Methanol project – Japan Domestic Financing 
(Indicative structure)

We have reviewed the captioned based on the numbers provided by various Enron entities and have prepared a financing idea as follows.

1. Amount to be prepaid (indicative)

In the transaction, Enron will off-take 100,000 metric tons per year of methanol from KMI through NIC, KMI’s exclusive agent for foreign customers. Pre-payment proceeds are calculated as below and will be paid to NIC in several payments.

· $26,853,307 for three years
· $36,236,904 for five years

The above numbers were derived from:-
· Enron’s off-take price of $140 per metric ton; and
· Discount rates of 26.19%and 26.89% for three and five years, respectively. 
Please see the attached appendix for details.


2. Risks and mitigation measures

Apart from the off-take price (which Enron should be comfortable with), Indonesian country risk and KMI/ NIC’s performance risk should be mitigated through our structuring process.

Country risk
In general, there are not too many sellers of Indonesian risk protection in the marketplace. Japanese ECAs are reluctant to provide political risk coverage until the Paris Club rescheduling can be finalized and credit derivatives are very expensive. For example, CS First Boston quoted 1000bp (p.a) for one year Credit Default Swap for Indonesia (slightly higher than Mark Leahy’s quote).

Apart from insurance-like credit protection there are trade finance driven structures, which might provide alternative risk mitigation measures. These measures, however, are usually used for short term (6 to 12 month) basis thus we may expose ourselves to a rollover risk of such protection. Useful information in relation to trade finance structures include:-
· Indonesian banks’ L/Cs can be confirmed by some international banks (e.g. Sanwa Indonesia Bank, PT Bank Sumitomo Mitsui Bank, etc ) who have been appointed by the Indonesian Government in their Trade Maintenance Facility. These banks hold deposits from Bank Indonesia to cover their exposure hence are receptive to Indonesian risks. In Japan, Sumitomo and Sanwa are appointed in the Facility;
· Likewise, Korean banks are rumored to be tolerant to Indonesian banks’ L/Cs. We might be able to consider a route through a Korean bank whose credit should be far more easier to be accepted by international banks.
The key to structure this is to find an Indonesian bank who can issue a refundment bond/ stand-by L/C for KMI. Apart from local Indonesian banks, interest from foreign-Indonesia joint venture banks should be tested.

Performance risk
This is a difficult risk to deal with as KMI has once rescheduled its borrowing from JBIC and its shareholders’ credits are less than ideal. Initial feed back from Mark Leahy for NIC’s credit protection was 800bp (p.a).
There is, however, an opportunity to make use of the perception gap of NIC’s credit between the international credit market and domestic Japan’s. According a source deemed to be reliable, massive over-liquidity and low interest rate situation in Japan compels some Japanese investors to accept short-term JTC credits. Indicative trade ranges are as follows:-
· NIC (1-2 years):	Libor + 150 to 200bp
· Marubeni (3years):	Libor + 70 to 80bp
· Itochu (3 years):	Libor + 70 to 80 bp
· Nichimen (1-2 years):	Libor + 150 to 200bp
· Top 3 JTCs (3-5 years):	Libor + 20 to 30 bp

This huge perception gap is likely to be the largest profit driver for us in this transaction.


3. Proposed structure:

In light of the preliminary market research above, we came up with the following financing structure. Please refer to the APPENDIX for current financing structure.
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The above structure is off-balanced from Enron as Enron’s involvement is limited to the fixed-price offtake agreement. In return, the Banks will request the assignment of Enron’s offtake agreement and the benefit under the stand-by L/C issued by an Indonesian bank. 

4. Pricing image – who to deal with?
European banks such as WestLB and Standard Chartered have good trade finance operations in Asia. Fleet Boston (ex-Peregrine Fixed Income team) also completed two commodity backed transactions for APP Group before. Among Japanese banks, Sumitomo, Sanwa and Tokai are three major players who are ready to accept commodity risks. 
Our first choice here would be Sanwa. Sanwa not only has commodity finance track record, but also has a reason to support NIC as the largest creditor. Sanwa also has a joint venture bank in Jakarta – Sanwa Indonesia Bank (95% owned by Sanwa, 5% by Bank Bali) who, we hope, may issue a stand-by L/C for KMI. The Global Head of Sanwa’s International Trade Finance, during our preliminary conversation (non-name basis) indicated their interest with inidicative pricing idea of Libor + 400bp. Although we need to discount this pricing bearing NIC’s credit in mind, there seems to be an opportunity to enjoy big margin.


Indicative pricing:
	
	(A) International  pricing
	(B) Trade Finance

	NIC credit protection:
	800bp
	200bp (stand-by L/C)

	Indonesia protection:
	950bp
	400bp (facility margin)

	Hedge Cost 
	1750 bp
	600 bp





5. Actions to follow

(1) Following information need to be obtained from NIC:-
· Details of two JBIC loans (Financial Covenants, Events of Default, etc.);
· Financing for NIC for their equity injection in KMI (NIC might be financed by bank loans, in which case, NIC’s burden for repayment will increase); and
· A copy of Pertamina-KMI supply contract (there may be a price mismatch between the prices for natural gas purchase and methanol sale).

(2) The level of Deutsche’s involvement in this transaction needs to be considered before 	start approaching Japanese banks including Sanwa.
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Outstanding debt:
[image: ]











Amount to be prepaid - indication purpose only
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Brief Project History:
Jan. 25 1991	P.T. Kaltim Methanol Industri (“KMI”) was formed.
Aug. 29,1991	KMI’s Domestic Capital Investment Company status has been approved by 	the Minister of Justice.
Dec. 24, 1996	P.T. Humpuss entered into a Joint venture Agreement (Humpuss: NIC = 	70% :30%)
Dec. 9, 1997	KMI’s status as a Foreign Capital Investment Company was approved.
Sep. 23 1996	Natural Gas Sales Agreement has been signed with Pertanima (20 	years from June 1998)
June 13,1998	KMI commenced operations.

image1.wmf
KMI/ NIC - repayment schedule:

Loan 1 margin: 

2.063%

Loan 2 margin: 

1.000%

Loan 3 margin: 

1.426%

Libor:

5.000%

1. Outstanding Debt:

2001

2002

2003

2004

2005

2006

2007

2008

2009

2010

2011

2012

2013

2014

Loan 1 - JBIC/ Comm. Bks:

252.00

231.84

211.68

191.52

171.36

151.20

131.04

110.88

90.72

70.56

50.40

30.24

10.08

0.00

Loan 2 - JBIC:

31.00

28.42

23.25

18.08

12.91

7.74

2.57

0.00

Loan 3 - BOT-M:

2.08

1.82

1.30

0.78

0.26

0.00

Total debt outstanding:

285.08

262.08

236.23

210.38

184.53

158.94

133.61

110.88

90.72

70.56

50.40

30.24

10.08

0.00

Repayment:

0.00

23.00

25.85

25.85

25.85

25.59

25.33

22.73

20.16

20.16

20.16

20.16

20.16

10.08

2. Interest Payable:

Loan 1 - Interest:

5.20

17.09

15.66

14.24

12.81

11.39

9.97

8.54

7.12

5.70

4.27

2.85

1.42

0.36

Loan 2 - Interest:

1.86

1.78

1.55

1.24

0.93

0.62

0.31

0.08

0.00

0.00

0.00

0.00

0.00

0.00

Loan 3 - Interest:

0.13

0.13

0.10

0.07

0.03

0.01

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

Total Interest payable:

7.19

18.99

17.31

15.54

13.78

12.02

10.28

8.62

7.12

5.70

4.27

2.85

1.42

0.36

Total Debt Service (P+I):

7.19

41.99

43.16

41.39

39.63

37.61

35.61

31.35

27.28

25.86

24.43

23.01

21.58

10.44
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Offtake for three years:

Enron off-take price:

140

$ per metric tons

Enron off-take amount:

100,000

metric tons per year

No. of years:

3

years

Discount Rate:

26.19%

  - NIC credit spread:

8.00%

  - Indonesia country risk fee:

9.50%

  - Enron funding cost:

5.69%

  - Fee expectation:

3.00%

Amount to be prepaid:

$26,853,307.45

Offtake for Five years:

Enron off-take price:

140

$ per metric tons

Enron off-take amount:

100,000

metric tons per year

No. of years:

5

years

Discount Rate:

26.89%

  - NIC credit spread:

8.00%

  - Indonesia country risk fee:

9.50%

  - Enron funding cost:

6.39%

  - Fee expectation:

3.00%

Amount to be prepaid:

$36,236,904.38


