
	0.2
	Companc
	470

	Total
	5.75.7
	Total
	44,98145,730

	
	



Transportation and Delivery Contracts
Transredes has numerous interruptible service and delivery service contracts with local producers and importers for the transportation of natural gas and liquid hydrocarbons along its existing pipelines.  The contracts are standardized agreements established under the concessions granted to Transredes and are governed by common terms and conditions, including operational, measurement, scheduling, billing, and payment terms that have been approved by and are on file with the Superintendency of Hydrocarbons. All contracts are month-to-month after the expiration of a short initial term, and provide that Transredes be paid the maximum applicable rate on file and in effect with the Superintendency of Hydrocarbons.
Transredes also operates and maintains the Arica pipeline system and the Arica marine terminal in Chile for a fee and has entered into contracts for the transportation and storage of liquids transported on the Santa Cruz-Arica pipeline system.
On the liquids side, Transredes has contractual arrangements both with producers and importers.  The first table below shows current contracts with producers:
Liquid Hydrocarbon Delivery Service Contracts with Bolivian Producers
	Producers
	Maximum Volume

	(1)
	YPFB
	
	

	
	–	Operations Contract
	4,000
	Bld

	
	–	Campos Menores
	12,865
	Bld


	
	–	Refined Products
	1,000
	Bld

	
	–	Crude C
	500
	Bld

	
	–	Crude B
	2,200
	Bld

	
	–	Diesel
	500
	Bld

	(2)
	Tesoro Bolivia Petroleum Company
	4,000
	Bld

	(3)
	Maxus Bolivia, Inc.
	16,000
	Bld

	(4)
	BHP Boliviana de Petroleo, Inc,
	N/A

	(5)
	Empresa Petrolera Chaco S.A.
	17,630
	Bld

	(6)
	Empresa Petrolera Andina S.A.
	11,000
	Bld

	(7)
	Dong Won Corporation Bolivia  
	3,000
	Bld

	(8)
	Vintage Petroleum Boliviana Ltda,
	10,000
	Bld

	(9)
	Pérez Companc S.A. Sucursal Bolivia
	600
	Bld



The table below shows existing contracts with importers:
Liquid Hydrocarbon Delivery Service Contracts with Importers
	Importers
	Maximum Volume

	(1)
	Lowland Petroleum Company S.R.L.
	31,436
	Blm

	(2)
	Bol Sur Nacional Petróleo S.R.L.    
	260
	Bld

	(3)
	Copebol S.R.L.  
	6,290
	Blm

	(4)
	Autuma Sinper S.R.L.
	12,574
	Blm

	(5)
	Pisco S.R.L. “Petroleum Industries Services Company”
	31,436
	Blm

	(6)
	Intpetrol S.R.L. Internacional
	18,862
	Blm

	(7)
	Copenac “Compañía Petrolera Nacional S.R.L.”
	31,436
	Blm

	(8)
	Discar S.R.L.
	25,149
	Blm



Shareholders’ Agreement
Enron and Shell are parties to a Shareholders’ Agreement relating to TR Holdings (“TR Holdings”).  Provisions of the Shareholders Agreement relating to ownership and governance are described below.

2.2.4		Ownership, Governance and Employees
Ownership Structure
Transredes was formed to acquire YFPB’s oil and gas pipeline system at the time of its privatization in May 1997.  At that time, TR Holdings (“TR Holdings”), which is owned 50% each by Enron and Shell, subscribed 5,024,060 shares of Series B ordinary shares constituting 50% of the capital of Transredes.  The Series A ordinary shares, representing the remaining capital of Transredes, were subscribed or have subsequently been acquired by two Bolivian pension funds (16.7% each), a GE sponsored fund (approximately 10%) and others (approximately 6%).  The GE sponsored fund acquired shares from the employees of YPFB in December 1999. The purchase price implies a total equity value for Transredes of US$440 MM, without any control premium.  It is important to note that GE will have no role in the management or operations of Transredes.
The chart below shows the basic ownership structure of the Transredes group:
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Board of Directors
Each of Enron and Shell is entitled under the TR Holdings Shareholders’ Agreement to appoint one‑half of the directors of TR Holdings.  
The Shareholders’ Agreement also provides that the shareholders will cause TR Holdings to vote its shares in Transredes to elect an equal number of directors of Transredes appointed by each of Enron and Shell.
TR Holdings is designated as Administrator with respect to Transredes under an Administration Contract.  This agreement allocates Transredes directorships between the Administrator and the pension fund shareholders of Transredes.  The Administrator is entitled to elect four of Transredes’Transredes’s seven directors.  The term of the Administration Contract is eight years.
Enron and Shell agreed in the Shareholders’ Agreement that no third‑party investor in Transredes would be permitted to appoint any directors without the agreement of both Enron and Shell.
Officers
The Enron subsidiary holding the capital stock of TR Holdings was designated as the operator of TR Holdings under the terms of the Shares Subscription Contract.  As such, it is entitled under the terms of the Shareholders’ Agreement to appoint the chief executive officer of Transredes.  The chief executive officer of TR Holdings is, under the terms of the Shareholders’ Agreement, given authority over the day‑to‑day business of both TR Holdings and Transredes other than major decisions reserved to Enron and Shell.  These major decisions include: (i) approval of annual operating and capital budgets; (ii) approval of new business projects; (iii) a sale or pledge of assets; (iv) acquisitions of businesses; (v) the arrangement or rearrangement of financing; (vi) the making of commitments of US$250,000 or more and (vii) the commencement or settlement of legal actions.
Shell, as the non-operating shareholder of TR Holdings, is entitled to appoint the chief financial officer of TR Holdings and Transredes.  The chief financial officer and the other officers of both TR Holdings and Transredes have the authority granted to them by Shell and Enron or the board of directors of TR Holdings and Transredes.
Under the Shareholders’ Agreement, all management decisions, other than those reserved to officers, are to be unanimous as between, in the case of TR Holdings, Enron and Shell or, in the case of Transredes, among the directors appointed by Enron and Shell.  If a deadlock occurs with respect to any management decision, the decision is to be referred to a senior officer each of Enron and Shell.  If they are not able to resolve the deadlock within 30 days, both are deemed to vote against the underlying proposal.
Employees
As of December 1999 Transredes had approximately 433 employees.  Of this total, 285 employees (66%) are employees transferred from YPFB at the time of its capitalization, 9 employees (2%) are expatriates and the remaining employees (32%) are new hires post-capitalization.  The following table provides a breakdown of the total number of employees by type of activity:
	Department
	Total

	
	

	Operations
	305

	Finance and Administration
	59

	Engineering & Construction
	13

	Marketing
	22

	Tariffs and Legal
	13

	Other
	21

	
	433

	
	


Only one union is represented in Transredes with about 45% of the employees being unionized (mostly field employees).
2.2.5		Special Considerations
Desaguadero River Spill
Desaguadero River Spill
On January 30, 2000, an oil spill occurred at the Desaguadero River crossing near Oruro, Bolivia (approximately 100 km southwest of La Paz) when the OSSA-2 crude oil pipeline owned and operated by Transredes ruptured. The spilled oil was carried at least 170 kilometers downstream toward the mouths of Lake Uru Uru and Lake Poopó before being contained.  The spill occurred during a period of heavy rain, which aggravated the effects of the spill.
The total amount of oil that was discharged during the spill has not yet been conclusively determined, although studies indicate that approximately 29,000 Bl of reconstituted crude oil was released into the river.  Approximately 18,000 Bl evaporated within a few days.  The remaining approximately 11,000 Bl have been the subject of the clean-up efforts described below.
Upon learning of the incident, Transredes took immediate steps to contain the damage caused by the spill and to provide assistance to those persons harmed by it.  Transredes hired Garner Environmental Services, Inc. to remove as much oil from the area as possible.  Transredes believes that the total costs of clean up and relief efforts associated with the spill will be approximately US$30 million to US$36 million.  To date, slightly more than half that amount has been accrued.
Transredes believes that it has insurance coverage for its clean up and relief costs.  Transredes’s insurers have reserved rights under their respective policies, however.  Transredes cannot guarantee that the presently pending coverage disputes will be resolved in its favor.
The Ministry of Hydrocarbons has opened a formal investigation into the cause of the spill.  The removal and replacement of the pipeline was approved by SIRESE and was carried out under its supervision and in accordance with local regulations.

IntroductionFinancial Information

The following financial information includes balance sheets for Transredes as of December 31, 1998 and 1999 and statements of income and cash flows for the years then ended.  The historical financial information is based on financial statements that were prepared in accordance with International Accounting Standard No. 28.  Transredes has determined that the US dollar is the functional currency of the company.  The projections from 2000 to 2004 are based on certain key assumptions that are presented below and have been prepared using US dollars estimates. Unless otherwise noted, all financial information presented is at the operating company level assuming 100% ownership although, Enron’s ownership interest in Transredes is 25.
Important items and adjustments to note:
· Subsidiary ownership and methodology of financial presentation – Transredes has ownership in the following companies, which are not consolidated and, on an historical basis, are included in the financial statements by using the method indicated:
· GTB - 51%  (equity method)
· TBG – 12% (cost method)
· GasBol – 60% (equity method)
· GasMat – 12.5% (cost method)
· EPE - 12.5%  (cost method)

Deferred Account
As part of the capitalization and transfer of YPFB’s pipeline assets to Transredes, the Bolivian government required that the cost of transportation services during the four year transition period from 1997 to 2001 be held at a specific and artificially low level to allow all participants in the energy markets in Bolivia to gradually make adjustments in anticipation of an economically-based tariff.
Transredes was thereby permitted to recognize in a deferred account (the “Deferred Account”) an amount of deferred revenues resulting from the difference between the transition period tariffs and the tariffs calculated by the rate of return permitted under the statute The methodology for calculating the amount of the Deferred Account has been formalized and approved by the Bolivian Superintendant of Hydrocarbons.  The office of the Superintendant of Hydrocarbons has approved the balances in the Deferred Account for 1997 and 1998.
Transredes is allowed to earn an expected return on existing and new pipeline and others infrastructure investments of 12.5% (adjusted for US CPI).  The difference between the expected return and the allowed return is booked to the Deferred Revenue account and accumulated on the balance sheet for the four year transition period.  At the end of the transition period, the deferred account is utilized for the calculation of future tariffs.
The adjustment is recorded as deferred revenue in the income statement with a corresponding debit to an asset account.  This account, together with investments (capital expenditures) made during this period (which do not form part of the rate base during this period), bears interest at a real rate of 7% per annum (10% nominal). 
Starting May 2001, Transredes will be permitted, for regulatory statement purposes, to capitalize the accumulated balance in the Deferred Account and annually to expense a portion of that amount through the post-transition period tariffs.  The Transportation Regulations provide that the Deferred Account, including accumulated interest, will be amortized and recovered through tariffs (for regulatory statement purposes) over a 20-year period.  
Since the Deferred Revenue and the interest on the Deferred Revenue account (plus capital additions) is only accrued but not invoiced, Bolivian cash taxes are not paid.  Taxes will be paid when Transredes actually bills out such amounts.
The process of deferred account accumulation and its capitalization to Transredes’ Balance Sheet is assumed for every 4th year beginning 1997, 2001, etc.  The tariff review and adjustment process is also assumed to occur on the same timetable.

Cost of Service Methodology
The maximum price of transportation services in Bolivia is calculated based on a cost of service methodology, which allows Transredes to recover its capital expenditures, the Deferred Account, and operating costs and achieve return on equity of 12.5% (over and above the four year average US CPI published by the IMF).  The regulations provide for a 60%/40% debt-to-equity ratio for the purposes of calculating the return on equity.  The nominal rate of return on equity is considered to be 15.52%.
In the projected financial information, the maximum tariffs for gas transport services calculated after May 2001 do not directly impact the actual contractual tariff.  Rather, the maximum calculated gas tariffs serve as the benchmark to calculate the deferred revenue shortfalls and the amount of the Deferred Account.  Therefore, the maximum gas tariffs more indirectly impact the actual gas transport service charges through amortization of the Deferred Account over the life of the concession contract and recognition of the amortization charges as a cost in the determination of the actual contractual tariff. This process provides the shareholders and Transredes with a 12.5% real rate of return on this business.
In the projected financial information, the maximum tariffs for liquids transport services directly impact the actual liquids transport charges and therefore serve to provide the shareholders and Transredes with the target real rate of return on this business. 
Historical Results - 1998 and 1999
Revenues
Invoiced revenues decreased from $42.1 million in 1998 to $36.4 million in 1999, primarily as a result of a 39% decline in gas export volumes.  The decline resulted from a termination of the gas export contract to Argentina in August of 1999.  Shipments of gas to connect with the Bolivia to Brazil Pipeline commenced in September 1999, but only partially replaced the volumes lost as a result of the Argentine termination of exports.  This decrease in invoiced revenues was more than offset by a corresponding increase in the deferred revenue account (see explanation of the Deferred Account above).
Operating & Administrative Expenses
Operating & Administrative expenses increased 2% to $28.7 million in 1999 due to increased maintenance and repair expenses for the pipeline.
Investments in Unconsolidated Subsidiaries
Earnings from investments in unconsolidated subsidiaries (including interest on loans to investments/subsidiaries) increased from $3.2 million to $13.2 million in 1999 primarily due to the pre-operations and start-up of operations of GTB, plus the interest earned on shareholder loans to the Cuiabá Integrated Project pending its receipt of committed project finance.
Existing Debt
At December 1999 Transredes had long term debt of $166 million.  That debt is composed of US$85 million, US$31 million in yen, US$45 million in Euro and the remainder in Unit of Account.  The average interest rate is 4.7% per annum (see table below).
Transredes has notes receivable from affiliated companies as follows:
· BBPL:  US$28.6 million to GTB earning 15% per annum, US$30.9 to TBG earning 12% per annum.
· Cuiabá Integrated Project: US$38.0 million to GasBol, US$5.5 million to GasMat, and US$15.1 million to EPE.  All loans earn 6% per annum.  Once the Cuiabá Integrated Project has been funded, these loans from Transredes will be repaid.  Accordingly, the projected interest income from loans to subs decreases significantly from 1999 to 2000. 
	
	Balance as of 12/31/1999
(US$ Thousands)
	Loan Base Currency
	Interest Rate
(%)
	Maturity Date
	Amortizat. Frequency
	Annual Amortizat. Amount
(US$ Thousands)

	
	
	
	
	
	
	

	BID 542
	13,270
	Unit of Acc.
	6.6735
	23-Mar-03
	Semi-Annual
	3,756

	BID 568
	32,266
	Unit of Acc.
	6.1871%
	6-Jan-05
	Semi-Annual
	5,812

	BID 611
	11,091
	(1)
	2.00%
	16-Jul-20
	Semi-Annual
	536

	BID 709
	65,262
	(2)
	2.50%
	24-Mar-23
	Semi-Annual
	2,768

	BID 816
	19,451
	(3)
	(3)
	23-Mar-28
	Semi-Annual
	682

	KFW SEC I
	4,057
	DEM
	Libor 6mths+0.5%
	30-Jun-19
	Semi-Annual
	202

	KFW MERCANCIAS II
	2,206
	DEM
	2.50%
	31-Dec-16
	Semi-Annual
	125

	KFW MERCANCIAS III
	2,361
	DEM
	Libor 6mths+2%
	30-Jun-32
	Semi-Annual
	70

	OECF BVC1 RIC 2
	25,064
	YEN
	Libor 6mths +0.5%
	1-Apr-19
	Semi-Annual
	1,289

	PAGARES YPFB 
	7,768
	US$
	4.50%
	31-Dec-04
	Semi-Annual
	1,554

	
	
	
	
	
	
	

	Total
	182,796
	
	LIBOR 6MTHS= 6.35% AS OF 25/02/00
	

	ST Portion
	(16,781)
	
	
	
	
	

	LT Portion
	166,015
	
	
	
	
	

	
	
	
	
	

			U.S. Equivalent
	
	
	
	
	Interest Rate

	(1)	US$
	8,342
	(2)	US$
	50,974
	(3)	US$
	18,126
	7.1900%

			FRF
	1,340
		FRF
	356
		Y
	828
	7.1900%

			DM
	855
		SKR
	568
		SFR
	289
	6.9339%

			C$
	83
		FH
	427
		BEF
	208
	6.9339%

			PTAS
	471
		DM
	446
		Total
	19,451
	7.1814% (Weighted Ave)

			Total
	11,091
		Y
	5,247
	
	
	

	
	
		BEF
	2,614
	
	
	

	
	
		ATS
	479
	
	
	

	
	
		C$
	2,251
	
	
	

	
	
		VEB
	22
	
	
	

	
	
		PTAS
	1,878
	
	
	

	
	
		Total
	65,262
	
	
	



Key Assumptions
Macro Economic Assumptions
	
	2000
	2001
	2002
	2003
	2004

	DO NOT DELETE
	
	
	
	
	

	US CPI
	2.53%
	2.54%
	2.64%
	2.68%
	2.68%

	Bolivian Inflation
	6.16%
	5.85%
	5.56%
	5.29%
	5.03%



Pipeline tariffs are in US dollars and payments for transportation services by shippers are in US dollars as per contracted terms.
Tariffs 
Presently, Transredes is charging the following mandated transport tariffs  (including IVA) until May 2001:
· Gas Transport – Domestic		US$0.41/MMcf
· Gas Transport – Export			US$0.18/MMcf
· Gas Transport – Other			US$0.18/MMcf

· Liquids – Domestic				US$1.05/Bl
· Liquids – Export				US$1.55/Bl
· Liquids – Import Arica			US$1.00/Bl
· Liquids – Other NTB			US$1.00/Bl

Beginning in May 2001, Transredes will institute new gas tariffs based on a new rate structure and the initial gas contracts will be terminated.  Management anticipates a number of new and additional contracts for gas transport services (in anticipation of the large increase in demand of from Brazil) that would be priced at US$0.27/MMcf in year 2001 escalating at 1.0% per year (including the Bolivian value added tax, IVA).  These gas tariff levels, in the early years, still yield annual revenues below those required to provide the minimum nominal return on equity of 15.52% as permitted by the concession contract.  Management anticipates that a “postage stamp gas transport pricing” will apply throughout Bolivia for both the domestic and export markets.
Beginning in May 2001, Transredes will also institute new liquids tariffs based on a new rate structure and the initial liquids contracts will be terminated.  Management anticipates a number of new and additional contracts for liquids transport services (especially those associated with liquids in the gas fields that will serve the anticipated large gas demand of Brazil as well as other non-traditional businesses) will be priced at US$2.336/Bls beginning in May of 2001 in order to obtain the required return on equity.  Management anticipates that a postage stamp liquid transport pricing will apply throughout Bolivia and to/from Arica, Chile for both domestic and export markets.
Gas and Liquids Transport Capacity and Volumes
Currently, Transredes has no firm transport contracts with shippers in Bolivia and the network is utilized on an interruptible basis.
In the financial projections of Transredes, its gas transport capability and capacity increase up to 1,087 MMcfd (30.7 MMcmd) occurs by 2003 as a result of the demand requirements of the Brazilian, Bolivian and Argentine markets.  Its liquids transport volumes increase steadily from 46,000 Bld to over 100,000 Bld by 2003.
Operating Expenses -- Labor, Materials and Third Parties
In 1999, Transredes maintained a stable labor and SG&A cost structure at approximately US$28 million.   In 2000, operations and maintenance expenses (labor, SG&A and allocations to other companies) are projected to increase slightly to approximately US$30 million notwithstanding a substantial increase in energy transport, a substantially increased network area and increased business overall.  A significant portion of the O&M expenses are denominated in Bolivianos.
Deferred Account Accumulation
Accounting for the deferred account will be provided in the data room.
Other Items
Depreciation and Amortization
PP&E is depreciated over 20 years for the initial assets and 25 years for additions to PP&E.  Additions to PP&E are included in the financial statements of Transredes on an annual basis, but for regulatory and tariff purposes annual capital expenditures during the transition period are captured in the Deferred Account.
New Debt
No new debt financing is assumed despite the potential need for capital in 2003 and 2004.  Each potential investor should incorporate in its analysis assumptions regarding the financing of Transredes in those years.
Taxes
The effective income tax rate in Bolivia is 25%.  Bolivia also has a 3% transaction tax, a 13% value added tax (IVA), and a 1% SIRESE fee based on gross revenues. Deferred income taxes are a result of the income tax on future income attributable to the amortisation of the Deferred Account (which is currently non-taxable), the interest on Deferred Account (which is currently non-taxable), the amortization of Deferred Account (non-taxable) and the difference between accounting (20-25 years) and tax (10 years) depreciation.
Capital Expenditures
In 2000, Transredes’ capital expenditure budget is US$12.9 million and is predominantly for maintenance of the existing gas and liquids transportation network.  Capital expenditures are projected to increase by 359.8% to US$59 million in 2001 and 129.9% to $136 million in 2002.  Throughout the three year period ending December 31, 2004 capital expenditures remain approximately level and relate primarily to the expansion of Transredes transportation infrastructure and in particular to increase the capacity of its gas transport pipelines from 10 MMcmd to over 30 MMcmd to meet the volume requirements for the Brazilian market and to increase the liquids pipeline network from a current capacity of 50,000 Bld to over 100,000 Bbld.  
Summary Results
Revenues
	
	1999
	2000
	2001
	2002
	2003
	2004

	
	(US$ thousands)

	DO NOT DELETE
	
	
	
	
	
	

	Revenues
	$76,264
	$89,284
	$89,797
	$126,908
	$122,415
	$114,511



Revenues will increase by US$38.2 million over the projected period principally due to the increased volumes resulting from the expansion of the Transredes gas and liquid pipeline network.  Revenues are partially offset by the increasing level of amortizations of the Deferred Account which are a non-cash charge to revenues.
EBITDA and Recurring Net Income
As a result of the Cuiabá Integrated project and GTB beginning operations, Transredes’ pro-rata EBITDA is projected to reach approximately US$76.7 million in year 2000, an increase of 61.1%. The growth in pro-rata EBITDA is expected to continue at a compounded annual average rate of 30.9%.

	
	1999
	2000
	2001
	2002
	2003
	
2004
	5 year
CAGR

	
	(US$ in thousands)

	DO NOT DELETE
	
	
	
	
	
	
	

	EBITDA – Transredes
Operating Company
	$47,577
	$59,620
	59,017
	94,861
	90,865
	86,869
	12.8%

	EBITDA
(including pro-rata EBITDA from subsidiaries)
	$47,577
	$76,669
	108,680
	165,949
	179,143
	183,097
	30.9%

	Recurring Net Income
(all subsidiaries as equity method
& any pre-tax intercompany interest)
	$37,194
	$39,567
	44,440
	62,564
	63,397
	69,321
	13.3%



Enron Share
The table below shows Enron’s share of EBITDA (including pro-rata EBITDA from subsidiaries), and Recurring Net Income (all subsidiaries as equity method and any pre-tax intercompany interest). Enron owns 25% of Transredes.

	
	1999
	2000
	2001
	2002
	2003
	
2004

	
	(US$ in thousands)

	DO NOT DELETE
	
	
	
	
	
	
	

	EBITDA
	$11,894
	$14,905
	$14,754
	$23,715
	$22,716
	$21,717

	EBITDA
(including pro-rata EBITDA from subsidiaries)
	$11,894
	$31,954
	$64,417
	$94,803
	$111,539
	$117,946

	Recurring Net Income
(all subsidiaries as equity method
& any pre-tax intercompany interest)
	$9,299
	$9,892
	$11,110
	$15,641
	$15,849
	$17,330





	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	



2.2.6		Financial Information
INFORMATION TO BE AMENDED BY CLIENT AND TO BE ADDED UPON HIS INSTRUCTON  [ADD MD+AS]

2.4	Bolivia to Brazil Pipeline
2.4.1		Description of the AssetsBolivia to Brazil PipelineBusiness Overview

Overview
BBPL is currently the only, and is expected to continue to be the largest, conduit for gas producers in Northwestern Argentina, Bolivia and, eventually, Peru to access key downstream markets in Southeastern Brazil.  The project is carried out through two separate companies: GTB on the Bolivian side and TBG on the Brazilian side.  GTB is majority owned by Transredes and operated by Enron, while TBG is majority owned and operated by Petrobrás.
BBPL is a high pressure pipeline system designed ultimately to provide Petrobrás with 30 MMcmd of capacity.  However, initial maximum capacity is currently at 17.5 MMcmd for 2000 and will escalate to 30 MMcmd by 2007 as four new compression stations come on line.

As natural gas demand in Southeastern and Southern Brazil grows with the build-out of distribution networks, the conversion of many industrial consumers to natural gas and the continued development of gas-fired power generation capacity, opportunities will clearly arise to expand the capacity of BBPL.  Enron estimates that the capacity of BBPL could effectively be doubled to 60 MM by looping the existing pipeline at a cost substantially lower than a greenfield project could achieve and, crucially, potentially giving Bolivian gas the ability to compete with domestic Brazilian suppliers from the Campos and Santos basins.  Enron’s co-controlling interests in both Transredes and GTB affords it an important role in the future development and commercial arrangements of BBPL.
BBPL is a high pressure pipeline system designed ultimately to provide Petrobrás with 30 MMcmd of capacity.  However, initial maximum capacity is currently at 17.5 MMcmd for 2000 and will escalate to [30 MMcmd by 2007] as four new compression stations come on line.
Gas transported by BBPL is expected to supply industrial, commercial and residential users in Brazil’s principal cities, including Campo Grande, São Paulo, Rio de Janeiro, Curitiba and Porto Alegre, as well as gas-fired thermal power plants along the pipeline route.
Physical Network
BBPL is a 3,133 km pipeline that extends from central Bolivia to Eastern and Southern Brazil with diameters ranging from 32” between Rio Grande and São Paulo to 16” between Araucária and Porto Alegre in Southern Brazil.  The pipeline route is shown below:
[image: ]
Inserted from author’s e-mail 27 Feb 2000
The pipeline can be divided into the following segments:
	From
	To
	Distance
	Diameter
	Maximum Capacity 
(MMcmd)

	DO NOT DELETE
	
	
	
	

	Rio Grande
	Rio San Miguel
	295 km
	32”
	30.0

	Rio San Miguel
	Puerto Suarez
	262 km
	32”
	30.0

	Corumbá
	Miranda
	220 km
	32”
	30.0

	Miranda
	Mimoso
	303 km
	32”
	30.0

	Mimoso
	Mirandópolis
	256 km
	32”
	30.0

	Mirandópolis
	Ibitinga
	238 km
	32”
	30.0

	Ibitinga
	Paulínia (Replan)
	214 km
	32”
	30.0

	Paulínia (Replan)
	Guararema
	153 km
	24”
	22.5

	Guarama
	Riberão Branco
	253 km
	24”
	22.5

	Riberão Branco
	Araucária (Curitiba)
	211 km
	24”
	22.5

	Araucária
	Biguaçu (Florianópolis)
	273 km
	24”
	22.5

	Biguaçu
	Criciúma
	178 km
	16”
	15.0

	Criciúma
	Porto Alegre
	250 km
	16”
	15.0

	
	
	
	
	

	Note:  
	
	Indicates Bolivian segment of BBPL
	
	



The northern portion, which spans from Rio Grande in Bolivia to São Paulo, entered service in late 1999, and is currently transporting gas at a rate of 3 MMcmd; the southern portion to Porto Alegre was completed on March 31, 2000.
GTB, the Bolivian part of BBPL, has one compressor station with 21,000 HP.  The following table lists the compressor stations to be built by GTB with the anticipated completion date of construction:
	Name
	Total HP
	Number
	Completion

	
	
	
	

	Station 4
	21,000
	3
	Commissioning

	Station 2
	21,000
	3
	2001

	Station 1
	14,000
	2
	2002

	Station 3
	14,000
	2
	2002

	Station 1
	28,000
	4
	2004

	Station 3
	28,000
	4
	2004

	Station 2,4
	28,000
	4
	2004

	Station 2,4
	28,000
	4
	2004

	
	
	
	



TBG, the Brazilian part of BBPL, will have 10 compressor stations, eight of which will have 2-15,000 HP units each, and two of which will have 4-7,000 HP units each.
The following table lists the location and number of compressor stations to be built by TBG together with the anticipated completion dates of construction:
	Location
	Horsepower
	Number
	Completion

	
	
	
	

	Guaicurus
	15,000
	2
	01/01/2003

	Campo Grande
	7,000
	1
	01/01/2003

	Rio Verde
	15,000
	2
	01/01/2003

	Penapolis
	7,000
	1
	01/01/2003

	Sao Carlos
	15,000
	2
	01/01/2003

	Albuqerque
	15,000
	2
	01/01/2004

	Anastacio
	15,000
	2
	01/01/2004

	Mimoso
	15,000
	2
	01/01/2004

	Mirandopolis
	15,000
	2
	01/01/2004

	Ibitinga
	15,000
	2
	01/01/2004

	
	
	
	



Throughput capacity on BBPL is expected to increase gradually and will reach its maximum in 20052007:
[Make consistent throughout the document]
	Year
	TBG MMcmd
	GTB MMcmd

	
	
	

	2000
	17.54.5
	7.06.3

	2001
	17.513.3
	16.314.9

	2002
	17.520.4
	20.522.0

	2003
	24.824.6
	25.726.8

	2004
	32.125.7
	25.729.2

	2005+
	32.126.9 – 30.1
	30.131.2 – 35.4

	
	
	



Expansion Plans
Following the recent approval of the emergency power generation development program, demand for natural gas is to expand even more rapidly than was anticipated at the time of the planning of BBPL.  If all the Emergency Plant capacity was built by 2005, demand for natural gas from the power sector alone would probablymay exceed 75 MMcmd which is the level of demand forecast by Petrobrás for the market as a whole in 2005.  Furthermore, as has been highlighted before, Enron’s natural gas LDCs are predicting much stronger growth from the residential, commercial and industrial sectors than Petrobrás.  With the added stimulus of proposed new measures to open up the wholesale gas market, especially in terms of access to natural gas pipelines, Enron strongly believes that there could be demand for gas over and above Petrobrás’ forecasts, even allowing for the possibility that several generation facilities with Emergency Plant status will be delayed or even cancelled.
There are three known sources of supply for the largest potential gas markets in the Southeast and South of Brazil:
· Bolivian and Northwestern Argentina gas via BBPL;
· Neuquén and Austral gas via TGN and/or TGS up to Porto Alegre; and
· Domestic gas from the Campus and Santos basins in particular.
Of these three, domestic gas would almost certainly have the lowest delivered cost per MMBtu btn.  However, the majority of the hydrocarbons discovered to date in the Campos and Santos Basins have been liquids and associated gas.  While it is highly likely that further natural gas reserves will be discovered, timing and their sufficiency to meet the potentially enormous incremental demand in the South and Southeast will mean that these potential discoveries are unlikely to be relied upon to supply alone Brazil’s future requirements.
· Neuquén and Austral gas could also be supplied to Brazil although the distances are such that it would be difficult for these supplies to compete with domestic or Bolivian gas.  In addition, there would be significant regulatory and environmental challenges to be overcome.
· Bolivian and Northwestern Argentina gas, on the other hand, has some distinct advantages.  First, major new discoveries in Bolivia have added substantially to the region’s reserve base.  Second, these reserves can be transported to São Paulo [at a cost of approximately US$1/MMBtu btn] through the looping of BBPL, thereby enabling this gas to be competitive against domestic gas.
It is therefore Enron’s firm opinion that:
· BBPL will reach its maximum planned capacity of 30 MMcmd before 2007 and probably in 2004;
· Sufficient demand will materialize to justify expanding BBPL eventually by as much as one additional 30 MMcmd;
· This expansion is economically attractive and will enable Bolivian and Northwestern Argentina gas to compete with domestic gas supplies; and
· There should be minimal environmental and other obstacles to the expansion.
Enron has carried out preliminary studies into the expansion of BBPL, known herein as Phase II.  While more detailed information is provided in Financial Information at the end of this section, we summarize below the key characteristics of the projects.
[ENRON:  PLEASE PROVIDE TECHNICAL DESCRIPTION OF THE LOOPING AND ADDITIONAL COMPRESSION REQUIRED TO COMPLETE PHASE II].
Volumes are projected to increase by 4  MM cmd per year between 2004 and 2009 as shown below.  We also provide Enron’s estimate of the capital expenditures required.
	
	2003
	2004
	2005
	2006
	2007
	2008
	2009

	
	
	
	
	
	
	
	

	Incremental Volumes (MMcmd)
	-
	4
	8
	12
	16
	20
	24

	Capital Expenditure (US$ MM)
	
	
	
	
	
	
	

	GTB
	125
	95
	75
	60
	40
	38
	-

	TBG
	150
	220
	275
	250
	236
	-
	-

	Total
	275
	315
	350
	310
	276
	38
	-

	
	
	
	
	
	
	
	



Based on these volumes and capital expenditures, on a capital structure of 70:30 debt to equity and on a return on equity of 18%, Enron assumes a firm transportation tariff of US$0.97/MMBtnMMBtu.
Regulations and Tariffs
Regulatory Framework
GTB and TBG are subject to the regulatory frameworks of Bolivia and Brazil, respectively.  The Bolivian segment of BBPL is an open access system with postage stamp tariffs regulated by SIRESE. Information on the regulation of the Bolivian pipeline sector has already been provided for Transredes above.
The regulation of wholesale natural gas activities in Brazil is still in transition from a formerly closed, monopolistic regime to an open access, market-driven regime.  The foundation for the transition is Article 177 of the Federal Constitution of 1988, and Law 9478 of August 6, 1997.  While much progress has been made to establish the conditions of an open, competitive wholesale gas market, the sector requires more specific procedures and regulations.
Legal Basis
Article 177 of the Federal ConsititutionConstitution, which reserves to the Federal Government ownership of all hydrocarbon resources in the territory and territorial waters of Brazil, as well as the monopoly for exploration, production, refining, and transporting hydrocarbons, and the distribution of petroleum and petroleum products.  Law 9478 provides both statutory retirement refinement of Article 177 as well as the legal means for the Federal Government to authorize and regulate concessions for these activities.  One area specifically exempted from coverage in Law 9478, however, is gas distribution services, which are allocated as a monopoly to the individual state governments under Article 25 of the Federal Constitution.  Law 9478 further establishes the National Energy Policy Council (“CNPE”), headed by the Minister of Mines and Energy (“MME”) and reporting directly to the President, and the National Petroleum Agency (“ANP”).  The CNPE's role is to make and coordinate national energy policy.  The ANP implements policies and laws, regulates the activities of the concessionaires involved in the activities specified in the Law, and adjudicates disputes among interested parties.  Under Law 9478, which has among its goals the promotion of competition and the attracting of investments, the Federal Government can grant exploration and production concessions, authorize new refinery and natural gas treatment capacity, permit the import and export of hydrocarbons, and authorize new pipelines.  Furthermore, all existing and new pipelines are open access under the law.
Regulatory Basis
Based on its authority under Law 9478, the ANP has already published regulations governing open access on pipelines, the building of new transport pipelines, and for gas quality.  Under the open access regulations, any transporter must publicly offer access to interested parties for available uncontracted firm capacity, responding within 15 days to any offers.  Alternatively, transporters must respond within 30 days to any unsolicited offers to purchase firm capacity.  For interruptible capacity, transporters must respond within seven days to offers.  Firm shippers are forbidden from marketing their own interruptible capacity, but receive 90% of any interruptible tariff based on their pro-rata usage of firm capacity.
Shippers that own more than 25% of the companies transporting their gas must provide downstream sales contracts proving usage of their reserved capacity.  For such shippers, firm capacity in excess of that required for downstream contracts will be declared available uncontracted firm capacity.  The ANP adjudicates all disputes related to pricing.
To construct new transport pipelines, interested companies must meet the fiscal due diligence requirements of Article 5 of Law 9478.  Under ANP Portaria 170, such companies then must request a Construction Authorization from the ANP, submitting summary plans and timelines of the proposed construction as well as an Installation License from the competent environmental authorities.  Gas pipeline companies can only engage in transportation.  Upon completion of construction, pipeline companies must then request an Operating Authorization, submitting the Operating License from environmental authorities and a Commissioning Report from an independent agency verifying the safety and integrity of the pipeline.
Natural gas quality standards for production or importation, as defined by ANP Portaria 41, are acceptable according to worldwide industry standards.  To import natural gas into Brazil, interested companies must submit a request to the ANP under the terms of Article 60 of Law 9478, which is also conditioned upon the companies meeting the requirements of Article 5 of Law 9478.  The gas must meet the quality standards of ANP Portaria 41.  To date, the ANP has approved several such requests for GasPetro, AES, PanAmerican and Enron, even though firm downstream off-take commitments were not required for the approvals.  In the Cuiabá Project, the import authorization was only valid for a short period of time, creating the necessity to request re-issuance from the ANP, which was also rapidly granted.
Tariffs
Wholesale Gas Pricing
The pricing of natural gas delivered to the city gates of gas distribution companies is governed either by contracts for imported natural gas, or national policy for domestic gas.  The bulk of imported gas will come from Bolivia through BBPL.  The commodity pricing is based on the 1996 GSA between Petrobrás and YPFB.  Of the 30 MMcmd, the first 16 MMcmd will have a base price of U$.95/MMbtu, corrected according to a basket of three fuel oils - 50% Med Basis Italy, 25% Gulf Coast No. 6, and 25%NW Europe. The index has base years of 1990-1992, excluding the Gulf War period.  The subsequent 14 MMcmd has a commodity price of $1.20/MMbtu, indexed in the same manner.  GasPetro is the shipper for all of these volumes.  The transport pricing of the first 18 MMcmd of capacity on BBPL (the TCQ) is U$.3186/MMbtu for the Bolivian side (GTB) and U$1.14/MMbtu for the Brazilian side (TBG), both in 1996 terms, with a .5% annual escalation.  The next 6 MMcmd of capacity was bought under an advanced payment (the TCO).  The price of this capacity has not yet been set formally, but the price suggested by Petrobrás to the market for transportation from Bolivia to Sao Paulo is U$1.00/MMbtu.  The remaining 6 MMcmd of capacity (the TCX) has a transport price equal to the TCQ pricing.  The variable transport charge in all cases is $.002/MMbtu for both GTB and TBG, corrected for US inflation in Bolivia, and Brazilian inflation for TBG.  The five local distribution companies along the route of the BBPL have signed contracts for the off-take of 22 MMcmd of TCQ and TCX gas, but at prices that also include U$.08/MMbtu of fuel gas charges above the commodity and transport charges.  
The other imported gas contracts include the Cuiabá contract and the Sulgas contracts.  In the Cuiabá contract, the price is established by the conditions of the winning bid.  In the Sulgas contract, the gas will supply the AES power plant at Uruguaiana, as well as projected power plants near Porto Alegre.
Until February 2000, domestic gas was always a bundled price delivered at city gates, with no distinction between commodity and transport.  The MME and Ministry of Finance Portaria Interministerial 3, for the first time established unbundling in February 2000.  As of April 2000, commodity prices will be R$2.97, with a base of September 1999, indexed  to the same basket of fuels as the BBPL commodity, but the domestic base period will be June-August 1999, with an additional US dollar foreign exchange factor.  Domestic transport from April through June 2000 will be a postage-stamp rate, costing R$.52/MMbtu.  From July 2000, onwards, the domestic rates will be distance-based.
A projected April comparison between domestic and Bolivian gas, based on Portaria 3 and the applicable indexes, in US$/MMBtu, is below.
	
	October 1999
	April 2000

	US$/MMBtu
	National
	Bolivian
	National
	Bolivian

	
	
	

	Commodity
	1.6368
	1.3048
	2.0106
	1.5852

	Transport
	0.2866
	1.6534
	0.2880
	1.6646

	Total
	1.9234
	2.9582
	2.2986
	3.2498

	
	
	



Gas Transport Pricing
The Brazilian transport company of BBPL (TBG) was financed with sovereign loans from the World Bank and InterAmerican Development bank, among others.  These two banks included as covenants with the Brazilian sovereign the requirements to establish an open access, distance-based gas transport regime.  To date, these banks have monitored progress toward these goals.  The current TCQ, TCO, and TCX transport contracts provide the shipper, GasPetro, with certain preferential rights to use capacity installed for future firm service under these contracts, and for interruptible service using capacity already installed under these contracts. The provisions do not supercede the authority of ANP Portaria 169, however, and do not govern capacity installed to serve non-GasPetro firm shippers.
Given the BBPL loan covenants, the Association of Gas Distribution Companies (ABEGAS) presented formal requests to the ANP in 1999 to establish formally distance-based transport rates on all pipelines.  For domestic pipelines, the ANP is prepared to issue a new Portaria in April to govern the pricing of gas transport from July 2000 onward.  According to an ANP presentation to ABEGAS on March 26, 2000, distance-based rates will be phased in, with 50% of the tariffs entering effectiveness in July 2000 for existing domestic gas contracts, escalating 25% per year until July 2002.  Although the ANP presentation does not give the calculation, the proposed methodology apparently will be based on replacement cost, depreciation, volumes transported, and O&M, and will also govern future domestic transport contracts.  Sample tariffs included R$.478/MMbtu for domestic gas delivered in Rio de Janeiro, R$.251/MMbtu for Bahia, and R$.658 for São Paulo.  ABEGAS fully expects that the ANP will apply a similar methodology to future contracts on the BBPL.
2.4.3		Commercial and Contractual Structure
Customers and Consumption
The only customer of GTB and TBG for capacity sales is currently Petrobrás.  The following diagram summarizes the contractual arrangements governing the sale, transportation and resale of gas shipped by BBPL:
[image: ]
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Gas Sales Supply Agreement
The Gas Sales Supply Agreement between YPFB and Petrobrás provides that YPFB will supply to Petrobrás up to 30 MMcmd of gas for a term of 20 years, with ship-or-pay commitments amounting to 18.08 MMcmd in 2000 (TCQ capacity).  Petrobrás has also made a prepayment to acquire an additional 6 MMcmd of capacity (the TCO capacity) from 18-24 MMcmd and, more recently, has also contracted for the last 6 MMcmd of capacity on GTB and TBG (from 24-30 MMcmd), known as the TCX capacity. 
The base price of gas is US$0.95 per MMBtu adjusted by an index linked to a basket of three international oil prices.  The current gas supply price at the beginning of GTB in Rio Grande, Bolivia, is approximately US$1.25 per MMBtu because of the recent increase in the basket of oil prices.
Transportation Contracts
TCQ tranche:  For transportation of up to 18 MMcmd for a capacity charge (1996 price) of US$1.14/MMbtu for TBG in Brazil and US$0.3176/MMbtu for GTB in Bolivia, escalating at 0.5% per annum, plus a throughput charge equal to $0.002/MMbtu (1996 prices) escalating at 3.5% per year.  The tariff payments are denominated and payable in US dollars;
TCO tranche:  For transportation of an incremental 6 MMcmd free of capacity charge, in return for an upfront payment from Petrobrás in the amount of US$383 million (US$302 million in Brazil to TBG, US$81 million in Bolivia to GTB) during the construction period. These payments were used to fund part of the construction budget in 1999. TCO volumes are being used primarily to supply gas-fired generation plants in Brazil;
TCX tranche:  For transportation of an additional 6.0 MMcmd between 2006 and 2019 for a capacity charge (1996 prices) for TBG of US$1.14/MMbtu (São Paulo City Gate), and US$1.073/MMbtu (Matto Grosso do Sul City Gate), both escalated at 0.5% per year, and US$0.3176/MMbtu for GTB, escalating at 0.5% per annum, plus a throughput charge of US$0.002/MMbtu (1996 prices) escalating at 3.5% per year. Similar to the TCQ Agreement, the tariff payments are in reais indexed to US Dollar; and
Additionally, BBPL transports gas from Santa Cruz de la Sierra to Km 242 of GTB for the Cuiabá Project.  This transportation service is governed by an agreement between GTB and TBS (an Enron controlled gas marketing company).
TBS tranche: For transportation of up to 2.3 MMcmd from 2000-2019 at a tariff of US$0.145/MMbtu with no escalation.  In addition, TBS has the right to increase its capacity by an additional 5 MMcmd at an agreed price.
The BBPL capacity utilization under the four transportation agreements is illustrated in the diagram below:MMcmd
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As the purchaser of gas, Petrobrás in turn resells the gas to five LDCs in Southern and Southeastern Brazil, most of which were formed in the past few years in anticipation of the completion of BBPL. Petrobrás has entered into gas sale contracts with the LDCs for the majority of Petrobrás’s gas bought from YPFB. Thus, in addition to the direct guarantees obtained for Petrobrás in the form of ship-or-pay commitments, the BBPL project has back-to-back take-or-pay commitments with the gas LDCs in each state served with Bolivian gas.  
The following table breaks down the purchase obligations of the LDCs:
	LDCs (MMcmd)
	1999
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	2007-2019

	DO NOT DELETE
	
	
	
	
	
	
	
	
	

	COMGAS (São Paulo)
	4.00
	4.60
	5.20
	5.76
	6.35
	6.93
	7.52
	8.10
	8.10

	COMPAGAS (Parana)1
	0.00
	1.00
	1.10
	1.20
	1.30
	1.45
	1.60
	1.75
	1.90

	SC GAS (Santa Catarina)1
	0.00
	1.80
	1.85
	1.90
	2.00
	2.05
	2.15
	2.20
	2.30

	SULGAS (Rio Grande do Sul)
	0.00
	1.20
	1.38
	1.50
	1.58
	1.65
	1.75
	1.85
	1.95

	ENERSUL (Mato Grosso do Sul)
	0.10
	2.15
	4.75
	4.85
	7.95
	8.05
	8.20
	8.20
	8.20

	Total
	4.10
	10.75
	14.28
	15.21
	19.18
	20.13
	21.22
	22.10
	22.45

	
(1) Gaspart owns interests in COMPAGAS and SC GAS



As mentioned above, the remaining volumes are to be assigned primarily to new generation projects with Emergency Plant status.
As a result of these contractual arrangements, Petrobrás bears the downstream demand risk (and the credit risk of the Brazilian gas LDCs with whom Petrobrás entered into the downstream offtake contracts – the first five years in R$ and for the remaining 15 years in US$), while YPFB bears the upstream delivery risk. As projected downstream demand has increased substantially over the past few years, demand risk is expected to become less of a concern. 
GTB and TBG are currently required to transport up to 9 MMcmd. Petrobrás, however, has to date requested only 3 MMcmd due to lack of demand.  Due to the take-or-pay and ship-or-pay contractual arrangements in place, Petrobrás is paying Bolivian gas suppliers as well as GTB and TBG for the full 9 MMcmd.
EPC Contracts
Construction on the Brazilian side is being managed by Petrobrás for a fee, but TBG bears the risk of cost overruns.  [Rick Wadell to write one paragraph on EPC contract on Brazilian side with key terms, and one paragraph on Bolivian side.  Include initial costs.]
[Provide information on key contractual terms, timing and costs relative to budget, status of claim for cost overruns on TBG, capex for each company - Rick Wadell]In Bolivia, GTB (under Enron’s management) signed a turn-key, lump-sum EPC agreement with a Petrobrás subsidiary in September 1996.
The total cost under the turn-key contract was $350 million.  The original contract provided for a completion guarantee, subject to a $100,00 per day delay penalty, with the maximum penalty not to exceed 20% of the total value of the contract.  The turn-key contract also required the contractor to post a $70 million letter of credit, securing delay penalties.  The delay penalties were forgiven and the letter of credit released as part of an EPC / APC Resolution signed between GTB and PB on July 16, 1999.
In Brazil, TBG (controlled 51% by Petrobrás) opted for a traditional owner-managed construction.  TBG signed a Construction Management Agreement with Petrobrás SEGEN (Petrobrás’ engineering division) in July 1998 to oversee the bidding, procurement, and construction of TBG’s pipeline in Brazil.  SEGEN has awarded and manages major subcontracts, including subcontracts for the purchase of pipe, valves, city-gates, the SCADA system and four compressor stations, and for the construction of each of the six major spreads of the pipeline.
When TBG was formed, Petrobrás had already awarded via bids most of the materials and construction contracts for the Brazilian segment of the pipeline.  These contracts and the associated construction risks were transferred to TBG under an Assignment and Construction Management Contract (CMA) in July 1998.  Under the CMA, SEGEN functions as manager on behalf of TBG, overseeing execution of all material and construction contracts.  The CMA agreement provides for compensation to SEGEN of $80 million, which also includes the basic design and engineering for the TBG system.  The materials and construction contracts total $1.397 billion.
Shareholders’ Agreements
Transredes, Enron, Shell, Petrobrás, British Gas, El Paso, BHP and GTB entered into the subscription and Shareholders’ Agreement.
Petrobrás, BBPP, Transredes, Shell, Enron and TBG entered into the TBG Shareholders’ Agreement for Funding and other covenants.
The provisions of these agreements relating to the ownership and governance of GTB and TBG are described below.

2.4.4.	Ownership, Governance and Employees
GTB
Ownership
As already mentioned, BBPL consists of two separate special purpose companies, GTB in Bolivia and TBG in Brazil, each with its own ownership structure.  GTB was formed in April 1997, by Transredes to develop, construct, finance, own, operate and administer the Bolivian section of BBPL. 
The Joint Venture and Shareholders’ Agreement (the “JVSA”) initially vested YPFP with 60% of the joint venture, and Enron with 40%.  Pursuant to the Assignment, Assumption and Coordination Agreement, YPFB transferred to Transredes its 60% interest in the joint venture, and pursuant to the BBPP Transfer Agreement, Enron assigned 50% of its participation in the JVSA to Shell Gas (Latin America).  As a result, each of Enron and Shell hold 20% and Transredes holds 60% of the joint venture, which participates in the Bolivian section of BBPL through YFPB’s 85% interest granted under the GSA.
The chart below shows the basic ownership structure for GTB:
[image: ]
Management
Board of Directors
GTB’s Board consists of five directors and five alternate directors.  Each of Enron and Shell is entitled to nominate one director and one alternate director.  Transredes is entitled to nominate two directors and two alternates, and Petrobrás, British Gas, El Paso and BHP (the “Braz Group”) are collectively entitled to appoint one director and one alternate director. During any period that the number of shares held by the Braz Group or Transredes, Enron and Shell (the “Bolt Group”) is less than 9% of the total shares outstanding, the Braz Group or the Bolt Group, as the case may be, will forfeit its right to nominate directors and such directors will be nominated by a majority vote of all the shareholders.
All decisions by the Board are to be determined by majority vote, except for the following decisions, which require the approval of shareholders holding at least 86% of the shares:  (i) any amendments to the by-laws of GTB; (ii) any changes in tax policy of GTB; (iii) any changes to the established cash dividend policy of GTB; and (iv) the incurrence of any debt, other than permitted debt, in excess of US$10 million.
Officers
Under the JVSHA, a Coordination Committee acts as the principal management body of the joint venture between Transredes, Enron and Shell and consequently provides overall supervision and direction of GTB. During the period from December 1994 until the fourth anniversary of the commencement of commercial operations (the “Initial Period”), the Coordination Committee consists of six representatives of which Transredes has the ability to nominate three representatives, and Shell and Enron jointly have the ability to nominate the remaining three. The Coordination Committee acts by unanimous vote of its members.  During the Initial Period, the parties are to appoint a nominee designated by Transredes as the chairman of the Coordination Committee and a nominee of Enron as the lead developer of the project. 
Under the JVSHA, the chairman of the Coordination Committee is to act as the chairman of the Board and the project director is appointed by the Board to act as the chief executive officer of GTB.  The project director has the power and authority and the responsibility to manage and control the day-to-day business of the joint venture.
TBG
Ownership
TBG was formed to develop, design, construct, own, operate, and finance the portion of the BBPL located within Brazil.
Under a Shareholders’ Agreement, each of Petrobrás, BBPP, (whose shareholders include BHP, El Paso and British Gas), Transredes, Shell and Enron subscribed to shares of TBG in accordance with their respective commitments to make available to TBG capital in the form of bridge loans, shareholder equity, shareholder subordinated debt and overrun capital.
The chart below shows the basic ownership structure for TGB:
[image: ]
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Each common share corresponds to one vote in the shareholders’ meeting.  Decision will be made by a majority of the votes present. 
However, any amendment to TBG’s Estatuteo Social and certain transactions with shareholders or their affiliates must be approved by a supermajority of shareholders controlling at least  81% of TBG’s outstanding shares.

Separately, Petrofertil and BBPP have agreed that, unless such vote will result in approval by two-thirds or more of the outstanding shares, Petrobrás and BBPP will not vote their shares to approve certain transactions, including: (i) amendment to TBG’s corporate purpose; (ii) engaging in any business other than that relating to the Brazilian pipeline; (iii) issuance of new shares or other securities; (iv) merger or consolidation of TBG; (v) sale or disposition of fixed assets of TBG having a market value of US$5 million or more; and (vi) incurrence of any indebtedness in excess of US$10 million.

Board of Directors
TBG’s Board consists of five directors and five alternate directors.  Each of Enron and Shell is entitled to nominate one director and one alternate director.  Transredes is entitled to nominate two directors and two alternates, and Petrobrás, British Gas, El Paso and BHP (the “Braz Group”) are collectively entitled to appoint one director and one alternate director. During any period that the number of shares held by the Braz Group or Transredes, Enron and Shell (the “Bolt Group”) is less than 9% of the total shares outstanding, the Braz Group or the Bolt Group, as the case may be, will forfeit its right to nominate directors and such directors will be nominated by a majority vote of all the shareholders.
All decisions by the Board are to be determined by majority vote, except for the following decisions, which require the approval of shareholders holding at least 86% of the shares:  (i) any amendments to the by-laws of TGB; (ii) any changes in tax policy of TGB; (iii) any changes to the established cash dividend policy of TGB; and (iv) the incurrence of any debt, other than permitted debt, in excess of US$10 million.
Management
On the Brazilian side of BBPL, Petrofertil and BBPP (the “TBG Braz Group”) have the ability to direct the management of TBG, to control the election of a supermajority of its directors and to determine the outcome of any matter put to a vote of TBG shareholders.
Board of Directors
The Shareholders’ Agreement provides that the TBG Board is to consist of six directors, five of whom are to be nominated by a majority vote of the TBG Braz Group.  The remaining director is to be nominated by a majority vote of Transredes, Shell and Enron (collectively, the “Bolt Group”). The Shareholders’ Agreement further provides, however, that should either group’s ownership interest in TBG fall below 12%, that group will forfeit the right to nominate directors, and those directors will be nominated by majority vote of all of the shareholders.  Decisions will be made by a majority of the votes present.  In the event of a tie vote at a meeting of the Board, the president has a tie-breaking vote, in addition to his or her own vote as a director.  The Board of Directors can decide on such things as TBG’s budget and the supervision of the officers.

Officers
The Officers are elected by the Board of Directors. These are to be at least two Officers, one being the Superintendent Director. Officers meetings Meetings will make decisions by a majority of votes, and, if necessary, the Superintendent Director can vote twice to break a tie. The Officers are authorizsed to handle TBG’s day-to-day operations.
Under the JVSA, a Coordination Committee acts as the principal management body of the joint venture between Transredes, Enron and Shell and consequently provides overall supervision and direction of the joint venture. During the period from December 1994 until the fourth anniversary of the commencement of commercial operations (the “Initial Period”), the Coordination Committee consists of six representatives of which Transredes has the ability to nominate three representatives, and Shell and Enron jointly have the ability to nominate the remaining three. The Coordination Committee acts by unanimous vote of its members.  During the Initial Period, the parties are to appoint a nominee designated by Transredes as the chairman of the Coordination Committee and a nominee of Enron as the lead developer of the project. 
Under the JVSA, the chairman of the Coordination Committee is to act as the chairman of the Board and the project director is appointed by the Board to act as the chief executive officer of GTB.  The project director has the power and authority and the responsibility to manage and control the day-to-day business of the joint venture.
Special Considerations
[Cost Overruns]Cost Overruns
The EPC contract for GTB is a $350 million turn-key contract with Petrobrás as contractor. The work under this EPC contract is mechanically complete, but a number of punchlist items remain to be completed.  Each party has made substatial claims regarding GTB.  Petrobrás has claimed for over $100 MM and GTB has counter-claimed, for noncompliance and punchlist work, for over $20 million.  GTB believes that less than $500,000 of Petrobrás’ claim is valid, an assessment that was confirmed by an independent company specializing in these types of claims.  Petrobrás has proposed settlement at approximately $30 MM.  GTB believes this is substantially greater than the amount due Petrobrás under the EPC.  Negotiations between Petrobrás and GTB are continuing.
GTB over its construction budget due primarily to the capitalized interest relative to construction delays.
On the TBG side, construction claims on the northern line have been settled.  At this time, Enron is not aware of any outstanding claims on the southern part of TBG that has been completed.
TBG currently forecasts construction costs within the original budget.  This will depend on final settlement of future construction claims, if any.
Employees
GTB has nine employees, which include a General Manager, a Director of Commercial/Marketing, a Project Manager and a Regulatory Manager.
TBG has 157 employees, which include a Superintendent Director, 3 Division Managers, an Operations Director, an Administrative and Financial Director and an Commercial and Planning Director.
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2.4.5	Financial Information
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The investments required to finalize the increase in BBPL’s capacity are currently expected to be as follows:
	Year
	TBG (US$MM)
	GTB (US$MM)

	
	
	

	2001
	45.4
	27.0

	2002
	110.2
	38.0

	2003
	69.0
	-

	2004
	-
	48.0

	
	
	



Results
Historical and Projected Financial Data The following financial information for GTB includes 2000 through 2009 projected income statements, cash flows and a 1999 historical balance sheet all denominated in US dollars (the functional currency of GTB).  The projections from 2000 to 2009 are based on certain key assumptions, which are described below, and have been presented in US dollars.  The projections for GTB extend to 2009 in order to reflect the impact of an expansion of the pipeline capacity from 30 MMcmd to 
60 MMcmd.  The capacity increase commences in 2004 and is referred to as Phase II.  Unless otherwise noted, all financial information presented is at the operating company level assuming 100% ownership. Effective Enron ownership in GTB is 29.75% (17% direct and 12.75% indirect).
Historical Results 1998-1999Income Statement 
GTB was in its pre-operating and start-up phase during 1999, therefore no historical income statement information is presented.
Phase I Key Assumptions - 2000 to 2004
Macroeconomic Assumptions
	




	2000
	2001
	2002
	2003
	2004

	DO NOT DELETE
	
	
	
	
	

	Average Exchange Rate (BOB/US$)
	6.24
	6.42
	6.59
	6.77
	6.95

	Bolivia Inflation
	6.16%
	5.85%
	5.56%
	5.29%
	5.03%

	US CPI 
	2.53%
	2.54%
	2.64%
	2.68%
	2.68%


Source: 

Volumes
Volumes are based on the contract between YPFB and GTB (YPFB and Petrobrás have a mirror contract).  Volumes are classified as three types, TCQ, TCO and TCX.  TCQ volumes refer to the first 18 MMcmd, TCO volumes refer to the next 6 MMcmd and TCX volumes refer to the final 6 MMcmd of Phase I of the pipeline.  TCQ volumes begin at 
5.12 MMcmd in 2000 and escalate to the full 18 MMcmd  in 2008.  TCO volumes begin in 2001 and TCX volumes commence in 2002.  There are additional volumes bound for the Cuiabá project that utilize approximately half of the GTB pipeline (in distance) and connect with the GasBol pipeline for transportation to Brazil.  These additional volumes commence at the end of 2000.
Tariffs
TCQ and TCX tariffs are US$0.3176 per MMbtu in the base year (1996) contractually escalated at 0.5% per year.  TCQ and TCX tariffs are take or pay tariffs. In addition, there is a throughput charge equal to US$0.002 per MMbtu actually shipped.  The throughput charge is escalated at 3.5% per year from the base year, 1996. TCO volumes have been pre-paid by Gaspetro therefore there is no additional tariff.  The prepayment from Gaspetro to GTB in the amount of US$81 million has been recognized as a liability, deferred income, and is being amortized over 40 years.  This prepayment was part of the funding for construction of the pipeline. The tarriff for the additional Cuiabá volumes is US$0.1450 per MMbtu.
O&M
Base O&M expenses are projected to be US$ 5.9 million escalated at US CPI from the base year, 2000.  The significant increases during 2005-2006 and 2006-2009 reflect planned major maintenance scheduled on various compressor stations. 
Depreciation
PP&E is depreciated over 20 years.
Financing 
Financing for Phase I of the pipeline includes three tranches of debt as follows:
	Tranche 
	Loan Amount
	Interest Rate
	Term
	Lender
	Amortization

	
	(US$ Millions)

	
	
	
	
	
	

	1
	$280
	10.07%
	12
	Petrobas
	Mortgage Style 

	2
	$40
	15.00%
	20
	Investor Subdebt
	Straight Line - beginning  2009

	3
	$4
	15.00%
	20
	Petrobrás Subdebt
	Straight Line – beginning 2009

	Total
	$324
	
	
	
	



Taxes
The statutory tax rate is 25%.
Capital Expenditures
Through December 31, 1999, GTB has invested US$439.6 million in capital expenditures.  Capital expenditures in 2000, 2001 and 2003 are projected to be US$26.8 million, US$55.4 million and US$9.5 million, respectively as the southern leg of the pipeline is completed in 2000 and compression is added in 2002 and 2003.
Phase II Expansion-Key Assumptions
	
	2005
	2006
	2007
	2008
	2009

	
	
	
	
	
	

	Average Exchange Rate (BOB/US$)
	7.08
	7.19
	7.29
	7.38
	7.45

	Bolivia Inflation
	4.80%
	4.58%
	4.36%
	4.15%
	3.96%

	US CPI
	2.64%
	2.59%
	2.52%
	2.45%
	2.37%



Volumes
Volumes escalate from 4 MMcmd in 2004 to 24 MMcmd in 2008.
Tariffs
Tariffs are projected to be US$0.25 MMbtu escalated at 0.5% per year from the base year, 2000. This tariff was generated based on an allowed equity return of 18% for equity investors.  The result is a significant tariff reduction when comparing to the US$0.3240 per MMbtu tariff in Phase I of the project.
O&M
When phase II is added, additional operating expenses are projected to be approximately 25% of operating expenses on Phase I.
Financing
Phase II is projected to be financed using a 70/30 debt to equity ratio. The debt will be subject to straight-line amortization at an average interest rate of 10% (which was based on the weighted average of the existing financing).
Capital Expenditures
Construction of Phase II begins in 2003 and is scheduled for completion in 2007.  However, because the construction will involve looping in Phases, additional volumes begin in 2004.  Total capital expenditures for phase II are US$431.1 million, starting in 2003.  Funds for the 5-year program will go toward increasing pipe capacity from 30  MMcmd to 60 MMcmd.
Key Projected Results
Phase II capital expenditures are set forth in the table below:
	
	200
	2004
	2005
	2006
	2007
	208

	(US$ thousands)

	
	
	
	
	
	

	Phase II  capex
	$125.000
	$95,000
	$75,000
	$60,000
	$40,000
	$36,063



Revenues
Projected revenues are set forth in the table below:
	2000
	2001
	2002
	2003
	2004

	(US$ thousands)

	
	
	
	
	

	$23,485
	$46,000
	$63,036
	$82,044
	$106,420



	2005
	2006
	2007
	2008
	2009

	(US$ thousands)

	
	
	
	
	

	$128,745
	$149,904
	$174,742
	$193,240
	$209,659



Revenues increase from US$23.5 million in 2000 to US$195.8 million in 2009, reflecting the increase in contracted volumes for Phase I through 2009 and the additional Phase II volumes commencing in 2004 and increasing through 2009.  Revenues also reflect the contribution of volumes to the Cuiabá project, which commence in 2000 and increase through 2007.
EBITDA and Net Income
The table below highlights GTB’s projected EBITDA and net income on a 100% basis, in thousands of US dollars.
	
	2005
	2006
	2007
	2008
	2009

	
	(US$ thousands)

	DO NOT DELETE
	
	
	
	

	EBITDA
	$18,183
	$39,196
	$57,684
	$76,234
	$94,818

	Net Income
	($10,992)
	($6,499)
	$5,869
	$14,522
	$17,000



	
	2005
	2006
	2007
	2008
	2009

	
	(US$ thousands)

	DO NOT DELETE
	
	
	
	

	EBITDA
	$114,201
	$130,071
	$153,969
	$168,428
	$180,046

	Net Income
	$25,362
	$31,534
	$47,459
	$59,061
	$69,228



EBITDA increases from US$18.2 million in 2000 to US$180.0 million in 2009 reflecting the trend in volumes and revenues.  Net income improves from a loss of US$11.0 million to net income of US$69.2 million in 2009.  Losses are recorded in each of 2000, the first year of operations and in 2001 and 2002, reflecting the high interest expense burden relative to revenues during the early part of Phase I.
The table below sets forth Enron’s share of EBITDA and net income.  Enron holds an effective interest of 29.75% in GTB.
	
	2000
	2001
	2002
	2003
	2004

	
	(US$ thousands)

	DO NOT DELETE
	
	
	
	
	

	EBITDA
	$5,409
	$11,661
	$17,161
	$22,680
	$28,208
	

	Net Income
	($3,270)
	($1,933)
	$1,746
	$4,320
	$5,058
	





	
	2005
	2006
	2007
	2008
	2009

	
	(US$ thousands)

	DO NOT DELETE
	
	
	
	

	EBITDA
	$33,975
	$38,696
	$45,806
	$50,107
	$53,564

	Net Income
	$7.545
	$9,381
	$14,119
	$17,571
	$20,595




IntroductionBusiness OverviewFinancial Information- TBG

The following financial information for TBG includes 2000 through 2009 projected income statements, cash flows and a 1999 historical balance sheet all denominated in US dollars (the functional currency of TGB). The projections from 2000 to 2009 are based on certain key assumptions, which are described below, and have been presented in US dollars.  The projections for TBG extend to 2009 in order to reflect the impact of the expansion of pipeline capacity from 30 MMcmd to 
54 MMcmd.  The capacity increase commences in 2004 and is referred to as Phase II.  Unless otherwise noted, financial information presented is at the operating company level assuming 100% ownership. Effective Enron ownership in TBG is 7% (4% direct and 3% indirect).
Historical Results - 1998-1999
Income Statement 
TGB was in its pre-operating and start-up phase during 1999, therefore no historical income statement information is presented.
Phase I Key Assumptions - 2000 to 2004
Macroeconomic Assumptions
	
	2000
	2001
	2002
	2003
	2004

	DO NOT DELETE
	
	
	
	
	

	Average Exchange Rate (R$/US$)
	1.80
	1.91
	2.03
	2.16
	2.26

	Brazilian Inflation (IGP-M)
	10%
	9%
	9%
	8.5%
	8.0%

	US CPI 
	2.53%
	2.54%
	2.64%
	2.68%
	2.68%


Source: 
Volumes
Volumes are based on the contract between Gaspetro (a wholly owned subsidiary of Petrobrás) and TGB.  Volumes under the contract are classified as three types, TCQ, TCO and TCX.  TCQ volumes refer to the first 18 MMcmd, TCO volumes refer to the next 6MM cmd and TCX volumes refer to the final 6 MMcmd of Phase I of the pipeline.  TCQ volumes begin at 4.55 MMcmd in 2000 and escalate to the full 
18 MMcmd in 2007. TCO volumes begin in 2001 while TCX begins in 2002.
Tariffs
TCQ and TCX tariffs are US$1.14 per MMbtu in the base year (1996) contractually escalated at 0.5% per year.  TCQ and TCX tariffs are take or pay tariffs. In addition, there is a throughput charge equal to US$0.002 per MMbtu actually shipped.  The throughput charge is escalated at 3.5% per year from the base year, 1996. TCO volumes have been pre-paid therefore, there is no additional tariff.  The prepayment from Gaspetro to TBG in the amount of US$302 million has been recognized as a liability, deferred income, and is being amortized over 40 years.  This prepayment was part of the funding for construction of the pipeline. 
O&M
O&M expenses are projected to be US$23.7 million, escalated at US CPI. 
Depreciation
PP&E is depreciated over 20 years in accordance with local regulations.
Financing
Financing assumptions for Phase I of the pipeline includes nine tranches of debt as follows:
	Tranche 
	Loan Amount 
	Interest Rate
	Term
	Lender
	Amortization

	(US$ millions)

	
	
	
	
	
	

	1
	$80
	7.68%
	9
	CAF
	Straight Line – beginning  2003

	2
	$240
	7.00%
	17
	IADB
	Mortgage Style

	3
	$130
	5.56%
	12
	IBRD
	Customized

	4
	$180
	8.69%
	15
	IBRD
	Balloon

	5
	$200
	8.06%
	10
	BNDES
	Straight Line – beginning 2003

	6
	$60
	5.31%
	16
	EIB
	Mortgage Style

	7
	$104
	7.98%
	10
	JEXIM
	Straight Line  - beginning 2001

	8
	$71
	15%
	20
	Investor Subdebt
	Straight Line – beginning 2010

	9
	$74
	15%
	20
	Petrobrás Subdebt 
	Straight Line – beginning 2010

	Total
	$1,139
	
	
	
	



Taxes
The effective tax rate is 33%, which includes social contribution of 8%, income tax of 15% and additional income tax of 10% on income in excess of R$240,000.  TBG generates accumulated net operating losses of approximately US$188 million through 2003. However, net operating losses are used to reduce each year’s cash taxes subject to certain limitations. The NOL carry-forward and its utilization is limited to 30% of any year’s taxable income and unutilized NOLs expire after 10 years.
Capital Expenditures
Through December 31, 1999, TBG has invested US$1.4 billion in capital expenditures.  Capital expenditures in 2000 and 2001 are projected to be US$80.3 million and US$138.6 million, respectively as the southern leg of the pipeline is completed in 2000 and compression is added in 2002.  The capital expenditures for the compression are as follows:
	
	2000
	2001
	2002
	2003
	2004

	
	(US$ thousands)

	DO NOT DELETE
	
	
	
	
	

	New Compression Capex
	$80,342
	$138,590
	-
	$38,006
	$59,004

	New Debt for Compression Capex
	$62,701
	$138,590
	-
	-
	



The capex compression loans are amortized (straight-line method) over 10 years with a 10% interest rate. There are no equity capital infusions assumed to fund the compression capex in this financial proposal.  All funds are assumed to be generated from operating cash flows and debt issuance.
Phase II Expansion-Key Assumptions
	
	2005
	2006
	2007
	2008
	2009

	
	
	
	
	
	

	Average Exchange Rate (R$/US$)
	2.37
	2.48
	2.60
	2.71
	2.83

	Brazilian Inflation (IGP.M)
	8.00%
	8.00%
	8.00%
	8.00%
	7.50%

	US CPI
	2.64%
	2.59%
	2.52%
	2.45%
	2.37%



Volumes
Volumes escalate from 4 MMcmd in 2004 to 24 MMcmd in 2009.
Tarriffs
Tariffs are projected to be US$0.72 per MMbtu (net of ICMS) escalated at 0.5% per year from the base year, 2000.  This tariff was generated based on an allowed equity return of 18% for equity investors which results in a significant tariff reduction when compared to the US$1.14 per MMbtu for phase I of the project.
O&M
When Phase II commences operations, additional operating expenses are projected to be approximately 25% of the operating expense levels of Phase I.
Financing
Phase II is projected to be financed using a 70/30 debt to equity ratio. The debt will be subject to straight-line amortization at an average interest rate of 10%.
Capital Expenditures
Construction of Phase II begins in 2003 and is scheduled for completion in 2007.  However, because construction will involve looping in phases, additional volume deliveries increase in 2004.  The 5-year program will result in increasing pipe capacity from 30 MMcmd to 60 MMcmd. Total capital expenditures for phase II are US$1.07 billion, starting in 2003 and are set forth in the table below:
	
	2003
	2004
	2005
	2006
	2007

	
	(US$ thousands)

	DO NOT DELETE
	
	
	
	

	Phase II Capex
	$150,000
	$220,000
	$275,000
	$250,000
	$170,438



Key Projected Results
Revenues
Projected revenues are set forth in the table below:
	
	2000
	2001
	2002
	2003
	2004

	
	(US$ thousands)

	Revenues
	$75,730
	$163,055
	$226,192
	$291,406
	347,782

	
	
	
	
	
	

	
	2005
	2006
	2007
	2008
	2009

	
	(US$ thousands)

	Revenues
	$406,260
	$463,767
	$537,109
	$578,613
	$620,520



Revenues increase from US$75.7 million in 2000, the first year of operations, to US$620.5 million in 2009, reflecting the increase in contracted volumes for Phase I through 2009 and the additional Phase II volumes commencing in 2004 and increasing through 2009.
Operating Company EBITDA and Net Income
The table below sets forth TBG’s projected EBITDA and net income on a 100% basis.
	 
	2000
	2001
	2002
	2003
	2004

	
	(US$ thousands)

	DO NOT DELETE
	
	
	
	

	EBITDA
	$52,000
	$138,731
	$201,259
	$265,822
	$314,954

	Net Income
	($123,211)
	($51,981)
	($12,753)
	$43,123
	$70,274

	
	
	
	
	
	

	($000)
	2005
	2006
	2007
	2008
	2009

	
	(US$ thousands)

	DO NOT DELETE
	
	
	
	

	EBITDA
	$372,562
	$429,189
	$501,644
	$542,263
	$583,288

	Net Income
	$91,863
	$108,936
	$144,711
	$153,291
	$190,100



EBITDA increases from US$52.0 million in 2000 to US$583.3 million in 2009, reflecting the trend in volumes and revenues.  Net income improves from a loss of US$123.2 million in 2000 to net income of 
US$190.1 million in 2009.  Losses are recorded in each of 2000, the first year of operations and 2001 and 2002, reflecting the high interest expense burden relative to revenues during the early part of Phase I. 
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								Venezuela		47.1%

								Argentina		47.0%

								Canada		28.1%

								U.K.		27.5%

								U.S.A.		24.1%

								Bolivia		21.4%

								Brasil		2.4%









% of Energy Matrix	















Venezuela	Argentina	Canada	U.K.	U.S.A.	Bolivia	Brasil	0.471	0.47	0.281	0.275	0.241	0.214	0.024	





demandsupply





						in mm. m3/day				1999		2000E		2001E		2002E		2003E		2004E		2005E

						Thermoelectric																45

						Industrial

						Demand																80

						Pipelines

								Brazil-Bolivia  														30

								Urugauina-Porto Alegre 

						Urucu Project

						Domestic Production				32

Unknown Author: Richard Wu:
according to petrobras estimates of 1468 boepd
		34		39		44		48		52		55

								% not injected		34%		37%		40%		44%		48%		53%		58%

								available production		10.76		12.75		15.64		19.19		22.96		27.20		32.22

						Supply																62

						(1 cubic meter = 35.314 cubic feet)

						(1 cubic meter = 6.2891 barrels)

								6.2891
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