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whole or in part, for any purpose nor furnished to any person, except for distribution within the
recipient’s organization, without the prior written consent of Enron Power Corp.

July 1992
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CONFIDENTIALITY AND DISCLAIMER

This memorandum has been prepared by Enron Power Corp. ("Enron Power") in connection
with the recipient’s prospective participation in the financing of the 110 MW barge mounted
power project located in Puerto Quetzal, Guatemala. The project will be owned by Electricidad
Enron de Guatemala, S.A. ("Enron Guatemala”), currently a wholly owned subsidiary of Enron
Power. By acceptance of this memorandum, each recipient agrees that:

@) no representation or warranty is made concerning the
information herein nor is any liability acgepted in respect
thereof by Enron Power, génron Guatemala, other
shareholders in Enron Guatemg@\ or any of their respective
officers, directors, affiliates ofubsidiaries;

(ii) it will not copy, reproduce, distribute to others this
memorandum and that the iniﬁmtion herein shall be kept
confidential by the recipient shall not be distributed to
any person without the prior@vritten consent of Enron
Power other than to directo®2 officers, employees and
agents of the recipient who mjuire such information in
connection with the recipient’gnalysis of the activities of
Enron Guatemala and the pigposed financing and who
agree to keep such informatiogconﬁdential;
it will use the information 'J&ein only to evaluate the
financing contemplated here{r%and for no other purpose;
and o=

¢

it will return this memorand@n and any copies of it to
Enron Power upon request thereof.

Estimates, assumptions and projections in this memorandum have been prepared by Enron Power
and involve significant elements of subjective judgement and analysis. Other possible outcomes,
which may be less favorable, may occur. No representation or warranty, express or implied,
is made as to the accuracy or completeness of the information contained in this memorandum,
and nothing contained herein is, or shall be relied upon as, a promise or representation, whether
as to the past or to the future. This memorandum does not purport to contain all of the
information that may be required to evaluate any proposed transaction and any recipient hereof
should conduct its own independent analysis of such matters or request further information from

Enron Power. Enron Power does not expect to update or otherwise revise the memorandum or
other material supplied herewith’
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1. . EXECUTIVE SUMMARY

Enron Power Corp (“Enron Power") is seeking project financing fora 10 megawatt
("MW"), $95 million power plant to be located along Guatemala’s Pacific coast (the "Project").
Using fuel-oil-fired reciprocating diesel engines, the Project is slated to begin commercial
operations December 1, 1992 under a IS—yecar power purchase agreement ("PPA"). The
generating equipment will be mounted on twéaovable barges, flagged as U.S. vessels, which
will be moored in a protected slip for the durgon of the Pfojéct.

The Project will be the first privatel)ﬁwned, project-financed power plant in Central
America. Funding will take place at the start a:gzommercial operation, and lenders are therefore
not required to take any devglopment, ponstrétion, siting, delay or cost overrun risks. The
capacity payment/energy payment structure ofgne PPA provides safe coverages of the Project’s
fixed and variable costs over the life of the %ject, with pre-tax debt cbverages significantly
above levels customary in comparable mten‘gjonal financings. The transportability of the
barges, in addition to the strong project cas?glows give lenders a second level of security
uncommon for power plant lending

The power purchaser, Empresa Electrica de Guatemala, S.A. ("EEGSA™), has been
operating profitably as a private generation and distribution company in Guatemala for over
seventy years, first as a subsidiary of U.S.-based EBASCO until 1972, and thereafter as a 92%
owned subsidiary of INDE, the principal government utility.

Enron Power is developing and managing construction of the Project, and will operate

and manage it, and intends to own at least 50% of the equity A subsidiary of U.S.-based Enron
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Corp ("Enron"), Enron Power is one of the worlds largest independent power producers.

The Project offers the following features:

No funding of non-recourse debt until construction is completed and PPA
performance tests passed ’

Project will be EEGSA’s lowest cost thermal plant
All in power cost 20% below current retail prices
Power shortages and aging existing generation facilities ensure high Project dispatch

Above average pre-tax debt coverage levels even (1.52x average, 1.41x minimum)
at contractual minimum dispatch levgts

U.S.-style capacity and energy payr-@u provisions in the PPA
Proven technology in use world-widgrom reputable supplier
Readily available fuel with pass—thr&h of market pricing

«

. . t
Enron Power is experienced owner aEl operator

Project is OPIC-insured for expﬁnriation, political violence and currency
inconvertibility

expanding economy, and in providing basic service to a greater percentage of the population.

The country has a recent history of power shortages, a situation the Government has publicly

committed will be corrected. The Project, which will represent approximately 14% of the

country’s nominal electric generation capacity and 33 % of its actual output, will play a key role

in achieving that goal. The all-in price (capacity and energy) to EEGSA of 6.24¢/Kwh projected
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for December, 1992 is expected to be below the cost of EEGSA’s other generation plants. The
Project’s operation will significantly improve the reliability of the overall EEGSA system, a

system characterized by aging generating equipment in need of major refurbishment or

retirement,

Project Background

The opportunity for a privatized power generation project in Guatemala became possible
with the election in January 1991 of a new g!o:vemment headed by President Jorge Serrano, and
the concurrent appointment of a new chalrm for both the nauanal utility, Instituto Nac1ona1
de Electnﬁcacxon ("INDE") and for EEGé who strongly favors the pnvauzanon of new
electric power generation. This policy is ccﬂlstent with the Government’s overall free-market
economic platform, a key element of whi%is to privatize key public sectors, including the
railroad, airline, and communications segme%, as well as new electric generation. This policy
is made easier to implement due to the supp= of all major political parties, and the relatively
minor historic role of the government in Guaggmala’s economy. From a regional perspective,
the Project’s success will likely be the impet§ to similar projects throughout Latin America.

The Government's economic policy stizgulated a small group of Guatemalan businessmen
concerned about growing power shortages in this country to take the initiative to attract and
develop a private power generation project. These businessmen began effort:; to attract U.S.
firms to Guatemala and to convince both the government and EEGSA of the timeliness of such

a plan. They located a company, Texas-Ohio Power of Houston, Texas ("TOP"), with

experience in power plant development willing to develop a barge-mounted plant at Puerto
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Quetzal. In October 1991, the Serrano Government approved a plan to provide additional
generating capacity through power purchase arrangements with private companies. EEGSA,
which is responsible for the distribution of electricity to over 70% of the existing electricity
consumers in Guatemala, was the vehicle selected for this plan. Because it is legally structured
as a private company, EEGSA was able to solicit proposals and negotiate a contract with private
power suppliers on an urgent basis without any requirement to change existing procurement

EEGSA began negotiations with TOP for a private harge-mounted project in late 1991,
and executed the PPA in January 1992. TOP %ﬂ Enron Power began discussions in February,
1992 regarding Enron Power’s potential assu%tion of development of the Project, and TOP
agreed, with EEGSA’s consent, to sell and as:@n the contract to Enron Power-on March 12,

]

Enron and Wirtsild executed a tumke)&onstruction contract on April 10, 1992 and by

mid-July all required approvals had been obtaEed and OPIC insurance approved.
o

Power Plant Description

Confld

The power barges are currently bein%,’:ponstructed by McDermott in Morgan City,
Louisiana by Wartsild Diesel, Ihc. ("Wir%") under a fixed price turnkey construction
contract. Construction financing is included&h the turnkey price; no further payffments are
required until the plant passes certain performance tests that demonstrate its ability to perform
under the power contract, including delivery and interconnection to the Project site. (Passage
of these tests is a condition to non-recourse funding under the proposed credit facility.)

The Project includes two barges each containing ten Wirtsili VASA 18V32D 5.5 MW

diesel engines designed to burn heavy fuel oil in power plants. The technology is similar to that
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used to power large ships. The barges will be located in the existing Puerto Quetzal port facility
75 kilometers south of Guatemala City under a long term lease of dockage space. Sea water will
be used to cool the engines and then discharged into the sea outside the port area. The shore
facilities will include a 200,000 barrel heavy fuel oil tank farm, a 230 Kv substation, a fuel oil
pumping facility, a utility/pipe corridor, a 13.8 Kv cable trench, a fuel unloading facility,
temporary laydown areas for construction, a parking area, space for a hot water discharge line,

and office space.

The Project is being designed to meegpr exceed all applicable local and World Bank

o

L o .
environmental standards, including standardsgfor air emissions , cooling water discharge and

noise.

Enron_Power

Enron Power is one of the largest indelndent power production companies in the world,

nfigentla! Inform

with proven experience in power plant devef@ment including design, engineering, financing,
construction, procurement, operation and fue ‘ anagement and supply. Enron Power has direct
and indirect ownership interests in over 34OQ%W of electric generating capacity. This includes
interests in five operating power plants la'zated in the U.S. and four under construction
throughout the world, including the 1725 MW gas facility in Teesside, England, the largest
privately owned gas-fired combined cycle cogeneration plant in the world. '

Enron Power is a wholly-owned subsidiary of Enron, which operates the largest natural
gas transmission system in the U.S.Enron is one of the world’s largest marketers of liquid fuels

and has extensive activities in oil and gas exploration, gas supply and production and sale of
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natural gas liquids.

Enron Power intends to retain 50% of the Project equity as a long-term investment, and
to bring in an industry or financial partner for the remaining 50% Enron Power believes its
world-wide expertise in the development, construction and operation of electric power plants will
greatly assist Guatemala in its endeavor to modernize the country’s electric generating capacity

while providing Enron and its partners the opportunity to achieve reasonable financial returns.

Power Purchasg Agreement ("PPA"Y)

tion

«©
The 15-year U.S.-style PPA is denonfRated in dollars and obligates EEGSA to provide
T ) ’
the Project: i) weekly fixed capacity paym%; ii) weekly variable energy payments; and.iii)
\

additional collateral and documentary suppogto secure EEGSA’s obligations during the term

of the PPA.

denti

Capacity payments are fixed and late annually at contractually specified rates.
Energy payments are variable and are linked expected fuel costs; energy payments are indexed
to No. 6 (1% sulfur) Fuel Qil (NY Cargo—P'Els Oilgram) EEGSA is obligated to pay for 110
MW of capacity (subject to a performance gt) and to purchase at least 50% of the Project’s
available energy output. Capacity and emg;y payments are to be made in U.S. aolla;s or
Quetzales (the Guatemalan local currency) at prevailing market exchange rates.

PPA further provides the following measures to secure EEGSA’s payment
performance: (i) a letter of credit by a bank acceptable to Enron Power that is renewed each

ninety days for the amount equal to 30 days of energy and capacity payments ($4.4 million in

1993); (ii) a $7.25 million interest free cash advance paid by EEGSA at commercial operation
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which represents a portion of capacity payments otherwise due in 1998 - 2003 : and (iii) written
assurances from INDE that it recognizes EEGSA’s obligations, and to the‘extent legally possible,
will cause EEGSA to fulfill its obligations under the PPA. The Project also expects to receive
from the U.S. Ex-Im Bank a letter of credit guaranteeing approximately two months of payments

($8.8 million) if the PPA remains in default for ninety days.

Fuel Arrangements

Each barge will consume approximately 2500 barrels of fuel per day for a total of 4,000
barrels of fuel per day of Bunker C (No. 6€) FuEOil assumin_g dispatch at full capacity. The
energy pricing in the PPA changes monthly in S ordance with market changes of the price of

)
1% No. 6 fuel oil. This will enable the Project?' purchase fuel at spot market prices without
sﬁbjecting itself to adverse price ﬁsk. An afﬁ1i= of Enron, which is one of the world’s largest
marketers of liquid fuels, will agree to supply®Rel to the Project site under a 15-year contract
at prices linked to those under the PPA, plus #gnsportation costs.

In order to mitigate supply disruptions a§ ‘take advantage of competitive fuel oil pricing,
the Project’s turnkey construction contract m%des two land-based storage tanks, each with
100,000 barrels of capacity, and a one day stc%ge tank on each barge. These tanks will store
approximately 35 days supply of fuel oil. While the PPA provides for changes in the energy
pricing tied to No. 6 fuel oil with 1% sulfur content, the Project’s design will 'enable it to burn

No. 6 fuel oil with up to 3% sulfur content and still satisfy both local and World Bank

standards.
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Project Financing

Project costs, including start-up training, working capital, development costs, financing
costs and approximately 6% of contingency, total approximately $95 million. (Construction
financing is included in the turnkey price.® The Project has been structured so that lenders are
not required to assume risks associated with Project construction, development, siting,
permitting, delay, cost overruns, electric price/fuel cost linkage, or shortages in working capital.
Due to the comprehensive turnkey contract, construction management by Enron Power and
contingencies in the Project budget, cost ov%uns are unlikely. However, if any occur they will
be funded by Enron Power and not the ]enérs. Two million QOllars of initial working capitz_ﬂ
is included in the Project cost. Additiona@orking capital will be made availab]e‘\-as required
through a working capital facility providedvay Enron Power.

The Project’s sources and uses of fil

ent

s, key financing assumptions, and projected debt

cover ratios, are set out below:

Bus?negs Conif d

‘ URC $ MM %
Long-term debt $71.25 75.0%
Equity 2377 25.0%

| TOTAL $95.00 100.0%

USES
Turnkey Construction & IDC $77.40 81.5% -
Start-up, Development & Miscellaneous 8.22 8.7%
Financing Costs 1.78 9%
Working Capital 2.00 2 %
Contingency S5.60 5.8%
TOTAL $95.00 100.0% .
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Debt Assumptions:

12 year term, 1 year grace, 10.5% all-in fixed rate

Debt Cover Ratios (pre tax) 50% Minimum Dispatch - 85% Expected Dispatch
Minimum 1.41% 1.69%
Average 1.52% 1.88%

As depicted below, during the operating period, the Project has been structured to hedge
its fixed and variable costs against minimum PPA revenues. Profits resulting from dispatching
above the 50% minimum enhance equity returns but are not required to cover costs or debt
service.

e

O
REVENUE SOURCE COSTS CGVERED % OF REVENUE SOURCE
PPA Capacity Payments  Debt Service g 48.6%
Project and oﬁc 11.5%
Insurance = \
Local Taxes/Bgnt - 3.3%
Equipment mgmenance 16.9%
Costs =
Operating cosge (fees, 12.0%
labor & admigstration)
Operating coxﬂngency. . 3.4%
Contribution E proﬁts 4.3%
Total 2 100.0%
PPA Energy Payments Fuel for So%ngperations 68.3% _
(50% minimum dispatch) Income Taxes 3.3%
Contribution to profits 28.4%
Total 100.0%
PPA Energy Payments Fuel for 35% operations 68.3%
(additional 35% expected Taxes on additional income 6.2%
dispatch) Contribution to profits 25.4%
Total 100.0%

* based on 1994 data, the year in which debt repayment commences.
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Enron Power is seeking a twelve year non-recourse term loan equivalent to at least 75%
of the $95 million project cost, or approximately $71.25 million. Senior lenders will rank pari
passu and will share pro rata in a common security package which will include secufrity interests
in all real and personal property and on assignment of the borrower’s rights under all material
contracts. If the Project elects to hedge its exposure to rising interest rates with interest rate
swaps, the swap counterparties will share pro rata in the Project’s collateral. The Project

intends to hedge at least S0% of its interest cogs to mitigate the risk of increasing interest rates

to the Project.

Turnkey Construction Contract

| Informatlo

The Project is being built by Wartsila %sel Inc. of Chestertown, Maryland ("Wartsila"),
under the terms of $77.4 million turnkey c§stmction contract. Wartsild is a subsidiary of
Wirtsild Diesel Group of Finland, the world ’sSrgest medium-speed diesel engine manufacturer.
The tumkey construction contract contains a %e certain and significant liquidated damages tied
to guaranteed Project output, heat rate, and gays in construction. These guaranteed heat rate
and output levels are believed tol be conserva?ae and are the basis for the projections provided

in Section VII. The contractor will provide a one year warranty on its work. Construction of

the barges is currently underway and on schedule for an arrival of the barges in Guatemala

during October and November 1992

Environment

The key environmental issues for the Project are air emissions, cooling water effluent

10
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temperature and noise. The Project has obtained all necessary Guatemalan environmental
approvals and has also been designed to compiy with all applicable local and World Bank

standards. Third party consultants and environmental engineers have been retained to assure

compliance with these standards.

Permits and Land Rights

The Project will have a long term I&g from the Puerto Quetzal Port Authority for
approximately 40,000 square meters of land angdock space to locate the substation, fuel tanks,
parking, and (during construction) space for te,g:orary staging and laydown. A utility corridor
and cable trench will be requiréd to install f%'l and water lines as well as cables to transfer

A

power from the barges to the substation. Al} fmits required to begin on-site construction have
been received. >~

The Project has received permission f§\ EEGSA to use its import license to acquire fuel
for the Project. This permission to use EEG' ’s license has been approved by the Ministry of
Energy and Mines as a temporary measure Lgil the Project’s own import license is approved.
This final approval normally requires several%onths to process once fuel storage facilities have

been constructed.

Minor permits will be acquired when needed during construction and prior to commercial

-

operations in the ordinary course of business. No obstacles are anticipated in the acquisition of

these remaining permits.
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Risk Factors

Enron Power has analyzed the Project risks and concluded that they are reasonable, can

be mitigated through available contractual means and do not significaritly threaten the viability

of the Project. Pre-completion risks are being borne by the developers, as project completion

is a condition precedent to non-recourse funding  Enron’s view of the major post-completion

risk factors are summarized below:

Electricity Market. = Increasinggelectric capacity is necessary for Guatemala’s
economy to continue to expand,Qs is improved reliability and modernization of
electric capacity sources. Increafgng electric capacity is also a political objective,
following power shortages and bldgkouts in 1991 and as a result of the Government’s
emphasis on infrastructure and e@nomic development. The Project is integral to
those objectives being achieved a@ighlighted by Figure 1.I below showing projected
Guatemalan electrical demand vsTapacity. Even if electric demand growth is below
the current utility estimate of 6.7 Y& per-year, the Project’s capacity is expected to be
dispatched at baseload. The Proj@ will be the most efficient plant among any of the
generating facilities currently owr@ by EEGSA, and one of the most reliable sources
of electricity in the country. WES: the projected electric demand is on a long term
up-trend, the PPA mitigates thegrisk of downturns in demand through (i) fixed
capacity payments, which fully ;Eartize the Project’s fixed costs and debt service,
whether or not the associated ®ffergy is actually dispatched, and (ii) the 50%
minimum energy purchase requjiginent. '

=

Q=
Currency Conversion. EEGSA gll provide payment under the PPA in U.S. dollars
or Quetzales at the existing rate §Bexchange. The Project will need a maximum of
$400,000 per week to cover debt service and expected equity distributions, and up
to another $400,000 per week to cover dollar-based fuel and operating costs. The
foreign exchange market in Guatemala is administered primarily by the Central Bank
of Guatemala ("CBG"). Under the CBG’s daily auction system, -U.S. dollars are
made available to the highest bidders, subject to CBG availability and a single day
trading limit of up to $250,000 per bidder. The current availability of U.S. dollars
committed and confirmed by CBG, range between $4 - $8 million per day, which is
more than adequate to meet the $800,000 per week Project requirements. Weekly
payments from EEGSA to the Project will help mitigate large single day currency
conversions. As supply and demand for dollars fluctuate, the CBG injects or extracts
currency. The CBG currently has a dollar reserve of approximately $600 million.
In addition, the Project expects to purchase OPIC insurance to cover currency

12
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inconvertibility exposure. Taken collectively, these measures should adequately
mitigate the currency conversion risk.
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Fuel Supply and Pricing. The®@PA links the Project’s energy revenues to its
expected fuel expenses. Energy r -,__nues received by the Project are indexed to the
monthly price of low sulfur (1%) residual fuel oil. An affiliate of Enron will agree
to supply fuel at this price for the term of the PPA. In addition, the Project has
sufficient fuel storage for 35 days of operation. This mitigates any anticipated

delivery or supply disruptions and provides an upside opportunity to purchase fuel
at optimal prices and volumes.

4%

Political Violence and Expropriation. OPIC has agreed to insure the Project
against political violence and expropriation for the term of the financing. OPIC
coverage provides for the repayment of debt in the event of confiscation of or
damage to assets resulting from political violence or expropriation.  Similar
commercial insurancé will be applied for if necessary.
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* Project Qperations. The Project is using highly efficient, reliable, low-technology
equipment that is in use in power generation plants throughout the world. The track
record of this equipment package, coupled with the warranty provided by Wartsila
and its commitment to pay liquidated damages if performance tests are not satisfied,
provide assurances that the Project will be able to meet the operating requirements
of the PPA. Enron Power’s experience in the successful operation of much larger
and more complex plants will be utilized at this plant to properly maintain and
operate the Project at a high availability level. Enron Power will provide
comprehensive training for the local laborers and Wartsild has agreed to assist the
Project in establishing these programs. Backstopping all of these measures is the
Force Majeure language in the PPA which excuses the Project from performance
during periods of equipment outages not resulting from improper maintenance.
Normal project insurance, such as general liability, workmen’s compensation and
physical loss or damage will be in giace prior to commercial operations.

(o]

b
Ol

&
Transmission. The 230 Kv linefhat links the Project to the national grid is
presently under construction and schuled for completion in November 1992. The
financing for this $4.5 million prol;gjwas arranged for EEGSA and guaranteed by
Enron Power, which has provided lI-time, on-site project manager to advise and
monitor this effort. All equipme@and supplies necessary for construction have
either been obtained or identiﬁedE Construction contractors have the necessary
equipment and experience to compl@e the transmission line on schedule. However,
if for some unforeseen reason thfgmsmission line is not completed prior to the
scheduled commercial operation dgge, EEGSA is nevertheless obligated under the
PPA to commence capacity paymenf@to the Project and has provided a separate letter
to the Project confirming this oblif#ion. The commencement of such payments is
a condition precedent to non~recoT funding of the Project.
1

* Security of Payment. EEGSA is gponsible for providing electric service to 73%
of Guatemala's electrical customer§3EEGSA has a sound performance record, both
operationally and financially, during its long history of service in Guatemala. This
Project will enhance EEGSA’s self sufficiency and will provide it energy below its
current cost of production. It also will provide EEGSA with the ability to serve a
45 MW steel plant coming on line in October 1992 and to fulfill the government'’s
commitment to eliminate power shortages in Guatemala and, to the extent possible,
use marginal generating equipment to sell excess energy to El Salvador. As
discussed earlier, the PPA provides significant measures designed to ensure the
repayment obligations of EEGSA including the letter of credit, the cash advance of
capacity payments, and the INDE support letter. In addition, as a creditor the
Project would have recourse under Guatemalan law to garnish EEGSA’s revenues to
obtain payments should it become necessary, and as a last resort could relocate the
transportable, U.S.-flag barges to another jurisdiction.

14
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IV. PROJECT PARTICIPANTS

A  Enron Corp.

Enron Corp, a Delaware corporation established in 1930, listed on the New York Stock
Exchange and headquartered in Houston, Texas, is one of North America’s leading independent
natural gas companies. Through its subsidiaries, Enron:

operates the largest natural gas transmission network in the Us.,;

explores for and produces natural gas and crude oil in the United States and
internationally through its 84 % ownersif& of Enron Oil and Gas Company (*Enron
Oil & Gas") which is one of the largest¥hdependent non-integrated producers of oil

and gas in the U.S. in terms of both d&8nestic proved reserves and production;

extracts, processes, transports and marl&s natural gas liquids, crude 011 and refined
petroleum products worldwide; and E
i

purchases and markets long-term natu;ﬂ gas supplies

produces and sells steam and elecmcnghrough its wholly-owned subsidiary, Enron

Power. E

Enron and its subsidiaries had $10 billi(@:f total assets as of December 31, 1991, had
1991 revenues of $13.5 billion and net income ﬁ242 million Enron employs approximately

7,400 people. For the first quarter of 1992, ‘%on had net income of $115.8 million and

-
revenues of $3.3 billion. o4

Gas Transmission

Enron and its subsidiaries operate four U.S. interstate pipelines - Northern Natural Gas,
Transwestern Pipeline, Florida Gas Transmission and Northern Border Pipeline. The pipeline
network handles about 18% of the natural gas consumed in the U.S. and covers over 38,000

miles traveling from Texas to the Canadian border and across the southern United States from

37
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Florida to the Arizona/California border, representing the largest natural gas transmission

network in the U.S.

Oil and Gas Exploration

Enron’s natural gas and crude oil exploration and production operations are conducted
thrbugh Enron Oil & Gas, on New York Stock Exchange listed company 84 %-owned by Enron

Enron Oil & Gas is engaged in the exploration for, and development and production of, natural

n

gas and crude oil reserves primarily in the Unitegtates and, to a lesser extent, in Canada and

Liquids (thousand barrels)

«Q
other countries. E
[e) :
- As of December 31, 1991, Enron Oil &Eas had the following reserves of natural gas
oo— )
and crude oil, condensate and NGLs: g
f Net Proved
Natural Gas (MMcf) .8 1,585,000
] 20,300
ot
G

Natural gas made up approximately 9gg% of net proved reserves (on a natural gas

)

equivalent basis). Approximately 90% of rjg=proved reserves (on a natural gas equivalent
o

i
basis) were located in the United States and f@g i Canada. Domestic natural gas and crude

oil producing properties are located primarily in Wyoming, onshore and off-shore Téxas, New

Mexico and Utah.

Liquid Fuels

Enron subsidiaries are engaged in the U.S. in the extraction of NGL’s from natural gas

in Enron’s pipelines, and the processing, transportation, and wholesale marketing of natural gas
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liquids (ethane, propane, butane and isobutane, and natural gasoline). Enron is among the five
largest natural gas processors in the U.S. Enron also markets liquified petroleum gas (propane
and butane) in Europe, Asia, Puerto Rico, Jamaica, and Central and South America, making
Enron one of the largest non-government marketers of these liquid fuels in the world. In
addition, Enron acquires, transports and markets crude oil for resale and among the largest
independent companies in the U.S. involved in that business.

Enron’s liquid fuels businesses have interests in 23 hydrocarbon extraction and

c

fractionation facilities, 21 of which are operated b‘gEnron, which generally are located along
1)

Enron’s natural gas pipeline systems. Two of Enron‘s facilities, in Bushton, Kansas and
O

Eunice, Louisiana, are among the five largest proc?éing facilities in the U.S. Excluding ethane
ba $

Wiy

production, Enron’s facilities are capable of produegg approximately 1.5 billion gallons per year
c

of natural gas liquids. Enron marketed approxim%ly 3.9 billion gallons of natural gas liquids

domestically and internationally during 1991 igron also owns and operates a 1,600 mile

interstate common carrier natural gas ]iquids%peline in the Mid-Western U.S., which

2]
transported approximately 23 million barrels of J@id fuels in 1991.

s

I
m

Formed to compete for the merchant function relinquished by the regulated pipeline
industry, Enron Gas Services ("EGS") is one of the largest non-price regulaied merchants of
medium and long-term supplies of natural gas. EGS, also owns Enron’s intrastate pipeline,

Houston Pipeline Company. In 1991, EGS’s volume, excluding Houston Pipeline Company

averaged about 2.2 billion cubic feet per day.
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B. Enron Power

Enron’s power generation business is conducted through Enron Power. Enron Power is
a wholly-owned subsidiary of Enron and is one of the largest independent power production
companies in the world with extensive experience in all aspects of power plant.development
(including design, ¢ngineering, financing, construction, procurement, operation, management

and fuel supply arrangements).

Enron Power has extensive operations in tie United States and is rapidly expanding its
S .

]

operation and development efforts internationally gn addition to the projects described below

Enron Power is actively pursuing power generatgw and related projects in North and South

America, Europe, the Pacific Rim, Eastern Europes and Russia.

Projects in Operation

fidentla

én

Through a joint venture company owned S@% by Enron Power and 50% by a subsidiary

e

of Dominion Resources, Inc. of Virginia, Enrofi€ower has interests in four operating power

plants. These are set out on the next page:

Bus
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Enron/Dominion Power Plants

Project Noninal Average Net Earon Electricity Steam
Capacity Availability* Ownership Customers Customer
Texas City 450 MW 94.4%. 50% Texas Ulilities Union Carbide
Texas City, TX Electric Company ’
Union Carbide
Clear Lake INTMw 95.4% S0% Texas-New Mexico | Celanese Corp.
Pasadena, TX Power Co.,

Houston Lighting
and Power Co.

Bayou 300 MW 96.1% 17% Houston Lighting Big Three
Pasadena, TX and Power Co. Indusiries

c

J
Bayonne 165 MW 93.9% S 75% Jersey Central International
Bayoane, New g Power and Light Matex Tank
Jersey E - Terminals, Exxon,

|1_ others

* Calculated based on the power co
between Projects.

cts in each project; calculation base varies

ntial it

de

Enron Power subsidiaries operate the Texas&mity and Clear Lake Plants.
Texas City g

The Texas City project, in semcc? l%m:e. May , 1987, is a 450 MW gas-fired
cogeneration plant located on land leasédq'rom Union Carbide Corporation ("UCC"),
adjacent to UCC’s industrial solvents and coatings plant in Texas City, Texas. The plant
is operated by a subsidiary of Enron Power. The electricity produced by the project is sold
to Texas Utilities Electric Company ("TUEC"), and the steam produceci (plus a small
amount of electricity) is sold to UCC. The Texas-New Mexico Power Company and
Houston Lighting & Power Company transmit the power produced from the plant to TUEC

service areas in the central and northern parts of Texas. Enron subsidiaries provide the
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natural gas supply requirements to the project under contracts running for a long-term

matching the term of the power sales agreements. The plant was brought into
service in May 1987, under budget, two months ahead of schedule and 15 months after site
preparation began Enron Power believes that the plant has the lowest installed cost per

kilowatt of capacity of any similar plant installed in the United States since 1987.

| k
Clear Lake g
The Clear Lake project is a 377 Mw'gas-ﬁred cogeneration project located in
Pasadena, Texas, adjacent to a chemical plant %ned by the Celanese Corp. (“Celanese“),

a subsidiary of Hoechst AG. The plant has beeEm operation since 1984 and was acquired

a

by Enron Power in May 1988 Since acqumn@hxs project and takmg over its operations

en

and maintenance, Enron Power has upgraded M plant to achieve an operational standard

ntl

equivalent to the Texas City Project. An Enrq@ subsidiary currently supplies the natural

gas supply requirements for the Plant. El

t&ity output is sold to Texas-New Mexico
f;

Q

Power under the terms of a contract with initial 11 year term. Steam is sold to

Celanese, under the terms of a 10 year contr_a’tﬁ' with steam prices tied to the project’s fuel

Costs.

Bayou
The Bayou project is a 300 MW gas-fired cogeneration project located in Pasadena,
The plant has been in operation since December 1984 and has consistently achieved

an availability factor greater than 96%. Enron Power holds a 34 % ownership interest in
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the project through a limited partnership. A subsidiary of Enron currently supplies a
portion of the natural gas requirements to the plant. Power from the plant is sold to
Houston Lighting & Power Company while the steam is sold to an adjacent industrial

project.

Bayonne

The Bayonne project isa 165 MW gas-figed cogeneration project located in Bayonne,
New Jersey. The plant has been in operatior.ésince October 1988. A New Jersey utility,
Public Service Electric & Gas, provides the pr§ect’s natural gas requirements. Power from
the project is sold to Jersey Central & Lét while the bulk of the steam 1is sold to

)

International-Matex Tank Terminals, Exxon’fg\d others.

Richmond

Con Ide

Enron Power recently acquired a 9088 general and limited partner interest ina 25

MW gas-fired combined cycle plant in Riginond, Virginia. The project sells all of its

e
output to Virginia Electric and Power Coin@fny under a long-term contract. Steam is sold

under a long-term contract to Sonoco Products, Inc. Enron Power will operate and manage

the plant while affiliates manage fuel supply and transportation arrangements.

Projects under Construction

In additional to the Puerto Quetzal Project, Enron Power has three other projects

currently under construction.
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Milford

The first of these, the Milford project, isa 149 MW gas-fired combined cycle power
plant under construction in Milford, Massachusetts. Companies formed by Enron Power will
act as the general partner, have a 50% limited partnership interest in the project and will
also act as construction contractor, operator and manager. Approximately 56% of the
power has been sold under a 15-year contract to New England Power Company (*NEP"),
an affiliate of New England Electric System. Gés will be supplied under a 15-year contract

with NEP. The remaining power will be mar'gtcd to other utilities in the New England
[

area. Construction began on April 9, l99_émd commercial operation is expected to
£
[ ]
2
=

The second project under construction, % Teesside project isa 1725 MW gas-fired

O

commence in July 1993
Teesside

combined cycle power cogeneration plant lo adjacent to the Wilton Works chemical

plant of Imperial Chemicals Polymers Limited g& IC1") in Teesside, United Kingdom. The

project will sell to four of England’s regional 15 tric distribution companies a total of 1300
MW of power, will sell 257 MW and an average of 689,000 thousand tonnes/hr of steam to
ICI, and the remaining 168 MW to a power marketing affiliate of Enron Power. Through
subsidiaries, Enron Power currently owns S0% of the Teesside project, is the turnkey
construction contractor and will manage the plant operations As part of the Teesside

Project, Enron will construct a natural gas liquids extraction facility and will market the

output of the plant. Enron Power also owns capacity rights in the pipeline being built to

44



189

deliver gas from the North Sea to Teesside. The Project is currently on budget and on

schedule and is expected to be in commercial operation by April of 1993

Luzon
The third project isa 105 MW, oil-fired diesel engine power plant to be located south
of Manila on the Philippines island of Luzon. Site preparation and equipment manufacture
commenced in July 1992. Although land-based, g will be similar in conceptual design and
configuration to the Puerto Quetzal project. ﬁe project will be constructed by Enron
Power and Fluor-Daniel, with 8 large mediuxﬁpecd diesel engines being supplied by
Wiartsila.  All of the project’s power will bé%old under a long-term contract to the
\
Philippine’s National Power Corp., which is also?sponmbie for supplying fuel. The project
is scheduled to begin commercial operation iné:ril 1993. “L e
8
Q
Projects under Development g
Enron Power currently has several 'm'}ec{s in various stages of development
throughout the world The company intends! apursue both development and acquisition
opportunities, and generally only consider projects where it has operating and maragement
control, long-term ownership, and acts as turnkey contractor or construction manager.
Enron Power expects to actively pursue development and acquisition activi’ties to maintain

its position as a world leader in independent power.
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C. Empresa Eléctrica de Guatemala. S.A.("EEGSA"

EEGSA is a private enterprise owned 92% by INDE, the Guatemalan national
electric company. EEGSA has a well-deserved reputation as a professionally managed,
efficient organization. The company provides service to 371,332 customers in Guatemala
City and the neighboring provinces of Escuintla and Sacatepequez. These geographic areas
include approximately 8% of Guatemala’s geographic area but approximately 73% of the
country's electricity customers In addition to its distribution and transmission
responsibilities, EEGSA operates oil-fired théml generation equipment with a nominal
capacity of 100 MW but very low availability gvels due to age

The history of EEGSA dates back te&887 when the Government of Guatemala
granted the first concession for electrical s@_lce to a German enterprise. By 1896,
Empresa Eléctrica del Sud was in operation. § 1915, Empresa Eléctrica de Escuintla was
also created. Three years later, during WW?he German companies were confiscated.
The following year the Guatemalan governme&? transferred the shares of those companies

(8
to an American company, Electric Bongi,

nd Share Co. (EBASCO) as a war

indemnification. The new company, calledi presz Guatemala de Electricidad Inc, was

given a 50 year operating concession. In 193 , the name of the enterprnise was changed to

Empresa Eléctrica de Guatemala, S.A.

In 1947, EEGSA began construction of two steam units at its Laguna 'plant. By 1950
EEGSA had initiated construction of a series of hydroelectric projects. In 1972, after the
fifty year concession had expired, the Government of Guatemala purchased 92% of the

shares of EEGSA from EBASCO and transferred them to INDE. INDE had been created
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in 1959 by Congressional decree to plan, execute and control all aspects of electricity service

in Guatemala.
Both INDE'’s and EEGSA's board are appointed by various government entities:

despite it’s ownership position, INDE does not have the right to appoint any members of

EEGSA’s board. The chairman and CEO of EEGSA, Alfonso Rodriguez Anker, is also the

Chairman of INDE.

=
«
his cabinet-level rank and influence to Elpport the Project before Congress, other

government agencies and permitting autho_,@es.
oy

EEGSA is currently playing a lead % in the Government’s privatization program.
i
Because of its unique historic and legal §ucture as a private company, it provides an

excellent vehicle for demonstrating the be%ts of private sector participation without the

potential de-stabilization and uncertainties Qat a full privatization of a major public sector

company like INDE could cause. The Giemalan Government believes that EEGSA’s

success with the Project will set the stage %’;r a major shift toward the private sector in
solving Guatemala’s power needs.

EEGSA’s financial data, as audited by Arthur Andersen & Co., reflects strong
leadership and responsible decision making. With total assets of Q538 million ($107
million at the prevailing exchange rate of Q5 = $1) and total revenues for 1991 of Q465
million ($93 million), EEGSA has been growing rapidly for several years. Since 1986,

revenues in Quetzales have grown over 300%. This revenue increase is partly due to price

increases from 1986-91; partly to a 28% increase in the number of customers; and partly to

47



192

a 17% increase in the average annual electric use per customer.

EEGSA’s electricity sales are weighted heavily by commercial and industrial
customers. When combined they account for 60% of the power sold and 68% of revenues.
Residential consumption accounts for 31% of power sold with municipal and government
entities accounting for 9%. EEGSA has enjoyed high collection rates from its customers.
During 1991, over 95% of its receivables were collected within 60 days. A detailed breakout
of these and other financial data are conta'Eed in EEG§A’s Annual Report for 1991 at

2
Appendix D. "=t
Total electric volume sold by EEGSA§ncreased 50% from 1986-91, to approximately

1.8 billion Kwh. About 84% of the voluk®e of electricity sold in 1991 by EEGSA was
——— Y

purchased from INDE, with the remainderig@enerated by EEGSA’s own plants. INDE is,
and thus INDE’s sales to EEGSA are, sub®Bized by the government. However, the price
of electricity sold to EEGSA by INDE ha)steadily risen from 2.7 ¢/Kwh in 1990 to 4.3
¢/Kwh today. Since 1990 the prices charg po consumers have continued to rise, including
a 47% average increase on August 199§ 7.1¢/Kwh. A similar increase is planned for
later this year  This approach apgiaé‘ consistent with ‘the World Bank’s

recommendations on the subject. If the Project had been operational at 85% capacity levels
throughout 1991, it would have supplied 50% of EEGSA’s Kwh, enabling EEGSA to
respondingly decrease purchases from INDE or prqduction from its own geheration, or sell
additional power at high per Kwh rates to El Salvador. INDE has informed EEGSA

due to shortages in its own service territory, it cannot continue to supply power to EEGSA

at 1991-92 levels. Purchases from INDE are expected to fall below 50% of EEGSA’s total
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sales after the Project becomes operational.

In addition to a growth in sales, EEGSA has been rapidly expanding its capital base,
with a total net fixed capital in 1991 of Q223 million, with Q54 million invested in new plant
and equipment in 1991 alone. At QI1.1 million, long-term bank debt represents only 2.2%
of total capital Since the next increase in generating capability will come from the Project,
no associated debt will appear on EEGSA’s balance sheet.

As EEGSA retires outdated generation units its average cost of generation will
drop. This drop in average cost of production_g_;coupied with increasing demand and rates,

L 4
should lead to increasing operating margins fcé' EEGSA.
T

Overall, EEGSA’s service area has a s%ng demand for electricity, with little or no
\
[

impact on demand from price increases. Av@gse electric use per customer is increasing,
E .

as well as EEGSA’s total customer base. A Ev steel plant will come on line in Escuintla
O

in October 1992, with an expected steady der®Rd of up to 45 MW. Guatemala is seeking
©

to increase electricity exports to El Salvador?assist in that country’s rebuilding process;
El Salvador is currently purchasing all of w &4 little excess power EEGSA can supply at
rates significantly higher than EEGSA’s danﬂ s¢ tariffs. The increasing demand, and the
relatively low cost of the Project’s electricifty and reduced availability of electricity from
INDE, will work together to ensure that the Project is dispatched at a high level. A more
detailed discussion of the Guatemalan generating capacity is included in Appendix F.
The Guatemalan Government is expected to continue to implement its plan to

completely eliminate- subsidies to INDE through rate increases EEGSA has informed the

Borrower that by the end of 1993 it expects to implement rate increases effectively indexing
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rates to changes in the dollar/quetzal exchange rate, as has been done already for
telecommunications rates. This policy enables infrastructure industries which rely heavily

on dollar-based capital goods and spare parts (and in EEGSA’s case, fuel) to be insulated

against major exchange rate fluctuations.

D. Royalty Participants

As described in the Executive: Summary, the Project originated with a small group
of Guatemalan businessmen representing su@, coffee, and shipping interests, gtfempting
to enhance Guatemala’s economic growth ﬁ%pects by solving its acute power shortages.
This group (“Sun King"), together with a 100a§lectro—mechanical engineering firm, located

Texas-Ohip Power, a small Houston based & and gas company with some experience in

power plant development, and assisted them

dent

negotiations with EEGSA, Puerto Quetzal,
B

and with engineering and financial entities g

Prior to the assignment of the PPA @Enron Power, TOP agreed to provide Sun

Ss

King a monthly royalty payment in lieu of ah! uity interest in the Project in return for its

L

role in developing the Project, negotiating ffws PPA with EEGSA, and ongoing assistance
with permitting and port arrangements. gn King- originated, and, helped Persuade
convinced the Guatemalan government and EEGSA of the role and viability of privatized
power in Guatemala, and provided initial development capital and services to TOP. Sun
King is involved in other privatization activities in Guatemala, including power, ports, and

telecommunications.  In connection with the assignment of the PPA from TOP to Enron

Power Corp, Enron Power Corp agreed to pay a total of $1.7 million to TOP in cash and
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expense reimbursements, and a monthly royalty equivalent to 6% of gross revenues to TOP.
To satisfy its obligations to Sun King, TOP assigned the 6% royalty to Sun King. Sun King

has continued to play an instrumental advisory role to Enron, particularly with respect to

permitting and port relations.

E. Guatemala Overview

Background =

Guatemala is the northernmost %d most populous of the Central Amencan
countries, With approximately 10 million &habitants in 1991, the population of Guatemala
is growing by over 3% annually, and wil ch about 13 m-illjon by the year 2000. ﬁe

\

country is mountainous and consists of tvémain areas on the Caribbean apd the Pacific.
Guatemala has the largest economy in (étra] America, and is dominated by its private
sector which generates nearly 90% of Gs Domestic Product (*GDP"). Govemnment

expenditures are less than 10% of GDP billion in 1990), and the public sector owns

Agriculture accounts for 26% of G l employs 60% of the labor force, and generates

two-thirds of exports. The principal exports are coffee, sugar, bananas, cotton, manufactured
wearing apparel, cardamon, fruits and vegetables Manufacturing accounts for 16% of GDP
and centers on food processing and the production of beverages, tobacco, textiles

leather goods The United States is by far Guatemala’s largest trading partner, supplying
about 39% of Guatemala’s imports and purchasing 29% of its exports in 1990. Guatemala’s

drive to diversify export production has led the country to increase sales to Western Europe
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and Canada, while imports from Asia (notably Japan and South Korea) and Latin America
(principally Mexico and Venezuela) have increased. Traditional markets: in El Salvador
and Costa Rica remained strong in 1990. Fast growing, non-traditional exports -- textiles,

chemicals, pharmaceuticals, cut flowers, winter fruits and vegetables are sold to other

Central American nations and the United States.

Political Overview

In January 1991, Guatemala peac’:efg}y passed from one civilian democratically
elected government to another. The new gﬁemmcnt, headed by President Jorge Serrano
Elias, has marshalled a strong technical t@‘n to confront the challenges of economic

: O . 5

S : . =] , .
stabilization -and to improve public sectof—~investment programs and social services.

L -
Economic development within a free mg«zt framework, promotion of democratic
. Q
institutions and a negotiated end to the c@try’s long-standing guerrilla insurgency are
o

objectives of the Serrano administration. (&temala has had a civilian government since
January 1986, following 20 years of militajgtrule. The transfer of power to President
.Serrano from one civilian govemmem' to andy er was the first in over 40 years.

President Serrano and his administrgon have undertaken reforms to bring the
military more completely under civilian control and to boost economic growth. President
Serrano is continuing strenuous efforts to end the 30 year-old guerrilla insurgency.
March of 1991, the Commission of National Reconciliation has met on several occasions,
bringing together at one table members of the various sectors of Guatemalan society,

including the military and the umbrella organization of the guerrillas, the URNG.
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government emphasizes that although the URNG occupies no territory, and with under
2,000 men at arms, poses only a minimal military threat, a negotiated settlement is a

priority.

Economic Overview

The Serrano administration inherited a deeply indebted government and an economy
facing accelerating inflation. By cutting government spending and increasing revenue
through a number of emergency revenue medfres, it reduced the overall deficit from 5%
of GDP in 1990 to virtual equilibrium in !9;§Wrough the pursuit of a very tight monetary
policy, inflation has been reduced from 60§in 1990 to an e.stimated 10% ;in 1991. As
pﬁvate sector confidence has improved, capié flight has been reversed, and dollar holdings
of the Bank of Guatemala increased to otér $550 million. According to the Bank of
Guatemala, these policies resulted in real eﬁomic growth of 3.2%, up slightly form

=
in 1990, and is expected to exceed 4% ira992. The trade and investment outiook 1is

positive, and continuation of the uptrend btagm with the return of democratic civilian rule,
is expected. o
o

The Serrano government is a stalmé‘ proponent of free market economic policies,

and includes privatization as a cornerstone of its platform  The best measure of the

confidence generated by the Serrano government is the significant increase in private capital

inflow which more than tripled in 1991 to $987 million. Linked to capital inflows, interest

rates dropped dramatically in 1991 Interest on short-term government bonds denominated

in local currency dropped from 33% at the end of 1990 to 14% at the end of 1991
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bank lending rates on loans were down to 22% on average in 1991, versus 28% the prior
year. Lower interest rates are intended to further promote private sector investment.
Guatemala has no history of socialist policies or experimentation. ~ Guatemala’s
economy has historically been principally composed of the private sector, with government
playing a role only in major infrastructure such as roads, water, electricity,
telecommunications and ports The economy generates significant foreign exchange via its

diverse base of exports

Guatemala has traditionally welcomed fcéeign investment, and few legal impediments
confront foreign investors. There are no legf% restrictions on repatriation of profits, and
taxes and labor costs remain relatively low. gxrough the U.S.Caribbean Basin Initiative,
Guatemnala receives preferential access for eyaEarts to the U.S. market. |

The exchénge rate has stabilized at a%oximately five Quetzales per U.S. dollar.

Foreign exchange is sold through an auctioné?n a daily basis, currently between $4 - $8

million each day. There are no rcstrictions§1 the purchase, use or removal of foreign

(3
t

exchange available through the auction. F‘gvemment policy is to keep exchange rate

.ﬁuctuations. within a plus or minus 5% rangﬁ
As the economy continues to grow, t_i'i%iemand for electric power for the next three
to four years is estimated by INDE to increase by 6.7% per year, as described in Section
VI.A. below. The Government has highlighted the Project as the first major step and
comnerstone to meeting the country’s present and future power needs
The economic data in this section has been compiled from information compiled and

published by the World Bank, the U.S. Commerce Department, U.S. Agency for

International Development, INDE, EEGSA and the Central Bank of Guatemala.
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