	Global Power North America
Credit Update
Key Credit Strengths
· Strong credit fundamentals.
· Solid supply and market positions.
· Stable and consistent cash flow.

Key Credit Concerns
· Weakened credit profile at Enron Corp.
· Subordinated position to secured bank lenders.


	Northern Natural Gas Co.
Subsidiary of Enron Corp.
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Profile
NNG is Enron Corp.’s largest interstate pipeline; it owns and operates approximately 17,000 miles of pipeline extending from Southern Texas to the Upper Michigan Peninsula. The company also provides transportation and storage services and operates three natural gas storage facilities and two liquefied natural gas storage peaking units.
Related Research
· Enron Corp.
· Transwestern Pipeline Co.

· 
Rating Rationale
Northern Natural Gas Co. (NNG) rating was downgraded to reflect the weakened credit profile of Enron. An additional rating consideration is the structural subordination unsecured lenders have to a new secured credit facility.
On a standalone basis NNG benefits from a strong financial profile and a solid market position. EBITDA-to-interest coverage is solid at nearly 7.0 times (x). NNG also benefits from stable and consistent cash flows from long-term contracts. NNG’s financial profile is supported by its solid supply position with interconnections to four major pipelines, allowing access to gas supplies in mid-continent and southwest U.S. fields. The company further benefits from a strong market position in the upper Midwest market, with access to major cities, including Omaha, Neb., Des Moines, Iowa, and Minneapolis/St. Paul. 
NNG’s customer base is primarily composed of local utilities, which have a large demand for natural gas with limited options for alternative fuels. The explosive growth in new gas-fired generation facilities in the Midwest region bodes well for continued throughput growth. Bypass load-loss from recent expansion toward the east end of the system has been mitigated by effective cost-control measures, market initiatives and the high seasonal load factor throughput.
Within the past five years, NNG has made substantial efforts to expand its pipeline capacity. In 1996, the company began an expansion project designed to increase peak day for transportation service by approximately 347MMbtu/d between 1997–2001. The project is concentrated in the upper Midwest markets in Nebraska, Iowa, South Dakota, Minnesota and Wisconsin. The firm new capacity is under long-term contracts that expire from 2002–2006. 
· Recent Developments
On November 5, 2001, the senior debt ratings of Enron and NNG were lowered to ‘BBB- and placed on Rating Watch Negative. On November 9, 2001, following the announced agreement to merge Enron and Dynegy Inc., Fitch changed the Rating Watch for both companies to Evolving. Under the terms of the merger agreement, Dynegy would have the option to own NNG should the merger be terminated.
· Liquidity Structure
The company’s balance sheet has historically been extremely strong, with debt-to-capital at 32% as of June 30, 2001. However, in order to provide additional liquidity for Enron, NNG negotiated a $450 million credit facility secured by NNG’s capital stock, a subordinated note from Enron to NNG, and substantially all the other assets of NNG.









3
Copyright © 2001 by Fitch, One State Street Plaza, NY, NY 10004
Telephone: New York, 1-800-753-4824, (212) 908-0500, Fax (212) 480-4435; Chicago, IL, (312) 368-3100, Fax (312) 263-1032;
London, 011 44 20 7417 4222, Fax 011 44 20 7417 4242; San Francisco, CA, 1-800-953-4824, (415) 732-5770, Fax (415) 732-5610 
Printed by American Direct Mail Co., Inc. NY, NY 10014. Reproduction in whole or in part prohibited except by permission.
Fitch ratings are based on information obtained from issuers, other obligors, underwriters, their experts, and other sources Fitch believes to be reliable. Fitch does not audit or verify the truth or accuracy of such information. Ratings may be changed, suspended, or withdrawn as a result of changes in, or the unavailability of, information or for other reasons. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do not comment on the adequacy of market price, the suitability of any security for a particular investor, or the tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees from issuers, insurers, guarantors, other obligors, and underwriters for rating securities. Such fees generally vary from $1,000 to $750,000 per issue. In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected to vary from $10,000 to $1,500,000. The assignment, publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its name as an expert in connection with any registration statement filed under the federal securities laws. Due to the relative efficiency of electronic publishing and distribution, Fitch Research may be available to electronic subscribers up to three days earlier than print subscribers.


image1.wmf

