I.	Strategic Overview

V.	Power Distribution

This Memorandum describes certain key aspects of the assets, business, strategic position and prospects of Enron’s energy transportation, generation and distribution assets and the supply businesses associated with these assets (“SoCal”) in Argentina, Bolivia and Brazil (the “Southern Region”).  This Memorandum also contains historic financial information of SoCal in relation to 1998 and 1999 and financial projections for the period 2000-2004. A description of the key assumptions underlying the financial projections is provided.Introduction

SoCal represents a highly profitable and cashflow positive portfolio of assets providing substantial regional critical mass and a unique platform for the development of a preeminent gas and electric energy business in the rapidly growing South American market.  Enron has recognized the opportunities for substantial growth in natural gas demand in this market resulting from the following factors:Summary Business Description

· the discovery of large natural gas reserves in the Southern Region;
· the region’s fundamental shift away from volatile and unpredictable hydroelectric generation to gas-fired thermal plants to meet its electricity needs;
· the completion of large infrastructure projects linking the region’s gas reserves to its major markets; 
· the increasing predominance of private sector ownership of assets throughout the energy value chain; and
· the increasing awareness of the environmental advantages of natural gas.  
In implementing its business strategy for the Southern Region, Enron has recognized the superior value proposition in influencing/participating in/owning interests in numerous sources of growing demand for natural gas in the region.  Enron has sought to capture this increasing demand for natural gas by pursuing acquisition, concession and contract opportunities within the region based on the ownership and operation both of natural gas pipelines and distribution assets, and of power generation and distribution assets.  Through these acquisitions, concessions and contracts, SoCal has achieved vertical and cross-commodity integration in the gas and electric markets and regional integration in the Southern Region.
In effect, SoCal represents a large “short” position for gas, which has contractual certainty as a supplier and distributor of gas and electricity and has secured access to the rapidly growing gas markets in the Southern Region as a result of its participation in Brazilian gas and electric local distribution companies (“LDCs”) and regional pipeline projects.  In addition, Enron has positioned SoCal to exploit significant regulatory and physical bottlenecks caused by: 1) the closed-access nature of its gas LDCs; 2) the regulatory and contractual constraints on the Bolivia to Brazil Pipeline (“BBPL”) and the environmental and other limitations on the construction of new pipelines; and 3) Enron’s controlling and co-controlling positions in effectively all of the assets that comprise SoCal.  These factors, when combined with the flexibility of the terms of gas supply to the LDCs and the interruptibility of LDCs customer base, give SoCal highly valuable optionality and significant competitive advantages in the Southern Region energy market.
In addition to the standalone growth potential of its asset portfolio, SoCal also provides an excellent platform for realizing value from the worldwide gas and power convergence opportunities.  The electricity and natural gas industries of Brazil and other countries in the region are rapidly converging.  In fact, the Southern Region provides a solid practical opportunity to benefit from the worldwide gas to power convergence trend.  Ownership of SoCal will provide significant commercial opportunities (much greater than those available in non-hydro dominated markets) resulting from the interaction of:
· capital intensive but low marginal cost hydropower generation;
· higher marginal cost, less capital intensive, gas-fired thermal generation;
· interruptible gas supplies and markets;  
· large volumes of secondary hydroelectricity; and  
· largely closed-access markets and flexible gas sale contracts that provide the opportunity to switch gas between the power generation and LDC markets.

In summary, SoCal comprises an integrated portfolio of energy assets focused on the transportation, generation and distribution and associated supply of natural gas and electricity in the Southern Region.  It is a market-driven franchise which will add significant value to any acquiror of its businesses as a result of: 
· Its strong market presence through the ownership of controlling or co-controlling positions in a broad range of inter-related sectors.
· Its distinct ability to exploit the gas to power convergence as a function of the complementary relationship between gas-fired capacity and hydroelectric capacity; and
· Strong current cashflows and net income with exceptional growth prospects over both the near and long term [based on market penetration growth rates as well as strong GDP growth rates].
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The map below shows the location and key characteristics of SoCal’s assets:
 I	Confidential
                                                          (1)
LNCFD/251176/28-09-25 9:38/GYLLINGC
 I	Confidential
                                                          (3)
LNCFD/251176/28-09-25 9:38/GYLLINGC
[image: ]
File inserted from PCDOCs 251267 20/03/00

More detailed information on SoCal is provided in Sections II, III, IV and V of this Volume I. Summary descriptions of each of SoCal’s assets are provided below:
Natural Gas Pipelines
	Asset(1)
	Description
	Highlights and Development Potential

	DO NOT DELETE

	Transredes
(25%)(1)
	5,500 km of natural gas and liquids pipelines in Bolivia supplying domestic market and connecting gas reserve basins of Northwest Argentina and Bolivia with major demand loads of South, Southeast and Mid-West Brazil.  Peak throughput of 13 MMcm/d of gas, 50 MMbl/d of liquids.  
	· Principal gateway for supply of huge Northwest Argentina and Bolivian gas reserves into Brazilian market through BBPL
· Enron has co-control of Transredes.
· Transredes has control of GTB, the Bolivian segment of BBPL, giving it significant influence over allocation and future expansion of BBPL capacity
· Participation in Cuiabá pipelines and power plant

	
	
	

	BBPL
(GTB - 29.8%)
(TBG - 7%)
	3,133 km of natural gas pipeline connecting Transredes system to key South, Southeast and Mid-West Brazilian markets.  Capacity of 30 MMcm/d. Phase I completed in March 1999, Phase II (São Paulo to Porto Alegre) completed in 1Q2000.
	· Principal conduit to Brazil for Northwest Argentina and Bolivian reserves
· Potential to double capacity to 60 MMcm/d with relatively inexpensive looping
· Enron is operator of and indirectly (through Transredes) co-controls GTB
· Minority position in TBG protected through controlling position in GTB
· Regulatory and physical constraints make ownership important for access to and allocation of capacity of BBPL

	
	
	

	TGS
(34.1%)
	6,987 km of natural gas and liquids pipelines connecting Southern and Western Argentina gas reserve basins to key Buenos Aires market.  Peak throughput capacity of 57 MMcm/d and processing capacity of 1.1 MMmt of gas and liquids.
	· Transports almost 60% of Argentine natural gas
· Potential for interconnection with pipelines supplying Southern Brazil
· Development of telecom opportunities in progress
· Enron is operator and co-controls TGS with Perez Companc
· Strong cashflow generation

	Note: (1). The percentages represent Enron’s net direct and indirect economic interest in the asset.

	
	
	




	Power Distribution

	Asset(1)
	Description
	Highlights and Development Potential

	DO NOT DELETE

	Elektro
(99.5%)
	1.6MM customers in fastest growing areas of State of São Paulo.  Annual sales of 10,708 GWh.  Price cap tariff regime with first five year review in August 2003.
	· Demand growing at almost 6% per annum
· Minimal exposure to large industrial customers
· Highest levels of operating efficiency and quality of service in Brazil
· Critical component of gas to power convergence opportunity
· Optimal platform for development of power generation businesses in Brazil
· Enron’s sole control provides full management and contracting flexibility
· Strong and fast growing cashflow generation

	Note: (1). The percentages represent Enron’s net direct and indirect economic interest in the asset.

	

	Natural Gas LDCs

	Asset(1)
	Description
	Highlights and Development Potential

	DO NOT DELETE

	CEG/CEG-Rio
(25.4% - CEG)
(33.8% - CEG-Rio)
	Natural gas distribution and supply in Rio de Janeiro State.  576,000 customers and 2,200 km of pipes.  Total population of over 14MM in service territory.  1999 consumption of 3.5MMcm/d.
	· Closed-access and exclusive gas distribution concession
· Attractive terms of Campos Basin gas supply giving significant price and take-or-pay flexibility
· Substantial potential for additional efficiency improvements
· Favorable tariff regime
· Shareholders’ Agreement provides co-control on major decisions with Gas Natural and Iberdrola
· Configuration of electric transmission system in Southeast Brazil makes the CEG/CEG-Rio concession area optimal location for new, gas-fired generation capacity

	
	
	

	Gaspart
(41.0%)
	Natural gas distribution and supply in States of Paraná and Santa Catarina (Southern Brazil) and Bahia, Sergipe, Alagoas, Pernambuco and Paraiba (Northeast Brazil).  Currently serves 234 industrial customers with short-term potential to connect at least 200,000 residential and commercial customers.  1999 consumption of 4.0 MMcm/d.
	· Closed-access and exclusive gas distribution concessions
· Favorable tariff regimes
· Attractive terms of local and imported gas supply giving significant price and take-or-pay flexibility
· Excellent platform for power plant development in South and Northeast Brazil
· Shareholders’ Agreement provides co-control on all issues with Petrobras and state governments
· Strong demand growth prospects from residential, commercial and power generation sectors with total demand expected to reach 19.6 MMcm/d in 2004

	
	
	

	Note: (1). The percentages represent Enron’s net direct and indirect economic interest in the asset.

	Power Generation

	Asset(1)
	Description
	Highlights and Development Potential

	DO NOT DELETE

	Cuiabá Project
(55.8% -EPE)
(35.0% - GasBol)
(53.1% - GasMat)
	Integrated gas pipeline and power generation project to include 630 km, 18” pipeline and total projected capacity of 1,440 MW.  Cuiabá I with 480 MW of projected capacity and associated pipelines to be complete by 4Q2000.  Natural gas to be supplied by TBS, a majority owned affiliate of Enron.  Long-term power purchase agreement with Furnas, a wholly owned subsidiary of Eletrobras.
	· First privately controlled gas pipeline into Brazil
· First privately financed thermal IPP in Brazil
· Cuiabá II with 480 MW of projected capacity and emergency plant status should enter service in 2003
· Cuiabá III with 480 MW of projected capacity should enter service in [2005]
· Minimal investment in the pipeline required to supply full requirements of the power plants
· Enron controls the Power Plant and Gasmat and co-controls Gasbol with Shell
· Significant flexibility and optionality in gas supply arrangement

	
	
	

	Riogen I and II
([100%])
	960MW, gas-fired power generation project.  Strategically located in State of Rio de Janeiro.
	· Riogen I (480 MW) has emergency plant status and will be contracted to Elektro and third parties.  Completion scheduled for end of 2002
· Negative transmission charges as a result of location in Rio de Janeiro
· Scope for expansion to 960MW
· Riogen II will also be contracted to Elektro and third parties

	
	
	

	Puerto Suarez
([100%])
	150MW gas-fired power generation project located in Bolivia to supply Brazil.  Completion scheduled for late [2001].
	· First private gas-by-wire project targeted at Brazilian market
· Expected to be contracted to Elektro and third parties

	Note: (1). The percentages represent Enron’s net direct and indirect economic interest in the asset.


The countries of the rapidly growing Southern Region, as well as Chile, Paraguay, Peru and Uruguay, which are soon expected to comprise a single regional energy network, had an estimated aggregate population of approximately 240 million and an aggregate GDP of approximately US$ 950 billion in 1999.  Following a period of volatility and uncertainty as a result of the emerging markets crisis of the last two years that resulted in the devaluation of the Brazilian Real in January 1999, the region is now widely accepted to be poised for a period of strong growth with low inflation.  The macroeconomic fundamentals of the region have improved substantially with fiscal deficits under greater control, trade balances improving and real interest rates returning to more normal levels.  In Brazil, the economy has recovered strongly from the 1999 devaluation with real GDP growth expected to be 3.4% in 2000 and 3.8% in 2001.  Argentina’s economy is recovering from recession and is projected to grow at 4.0% and 5.0% in 2000 and 2001, respectively (Source: MSDW Equity Research).  Bolivia is also expected to show strong growth over the next two years of 5.0% (Source: EIU).  While the Argentine Peso is pegged to the US dollar at 1:1 by law, the Bolivian Boliviano average exchange rate for 1999 was 5.77 Bo$/US$.Regional Macroeconomic and Energy Overview

It is also important to highlight that the role of the private sector in most areas of the economy in general and the energy industry in particular has been substantially enhanced over the last decade. From a regional standpoint, most of the basic infrastructure, including natural gas reserves, pipelines, gas distribution assets, power generation and distribution assets are in private sector control.  In addition, there is an increasingly free flow of products and services across borders within the Southern Cone.  This policy shift towards private sector involvement and free trade provide for the first time the commercial credibility and financial creditworthiness required by lenders in order to provide funding for the significant infrastructure investments that will be required.
The energy markets of these countries are among the fastest growing in the world.  Major gas reserves have been discovered in Argentina (970 Bncm), Bolivia (398 Bncm) and Peru (381] Bncm).  [Need updated number for March 2000].  A new round of exploration is taking place in Brazil that is widely expected to discover substantial new onshore and offshore gas reserves (currently estimated at 465 Bncm) in addition to those that have already been proven in the Campos Basin.  While Argentina has a highly developed natural gas transmission and distribution system, the gas markets of other countries shown in the chart below, and especially Brazil, are at earlier stages of development, with natural gas representing a relatively small share of their primary energy consumption.
Natural Gas Share in Primary Energy Consumption
[image: ]REF PCDOCs 251233
Source: BP Amoco Statistical Review, 1999
The primary historical reasons for the low percentage of natural gas used in Brazil are:
· The preference for the use of hydroelectric generation capacity, which has existed until recently in the countries of the Southern Region, as well as Chile, Paraguay, Peru and Uruguay;
· Lack of an integrated pan-regional and Brazilian gas transmission network linking multiple basins to the key centers of demand;
· Lack of creditworthy off-takers and standard gas contract commitments such as take-or-pay, liquidated damages and foreign exchange protection, all of which are essential in obtaining limited recourse finance;
· Large usage of fuel oil by industry with minimal environmental awareness; and
· Lack of residential heating load for natural gas due to the lack of distribution infrastructure.
In the future, however, there is expected to be rapid natural gas demand growth from industrial, residential and commercial customers, as well as significant displacement of alternative fuels, such as fuel oil, with industrial customers.  The power generation sector, in particular, expected to be the primary driver of demand growth for natural gas in the region.  
The Brazilian Government expects that approximately 15,000 MW of gas-fired power generation capacity will be built over the next five years in the South/Southeast region alone, all of it with Emergency Plant status.  An additional 2,224 MW has Emergency Plant status in the North/Northeast fired by either piped gas or liquified natural gas (“LNG”).  As this thermoelectric capacity is built and new customers are connected to the natural gas distribution systems in South, Southeast, Midwest and Northeast Brazil, including industrial consumers expected to convert to natural gas, demand for natural gas in Brazil is expected to increase significantly from current levels of 11 MMcm/d to approximately 70-75 MMcm/d in 2005.  This represents compound annual growth rates of between 35-45%.
The following chart demonstrates the growth potential of the Brazilian natural gas market by sector:
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Source: Petrobras
Enron and its Brazilian gas LDCs expect that demand growth from residential, commercial and transportation sectors will be substantially higher than that projected by Petrobras.
As a result of the determination by Brazil and other countries in the South American region to reduce their dependence on hydroelectric power and fuel oil, the infrastructure required to deliver the gas to the key markets in Southeast and Northeast Brazil and, to a lesser extent, Chile and Peru, is now nearing completion.  Following the entry into service of BBPL and after the completion of other projects under development such as Cruz del Sur and/or TGM, natural gas delivery capacity to the major markets of Buenos Aires, South/Southeast Brazil and Santiago is expected to be as follows:
	Pipeline
	From
	To
	Capacity (MMcm/d)

	
TGS(1)
BBPL(1)
Transredes(1)
GasMat/GasBol(1)
	
S/W Argentina
Bolivia
Bolivia
Bolivia
	
Buenos Aires
S/SE Brazil
Argentina, Brazil
Cuiabá, Brazil
	
58
30/60
13
7

	Sub-Total(1)
TGN
TGM (2)
Cruz del Sur (2)
Gas Andes
	
NW/W Argentina
Argentina
Argentina
Argentina
	
Bolivia/Buenos Aires
Porto Alegre
Uruguay, Porto Alegre
Santiago, Chile
	108/138
43
8
8
10

	Total
	
	
	169/199

	

	Note:	(1)		Enron pipelines
	(2) 	Competing projects for Southern Brazil market


With the completion of these projects and the recent introduction of substantial market-opening legislation, relating in particular to the electricity sector, the energy markets of the South American region are expected to become among the most dynamic and fast-growing in the world.
The following map shows the key gas producing basins and pipelines in operation or under construction in the South American region, demonstrating that a substantial amount of the infrastructure needed to connect supply and demand is now in place:
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Note:	(1) 	Competing projects for Southern Brazil market
Additionally, smaller-scale infrastructure projects, including gas fired generation capacity and gas transmission and distribution infrastructure are also under construction, including Gasoducto del Pacífico, Gas Atacama/Nopel, Norandino/Tocopilla and natural gas distribution networks in Santiago, Concepción and Lima.  Within a few years, there should be seamless capacity to transport natural gas from the major producing basins in Argentina, Bolivia, Brazil and eventually Peru to the main load centers in Santiago, Lima, Buenos Aires and South/Southeast Brazil.  The North/Northeast region of Brazil could form part of either a major LNG market spanning from North/Northeast Brazil to Central America, the Caribbean and the Gulf Coast markets, or it could eventually be interconnected with the Southeast region of Brazil through a pipeline between Vitória and Salvador, or both.  The electric systems of South/Southeast/Mid-West Brazil and North/Northeast Brazil are already interconnected.
In conclusion, the energy market in the Southern Region is characterized by:
· the existence of huge gas reserves in Bolivia, Argentina and Peru; and
· a gas shortage in Brazil caused by Brazil’s move into thermal power generation creating a large immediate demand for gas.
Despite recent moves towards allowing E&P investments by parties other than Petrobras a short position of gas in Brazil will continue to exist.  The development of local reserves will take about 5-10 years which means that for the short to medium-term Brazil will be a net-importer of large quantities of gas. The most economic option to increase imports will be the expansion of the already existing BBPL.
As described above, the key requirements for the rapid development of the natural gas markets of the Southern Region (reserves, demand, infrastructure and access to capital) are now fully in place.  Significant benefits will accrue to those companies that are best able and positioned to exploit these opportunities.  In this respect, two factors are critical in order to maximise the value of the substantial gas reserves in the Southern Region (and, eventually, Peru):Critical Success Factors

· Access to and control over the natural gas markets of the South/Southeast/Midwest and Northeast regions of Brazil; and
· Access to and influence over the allocation and expansion of gas transmission capacity.
In other words, while the physical requirements of the future Southern Region gas markets are in place (reserves and pipelines), access to markets continues to be restricted by regulatory and ownership constraints (constrained pipelines and closed-access LDC service territories, for example).
Access to gas transmission capacity, while notionally open in most markets, is far from open in reality.  For example, Petrobras has the right to all the initial capacity available on BBPL within Brazil.  A limited number of other pipeline projects are being developed, but generally as integrated gas-to-power and gas-to-end consumer projects, by sponsors with expertise in all aspects of the energy value chain. 
Access to markets, especially in Brazil, is also key to the development of power generation.  Currently, there is effectively no transparent wholesale market in Brazil for electricity and no market for medium- or long-term contracts for new or existing power generation capacity.  The dominance of hydroelectric capacity also poses major challenges for new thermal capacity which has to make long-term take-or-pay commitments on its fuel supplies in order to be competitive.  Without corresponding protection on the off-take side, these projects are extremely difficult to finance, and therefore most pure merchant IPPs are not viable projects. 
Moreover, current regulations in Brazil permit electric distribution companies to enter into power purchase agreements (“PPAs”) with related generation companies subject to a price cap set by ANEEL.  The current price cap (the “Normative Value”) for gas-fired thermal generation is approximately US$35/MWh. [Brett Wiggs, March 2000 value] Most electric distribution companies are now in the control of international electric companies with strong capabilities in the development of new power generation capacity and the desire to build significant integrated positions in the Brazilian electricity market.  These companies are generally unwilling to enter into long-term PPAs with independent developers. As a result, the ownership of electric distribution is widely accepted to be essential to prospective owner-developers of new power generation capacity (thermal and hydroelectric).
 Access to flexible and competitive sources of gas as well as to interruptible industrial gas customers is also critical.  Gas supply price and flexibility provide complementary thermal capacity in a market with significant hydro-related volatility which is of critical importance to successful IPP development.  Given the closed-access nature of gas LCDs in Brazil, ownership and control of such companies is therefore also important in order to participate in the associated upstream and downstream opportunities.
The combined ownership of its pipelines, Elektro and its gas LDCs provides Enron with precisely the platform necessary for fully taking advantage of the above mentioned opportunities.
In the case of BBPL, Enron has a co‑controlling interest in Transredes and, indirectly, in GTB, in addition to being the operator of GTB which together with the  Cuiabá Pipeline, comprise the only privately-controlled gas transmission access into Brazil.  In the case of CEG/CEG-Rio, Gaspart and Elektro, Enron has taken substantial demand positions that offer significant opportunities for power generation and gas supply upsides.  Enron’s position in the region ensures its ability to participate in critical commercial and regulatory decisions with respect to access to existing capacity, as well as in the future development, expansion and commercial strategy of BBPL and associated thermal power projects. 
The following considerations highlight the key advantages provided by the acquisition of SoCal:Key Investment Considerations

Fundamentals in Place
· Discovery of major new proven natural gas reserves – Substantial new reserves of natural gas have been discovered in Argentina, Bolivia, Brazil and Peru.  These reserves currently total over [2,400] Bncm, equivalent to over [30] years of reserve life based on projected consumption in these markets in [2005][?]
· Untapped and growing natural gas demand in Brazil – Brazil is critically short of energy to support the expected growth in its economy and 95% dependent on volatile and unpredictable hydroelectricity for its requirements today.  Demand for natural gas in Brazil is set to grow rapidly from current levels of demand at 11 MMcm/d to at least 70 MMcm/d in 2005.
· Gas transportation infrastructure largely in place – Following the completion of BBPL and on completion of either of the TGM or Cruz del Sur pipelines, the transportation capacity required to deliver natural gas to the major markets will be in place.
· Increasing private sector involvement – Following the widespread privatization of assets throughout the energy value chain, the region’s energy sector is now predominantly under private sector control.  This has dramatically improved the creditworthiness of the sector in the region and its ability to raise finance for new development projects.


Integrated, Market Driven Nature of Enron Asset Portfolio
· Vertical and horizontal integration around key assets required to ensure efficient gas monetization strategies - The monetization of natural gas reserves in the Southern Region depends crucially on the development of and access to the key markets in South and Southeast Brazil.  Access to and control of gas transmission from the major gas reserve basins in Bolivia and Argentina, combined with control of Brazilian demand loads (i.e. gas and electric customers) is essential.
· Enron has established a unique and leading position in the Southern Region – SoCal is uniquely positioned to provide significant competitive advantages for the development of an integrated gas and power strategy in the Southern Region.  Its assets transport, distribute and consume more than 65% of the gas molecules consumed in the Southern Region.  Its pipelines connect all the major gas producing basins to all the major demand centers in the region, and its end consumers are generally located in the highest wealth and energy consumption per capita areas. [CONFIRM]
Control of Natural Gas Demand
· Access to enormous pool of potential demand for natural gas – Enron’s portfolio of market-focused businesses in Brazil represents an enormous pool of potential demand for natural gas, that is projected to amount to 65-70 MMcm/d in 2004, and includes interests in:
· CEG/CEG-Rio: Exclusive and effectively closed-access natural gas LDCs with current demand of 4.2 MMcm/d that is projected to grow to [10.4] MMcm/d in 2004; 
· Gaspart: Exclusive and closed-access natural gas LDCs at early stage of development and located in high growth regions of the country.  Current demand of 4.0 MMcm/d that is projected to grow to [19.6] MMcm/d in 2004;
· Elektro: Current regulations in Brazil permit electric distribution companies to enter into long-term contracts with related companies in respect of up to 30% of their regulated demand.  On the basis of its projected maximum demand of [     ]MW in the short and medium term, Elektro will be able to enter into long-term contracts for approximately 960 MW of generation capacity.  Elektro is expected to significantly expand this to 1,920 MW through the establishment of commercial interrelationships with other Brazilian distribution companies.
· Cuiabá Project: 1,440 MW (3x480 MW) of gas-fired generation that will consume over 6.6 MMcm/d of natural gas when complete.  The first 480 MW, with a demand of 2.2 MMcm/d, are already contracted with Eletrobras.  The additional capacity, of which 480 MW has Emergency Plant status, will be contracted to Elektro and third parties;
· Riogen Power Plant: gas-fired generation project with a total capacity of 960 MW projected to enter service before 2004 and of which 480 MW has Emergency Plant status.  This would represent a further 4.4 MMcm/d of gas consumption; and
· Puerto Suarez: gas-fired generation project with a total installed capacity of 150 MW projected to enter service in 2002.  This plant is estimated to consume up to 1 MMcm/d of natural gas.
Access to and Significant Influence over Allocation of Gas Pipeline Capacity
· Ownership of 65% of Southern Region Gas Pipeline Capacity - Ownership of its Southern Region transmission and distribution assets provides Enron significant influence over and valuable insight into one of the most heavily constrained energy markets in the world.  In particular, Enron’s interests in Transredes, BBPL and the Cuiabá Pipeline will provide unique access to the significant demand potential of the Brazilian market for the substantial proven gas reserves in Argentina, Bolivia, Brazil and Peru:
· Transredes has 12 MMcm/d of capacity and is the only conduit for Northwestern Argentina and Bolivian Gas to access BBPL;
· BBPL has 30 MMcm/d of capacity and is the largest means of access to the Brazilian market. The expansion of its capacity  to 60 MMcm/d represents the most economic means to supply Brazil’s long-term natural gas requirements; 
· The Cuiabá Pipeline has 7 MMcm/d of capacity and will be the first privately controlled pipeline supplying Brazil; and
· TGS has 58 MMcm/d of capacity and interconnects gas reserves in Western and Southern Argentina with the Buenos Aires market.  TGS also has the potential to supply Southern Brazil in the near future.
· Regional control of physical and regulatory constraints and bottlenecks – Substantial physical and regulatory constraints and bottlenecks exist in the Southern Region as a result of:
· The lack of development and physical capacity in the pipeline infrastructure required to meet the market’s long term requirements. This results in physical regulatory and financial constraints which give incumbent pipeline owners a major competitive advantage in the race to supply the markets’ future incremental demand;
· The substantial environmental, financial and other challenges that have to be overcome by greenfield pipeline projects;
· The closed-access nature of the exclusive concession contracts enjoyed by natural gas LDCs in Brazil; and
· The limited access that IPP developers have to long-term PPAs with electric distribution companies as a result of regulations that allow electric distribution companies to contract with related generation companies for up to 30% of their requirements.
As a consequence of the above factors, equity ownership in and influence over investment decisions relating to existing pipeline capacity is important.  For example, Enron’s operating control of the Bolivian side of BBPL gives it the ability to participate in the future development, expansion and commercial strategy of the Brazilian side of BBPL and, by extension, participate more effectively in power plant development in Brazil.
Flexibility and Optionality
· Cross-country political and regulatory flexibility – SoCal’s presence in the Southern Region and its access to and understanding of their respective regulatory and political environments provide it with unique opportunities to deal with constantly changing regulatory environments from a structuring and relative pricing perspective.  This position and the flexibility it affords adds significant value to SoCal’s development of a vertically integrated portfolio.
· Cross-commodity flexibility – SoCal’s portfolio of integrated energy assets (gas, liquids and electric) in the Southern Region provides unique opportunities to create additional value across the natural gas value chain as the Brazilian gas and electric markets rapidly open and expand.
Moreover, the electricity and liquids markets are expected to eventually be truly open-access markets, as opposed to gas which is closed-access under current Brazilian regulations, provides a unique competitive advantage for the supply of an energy package offering gas, liquids and electricity.  This is particularly important in light of the complementary nature of the operational regimes of thermal generation capacity and interruptible industrial gas markets.  Competitors who do not have access to captive natural gas demand will clearly not be able to offer such a combination of energy products and thus will be significantly disadvantaged.
In particular, the frequent availability of low priced secondary hydro-electricity is only exploitable if a gas-fired plant has a low level of take-or-pay gas purchase obligations. In turn, this is only achievable if the supplier of gas to the power plant can interrupt other gas customers at times when the power plant is running at high load factors.
CEG/Riogas and the Gaspart LDCs provide critical access to multiple sources of and outlets for natural gas, thereby maximizing the flexibility and optionality of its commercial opportunities.  For example, SoCal’s gas LDCs have direct access to low cost and flexible (i.e., with lower take-or-pay commitments) Brazilian gas from the Campos, Santos and Northeast Brazilian Basins and have significant interruptible sales to industrial customers.  In a competitive market for power generation, these LDCs will be able to offer flexibility in their fuel supply arrangements for new generation facilities, and to blend imported and Brazilian gas costs.
· Timing of monetization of gas reserves – For gas producers in the Southern Region, SoCal presents numerous options for the monetization of gas reserves, particularly in terms of accelerating the timing of such monetizations relative to other gas producers.  SoCal’s broad market presence also facilitates optimum structuring of commercial arrangements and risk allocation through its access to transmission capacity and to large, growing and captive markets, as well as through its significant contractual optionality.
Strategic Importance of the Southern Region
· Continuing strong strategic interest in the region – Strategic investors continue to have strong interest in the Southern Region, irrespective of the recent financial market volatility.  Substantial individual acquisitions in the region have been announced by BG and Shell (Comgás), Duke Energy (Paranapanema), AES (Tietê), EDP (IVEN/Escelsa), ENI/Snam (Comgás Noroeste) and Iberdrola (CELPE). Acquisition prices have reflected the continuing belief of investors in the long-term growth prospects, development potential and strategic importance of the region’s substantial energy market.
· Differentiated value proposition - SoCal provides a unique opportunity to acquire a controlling and co-controlling position in an integrated energy business in the Southern Region and represents an extremely high value-added franchise.
Financial Profile
· Unique combination of strong existing cash flows with exceptional growth prospects – From a financial perspective, SoCal consists of a highly attractive mix of businesses with strong existing and predictable future cashflows, such as Elektro, TGS and CEG/Riogas, as well as greenfield and brownfield projects and companies with significant growth in revenues and cashflows as their activities increase over the next two to three years.  These include the Cuiabá Project, Riogen, Puerto Suarez, BBPL, Transredes and the Gaspart LDCs. Finally, SoCal has a number of additional upside opportunities that offer the prospect of even higher returns and growth rates such as gas and power marketing/funding, fiber optical, telecoms etc..  In this respect, Elektro and TGS in particular provide a source of cashflow to finance the development of these projects.  Based on its existing asset portfolio only, Enron estimates that SoCal’s EBITDA (inclusive of management fees and affiliate transactions) will grow by [43.8]%, [23.8]% and [23.9]% in 2000, 2001 and 2002 respectively.  Its net income is projected to grow by [20.5]% and [60.6]% in 2001 and 2002, respectively, after recording a loss in 1999.  The high growth in 2000 EBITDA is due in part to the impact of the devaluation of the Brazilian real in 1999.  The following table highlights these financial projections. The optionality and upsides that can be realized from SoCal’s asset position are expected to generate significantly higher returns.
The financial information attached represents local GAAP projections translated into US dollars at projected average exchange rates for each year and has been shown both at the operating company level and proportional to Enron’s direct ownership interest in each company using the percentages shown.  In the case of the proportional EBITDA, O&M fees payable to Enron have been added back so as to present more accurately the operating cashflows accruing to Enron.  In the case of Net Income after tax, O&M fees have also been added back.Financial Summary

The financial projections and the accompanying charts demonstrate clearly:
· The strong solid operating cashflow generated by SoCal in 1999, a year of weak economic growth and high interest rates in Latin America as a whole;
· The exceptional growth in revenues, cashflows and earnings that SoCal generates;
· The improving balance between the different businesses of SoCal as the power generation projects enter service and the build-out of the natural gas LDC networks is implemented.
Investors worldwide are currently extremely focussed on earnings and cashflow growth as a driver of equity market valuations.  SoCal represents a source of immediate and fast growing earnings and cashflow.  At a time when investor sentiment towards Latin America is now highly positive, and in light of the unique opportunities in Latin America to exploit the worldwide convergence of the gas and power industries, investors are more likely than at any time in the last 3 years to respond favourably to a large acquisition in the region.
Finally, it should be noted that the projections shown represent only the earnings and cashflows of the individual businesses.  No attempt has been made to incorporate any value for the franchise and development opportunities presented by SoCal’s integrated portfolio of assets and businesses.
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SocCal: Financial Summary (US$ in millions)

Operating Company Level

[ Revenues ][ EBITDA 1 [ Net Income 1 [ Free Cash Flow ] [NeEDebt; ]
1999 2000E 2001E 2002E 2003E 1999 2000E 2001E 2002E 2003E 1999 2000E 2001E 2002E 2003E 1999 2000E 2001E 2002E 2003E  _as of 12/31/99

BBPL-Brazil $0.00 $72.07 $154.03 $172.28 $236.57 $0.00 $48.48 $129.71 $147.32 $210.99 $0.00 ($39.13) ($57.41) ($59.92) $3.13 (§1384.89) ($§72.48) $83.11 $139.77 $20285 §1.42884
BBPL-Bolivia $0.00 $2281 $46.31 $57.53 $75.13 $0.00 $18.62 $41.14 $51.93 $67.91 $0.00 (§14.43) ($27.12) ($25.22) ($7.05) ($453.24) ($72.18) $21.56 $49.91 $82.63 ($45.23)
CEG $139.88 $172.43 $202.02 $250.26 $311.72 $30.95 $32.59 $68.29 $10053 $127.90 §7.46 $11.77 $30.41 $45.78 $60.95 $2.69 ($31.90) $5.71 $36.25 $64.02 $60.37
Cuiaba Integrated Project $11.29 $14.13 $12635 $139.57 §145.51 $7.72 §1.40 $66.53 $76.58 $82.39 $12.53 ($6.90) ($2.01) §1.32 $4.58 ($416.88) ($98.27) $33.23 $76.67 $82.96
Elektro $565.20 $670.57 §757.21 $878.10 $965.70 $103.01 $208.08 $24299 $32417 $395.64 (5211.44) $32.66 $51.47 $126.21 $182.15 $42.93 $186.11 $22322 $317.80 $400.36 $919.10
Gaspart $105.05 $95.07 $12578 $20268 $298.38 §11.84 $14.80 $2091 $29.89 $39.51 $4.54 $8.49 $11.31 $16.66 $22.03 ($10.56) ($5.86) $10.80 $10.92 $23.34 ($16.38)
Riogas. $36.02 $56.92 $78.89 $106.95 $132.88 $2.34 $8.54 $19.37 $27.71 $34.41 ($0.07) $3.84 $10.02 $14.89 $19.09 ($0.89) ($3.82) $10.22 $20.24 $28.92
TGS $430.30 $458.02 $463.068 $486.14 $509.64 $343.50 $37161 $373.15 $390.38 $405.96 $14570 $14167 $13376 $136.80 $139.00 $106.29 $25255 $22058 $228 62 $260.00 §104578
Transredes ¢ $76.26 $84.35 $101.51 $103.14 $139.34 $70.45 $48.98 $66.91 $71.78 $12487 $37.19 $41.46 $32.25 $11.37 $47.58 ($56.52) (§150.45) (§114.52) ($84.93) $107 .87 $174.17
Total SoCal §$1,363.99 §$1,646.16 $2,055.17 $2,396 62 $2814.87 $569.81 $753.07 §$1,029.00 $1220.29 §$1,490.58 ($4.08) $179.43 $182.70 $267.90 $471.48 ($2,171.07) $3.72 $493.92 $795.26 §$1252.93 $3 566,66
Enron % of Operating Company

[ Revenues ][ EBITDA, 1 [ Netincome, ][ Free Cash Flow ] [NetDebts|

1999 2000E 2001E 2002E 2003E 1999 2000E 2001E 2002E 2003E 1999 2000E 2001E 2002E 2003E 1999 2000E 2001E 2002E 2003E  _as of 12/31/99

BBPL-Brazil 4.00% $0.00 $2.88 $6.16 $6.89 $9.46 $0.00 §1.94 $5.19 $5.89 $8.44 $0.00 ($1.57) ($2.30) ($2.40) $0.13 ($55.40) ($2.90) $3.32 $5.59 $8.11 $57.15
BBPL-Bolivia 17.00% $0.00 $3.84 $7.87 $9.78 $12.77 $0.00 $3.17 $6.99 $8.83 $11.55 $0.00 ($2.45) ($4.61) ($4.29) ($1.20) ($77.05) ($12.27) $3.66 $8.48 $14.05 ($7.69)
CEG 2538% $35.49 $43.75 $51.26 $63.50 $79.10 $7.85 $8.76 $18.77 $28.69 $37.32 $1.89 $3.29 $8.62 $13.62 $18.53 $0.68 ($8.10) §1.45 $9.20 $16.24 $15.32
Cuiaba Integrated Project 4 5263% $5.94 §7.44 $66.49 $73.45 $76.58 $0.00 $0.27 $29.04 $34.17 $3805 4 $6.59 ($3.63) ($1.08) $0.70 2.4 ($219.38) ($51.72) $17.49 $40.35 $43.66 $138.28
Elektro 100.00% $565.20 $670.57 §757.21 $878.10 $965.70 $108.58 $21485 $250.44 $33283 $395.64 ($207.93) $36.81 $56.16 $13168 $182.15 $42.93 $186.11 $22322 $317.80 $400.36 $919.10
Gaspart 100.00% $105.05 $95.07 $12578 $20268 $298.38 §11.84 $14.80 $2091 $29.89 $39.51 $4.54 $8.49 $11.31 $16.66 $22.03 ($10.56) ($5.86) $10.80 $10.92 $23.34 ($16.38)
Riogas. 3375% $12.16 $19.21 $26.62 $36.10 $44.85 $0.79 $2.88 $6.54 $9.35 $1161 ($0.02) $1.30 $3.38 $5.02 $6.44 ($0.30) ($1.29) $3.45 $6.83 $9.76 $2.47
TGS 3550% $15276 $162.60 $164.39 $17258 $180.92 $135.26 $14669 $147.19 $153.96 $160.49 $65.04 $65.06 $62.21 $63.94 $65.36 $37.73 $89.66 $78.31 $81.16 $92.30 $371.25 5
Transredes ¢ 25.00% $19.07 $21.09 $25.38 $25.79 $34.83 $1761 §12.25 $16.73 $17.94 $31.22 $9.30 $10.37 $8.06 $2.84 $11.90 ($14.13) ($37.61) ($28.63) ($21.23) $26.97 $43.54
Total SoCal $895.66 $1.026.45 $1.231.17 §1.468.85 §$1.702.60 $281.94 $405.40 $501.80 $621.56 $733.82 (§120.58) $117 67 $14179 $227.77 $307.75 ($295.47) $156.02 $313.08 $459.11 $63479 $1523.05

Net Debr

Transredes is still under review.

EBITDA for Enron % of Operating Company includes O&M fees

Net Incorne for Enron % of Operating Cormpany includes after tax O&M fees
Long Term Debt + Short Term Debt + Interest Payable - Cash
Enron's approximate ownership of Cuiaba Integrated Project is 53%, however, it has various ownership percentages each year due to different Cuiaba assets contributing diflerent amounts. The Enron % EBITDA represents the actual projected portion by y
TGS Net Debt figure curtently includes §110 of CIESA Debt and $398.2 of Current Maturities. Glenin Matthys is getting a break out of the Current Maturities
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