1998-SE-007101

Christopher M. Long
Dyresdor
Fadpral Goestrsiment AR

JP‘F'& Enron Corp.

7T Eye Sirevd, MY, Sacte 800
Weshingion, [ 20008
JA02) ded-S1 5
Farx {2020 A28-3372
1 P e i o ew
Jume 9, 1883

The Honorable Lawrence H. Summers
Deputy Secretary of the Treasury

LIS Dapartment of Treasury

1500 Pennsylvania Avenue, NW
Room 3326

Washington, DC 20220

Diear Mr. Summers:

Enron recently sponsored a BCIU lunch with HE John Evans Atta Mills, Vice President of
Ghana, and held & private meeting with the Honorable Frec Ohang Kana, the Minister for Mines
and Energy. During these meetings Enron shared its proposal to address the ongoing energy
crigis in Ghana

Enron has been working to establish a gas and power infrastructure project in Ghana in
conjunction with the Ghana National Petroleum Corporation (GNPC). Enron has negotialed a
letter of intent (LOI) with the Government of Ghana and the GNPC that is ready for immediate
signature. Our proposal holds special appeal because it will be internationally financed without
resortng 1o finance guarantees from the Government of Ghana.

It is our undarstanding that the Government of Ghana is planning to mest this week to review
U5, invohrement in comacting the energy shorage. We requesl your assistance in
communicating the importance of LS. involvement in the Ghana energy sector as part of this
review, while also encouraging the Government of Ghana to immediately sign the LOI. The
Enron project would provide relief very guickly, and is ready to progress with no financial risk to
the Government of Ghana.

Please contact me if you need additional information on the Enron proiect o our invelvemant in
Ghana. | look forward to warking with you on this issue.

Sinceraly,
Undaboptan ™1 Jore,

cC: Shannon Ballard, DOC
David Pumphrey, DOE
Steve Lawrence, Enron
Terry Thorn, Envon
Tony Way, Enron
Michells Whitaker, DOC

Matural gas. Electricity. Endless possibilities.™
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I ER VRV TN

gzzoz oa ‘ucibulysenn

[SrANN oG

MM ‘Bnuany eluENASUUS 0DSE
Afansea | jo wawpedag
funseal) oy jo Aepaines Andag
SISULING "1 BoUSIMET "IN

. - .“.. 5 - .m.r..,.
-1 a L
1 s - . 5
- L i .
e lal QEE M
) P azr
130 = PTG b
e o, Nt
- T T e R u.. A
=l DS Ml b g - B

E T e e T A
GO g g g el

2
%

e e i

Q0100000000090



DEPARTMENT OF THE TREASURY
WASHINGTOMN, O.C. 20220

July 23, 1938

Christepher M. Long

Director, Federal Government A ffairs
Enron Corporation

L 775 Eye Street, MW, Suite 800
Washington, DC 20008

Dear Mr. Long:

Deputy Secretary Summers asked me to respond and thank you for your recent letter conceming
the energy crisis in Ghana. | agree with you that the US can play a supportive rale in ending the
shortages as quickly as possible,

Our ambassador in Accra has stressed (o the Ghanaian government that they should move
forward with energy sector project negotiations or rizk losing the interest of US businesses.
Furthermare, an Interagency Task Force consisting of staff from the US Department of Energy

and US Agency for Intemational Development has been created to coordinate an active US
strategy,

The Tesk Force arrived in Ghana on July 15. They will investigate options for addressing the
energy crisis, provide assistance whersver possible, and make recommendations for further
cellaboralive solutions. They will emphasize options that maximize private sector participation,

and will recommend expanding and diversifying Ghana's ERErgY resources in a cost-effective and
environmentally sustainable way,

Be assured that the Treasury will do everything it can to help improve the investment climate in
Ghana and throughout Africa, in the spirit of the President's Africa Initative.

Sincerely,

TN

Daniel M, Zelikow
Deputy Assistant Secretary
(Asia, the funerices, and Africa)

Q0100000000091



1998-SE-013737

Kenneth L. Lay
Cheirman end
Ol Everutive Cificer

‘Pﬁ Enron Corp.
B . Bex 1188
Maushw. TX 7T251-11688

December 3, 1988 (711} RE3-6773
Fax {713} @53-5313

sy rem.oorti

The Honorable Robert E. Rubin
Secretary of the Treasury
Department of the Treasury
1500 Pannsylvania Avenue, NW
Washington, D.C. 20220

Dear Secratary Rubin:

The City of Houston was designated as an Enhanced Enterprise
Community in 1994 with an emphasis on delivering social services and
affordable housing. We have done a good job with this designation and now we
would like to be named as an Empowermant Zone.

With the increase in business in the Cenfral Business District (CBD),
Houston s making progress in improving its unemployment rates and raising its
education levels. Enron has been very active in helping to create jobs in our
inner city and we have worked to improve our educational system. We sirongly
supported the construction of a new baseball stadium and the bond alection for
our local school district for badly needed facilities. As one of the largest
employers in Houston, we support the City's efforts to provide job creation,
capital formation, and business assistance.

An Empowerment Zone would be extremely helpful in our efforts to
diversify our economic base and to recover from a dedline in oil and energy-
related industries.

| urge you to approve Houston's application for an Empowerment Zona.

Sincerely,

Aﬁ,_x Yy

Natural gas. Electricity. Endless possibilities.
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DEPARTMENT OF THE TREASURY
! ) . WASHIMGTOMN, B.C.

SECRETAAY OF THE THEASRLIRY

;. March %, 1599

= el gy e L

Mr. Kenneth L. Lay
Chairman and Chief Executive Offices
'| Enron Corporation
P. 0. Box 1188
| Houston, TX 77251

Dear Ken:

T T e
-, v, L
-

S e Thank you for your lester endorsing the City of Houston's s
Empowerment Zone applicaticn. 1ara pleased to see that
private sector businesses are taking such an active m-lemihmr
. community's economic health. Putmpahnnafmurplm such
as yours is critical for the economic vitality of our cities.

T B T v —
4

Once again, thank you for taking the time to write.

Sincerely,

B e e e R
TR

e P
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Kenneth L. Lay
Chesreman emd
hief Ecutive Oficer

"’ﬂ October 8, 1983 Enron Corp.
P 0. Bax 1M
Hesatan, T 77357-1768
(713} B53-6773

Fas (F13) B53-5813
The Honorable Lawrence H, Summers khiyemror cos

Secretary of the Treasury

U5, Department of Treasury
1500 Pannsylvania Avenue, NW
Rogom 3330

Washington, D.C. 20220

Dear Lamy:

| apologize that we have nol been able to connect by talephone over the last 2 or 3 days.
It appears that our respective schedules are totally cut of sync.

The reason | was caling has to do with a matter that just recently came to my aliention.
Apparently at a conference of the National Economic Research Association held the week of
Juby 5™ this year, Treasury Department assistant general counsal John Yeutter made some
comments cancerning over-the-counter (OTC) derivatives requlation and Enron which wers
troubling. He apparently stated that the President's Warking Greup on Financial Markets in its
pending study on Hedge Funds and Derivalives considared OTC derivatives regulation an
“open Issue”, and it may recommend ragulation of “otharwise unregulated entitles, such as
Enron”.

As you would expect, we are troubled by being singled out, but even more troublad by
tha nofion that financial regulators may be considering any regulation of OTC dealers,
particularly in the energy fiekd, whera we balieve defvatives ana truly customer based risk
management tools. Enron befieves there is no need for any additional regulation of OTC
darivativas dealers in g5 much as the OTC dervatives markets are functioning very smoothly
today and, based on any information wa have, there have been no problems in the enangy
dervatives market that warmant regulation. In fact, we believe that dedivative products provide a
useful and impartant risk management ool for our customars and the customers of many ather
dealers in the enargy industry and many other business araas,

Larry, hopefully the comments made by John Yeutter were just a misundarstanding.
However, if thare is any serious thought of impesing regulation of OTC dealers, we would
certainly ke 1o have an opportunity to make our case as to why we think this is not warranted, |
would very much appraclate receiving a call or note from you if in fact there Is any reason that
we should be concerned about this occurring.

| spant some tima with Bob Ruben in Shanghai last week and he appears to be doing
vary wall. | must say he looked maore relaxed than | have seen him in years.

Warm regards,

for

hfstisral mar Elpmtelslbg Endlace mmcaihilltlac
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CEFARTMENT OF THE TREASLRY
WASHINGTON, D.C,

EECRLTART OF THE TAEAGURY November 22, 1999

Mr. Kenneth L. Lay

Chairman and Chief Executive Officer
Enron Corp.

P.O. Box 1188

Houston, TX 77251-1188

Dear Ken:

Thank vou for your letber regarding remarks made by John Yetter, a Treasury Depariment
atiorney, at a conference sponsored by hational Economic Research Associatzs, Inc. in July.

T understand that Mr. Yetter’s remarks ar the conference reflected language ¢ ntained in the
Report of the P:emdent g Wnrkmg Group on Financial Markets, Hedge Fund:, Leverage, and the
RE0[S apital Management, which was published in April. | am enclosing a
Eﬂ].'l-jf of the r&part lha dm:ummn concerning derivatives dealers unaffiliated with a federally

regulated entity is found at pages 42 and 43.

Lee Sachs, the Assistant Secretary for Financial Markets, and Mr. Yetter met with several of
your colleagues on October 6 at Enron's request to discuss the concems that you subsequently
raised in vour letter. [ understand that there was some discussion of the fact 1hat the Working
Group's report on over-the-counter derivatives would be completed shortly. Mr. Sachs has also
informed me that he recently spoke with vou on the telephone about your cor.cerns.

The new report, Over-the-Counter Derivatives Markets and the Commodity Fxchange Act, was
released on November 9. A copy of this report is also enclosed. As discusse | at pages 34 and 35
of the report, the Working Group is not recommending legislative action with respect to
derivatives dealers that are unaffiliated with a federally regulated entity at this time,

If vou have any further questions or concerns, please do not hesitate to contact us,

Sinegrely,

Lawrence H. Summers

Enclosure

Q0100000000139
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ENRON, WASHINGTON
TRANSMITTAL SHEET

1775 Eye Street, NW
Suite 800

Washington, DC 20006
202-466-3145

202-827-3372 (Fax)
jhillin@enran.com

TO:; The Honarable Robert E. Rubin
FROM: Joa Hillimgs

DATE: 5r389

RE: Enron International Statement on:

US-Japan Enhanced Initiative on Deregulation
And Competition Policy

| thought the attached statement from Enron International on LS-Japan Enhanced Instiative on
Deregulation and Competition Policy would be of interest.

Best regards.

Encl.

Q0100000000255
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FROM: JOE HILLINGS
ENROM CORP,
WASHINGTON, D.C,

Enron International Statement on

[JS-Japan Enhanced Initiative on Deregulation and Competition Policy

Frrop saluted today the government of Japan and the office of the United States trade
represemative for their progress in their dizlogue 1o deregulate and open the Japanese
ensTgy sector 10 constructive competilion. These reforms being discussed should reduce
electricity prices, which are among the veorld's highest, and provide a fundamental boost
to Japan's sconomic recovery. “We regularly see demonstrations of how free and open
markets provide Jower cost and more inpovative services o consumers,” saud Joseph W,
“Sution, chairman lm:IE'E-U' of Enron lnternationsl. “We applaud this initiative by the
governments of Japan and the United States. Clear, gensparent, non-discriminatory rules
and regulations in the power secior will iocrease competition o the benefit of all

COMTUEmers,

Enron is one of the world's leading integrated electricity and natural gos companies. The
company, which owns approximatety $30 billion in epergy related assels, produces
electricity and natural gas, develops, constructs and operates enerzy and water facilities
worldwide and delivers physical commodities and risk management and financial
services to customers around the world, Enroa's [nternet address is www.enron.com, and

the stock is traded under the ticker symbol, "ENE."

-

5
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1998-SE-007965

ENRON, WASHINGTON

TRANSMITTAL SHEET

T Enron European Distribution List
FROM: Joa Hillings

DATE: July1, 1538

RE: Electriclty

o

Plrase see enclosed information from CHNBC "Streat Signs® = Interview with Jeff Skilling

Encl

Joe Hilings

Q0100000000375



FROM: JOE HILUNGS
o EMROM CORP,

CHBC- STREET SIGNS WASHINGTON, BLC,
ENRON PRESIDENT AND OO0 JEFF SKILLING

JUME 26, 19408

Raom; On the comer of "Wall £ Main,” power faibures across the coundry. As Mother Mature fums up the heat, several
industrial companies have been farced to close their doors because of power shorlages and this may jus be the
begirming, Fallowing yeass of mdusiry warnings, power suppliers are falling short of energy demands and wiilizies in
the Midwese and now Mew England are telling cusiomers o coal it on their sammer peaver needs, 5o what i3 a power
campany 1@ do in the face of anticipated heat waves this summer? Jeining us e from Enren headquariers & Jefl
Skilking, the president and CO0 a1 Enron, one of the country's majer power suppleers. Mr. Skilling, good to see v,
thask you Far being with us today.

Skilling: Glad 1o be bere.

Eon; | was in Chicags just a day ar 50 ago, when o was 95 deprees. The heat irdex was a1 105 ard the bocal wiliny
and municipadity were both asking condumens b cut dossm on their aér conditioning. Something that seemed like not
an urreasondble demand, gheen what they are facing, but one that was likely to go anhecded. What i3 happening righs
noveT

Shhilinge: 1 ahdnk wou pot it ripht when wou were giving the bead-in a [itle big earlier. We have had very hot
semperaires in the Midwest We have o pumber of kig generation facilities that are down right pow. And we are
caming off of B years n'f'hi_g_h BCOMOITIE grtmﬂh. All that mieans that :.L'|1p|:|.' iz siretched right now,

Ron: Mo gxplain what that means. | mean, people may have a toagh time understanding the nothen that you are
nanning ot of power when there are power plants all over the comnbry, Electricity s not something that just goes
away over lime. There is more of o somewhere. How come the capacity constraints are hothering the indusiry right
5

Skilling: ¥ou ars limited to the capacity of the generaticn facilities that are in place. There are some regional
apportunities and we, and everybody elss in the dnduwsiry, s working very hard right now bo get elecirons from whene
ihere are some kefl into these markets that really need them, But the grid is not real exact effective, it is hard o move
electrons around and we are all trying the best we can o keep the power fowing.

Ran; Where do you find more posver?

Skilling: There are parts of the country right now whene the termperatures are not real high and where there is surplus
generating capacity, The trick, or the challenge, is wsing our exlsting transmissson prid to et that power froem those
areds milg areas that need i,

Romn: Mow vou knpw, weere ihese promises by augharidies, vou knew regulators and athers, whao suggested that as the
ubliny business became deregulated, in would be far more effickent, Mergers and acquisitions ard 2l kinds of
different arrangemients and combination would kead we a free Aow around the country, We are nob ibere vel, righe?

Skillimp: Peod wet. We are working on it | would make the argument in the zhsence of all of these marker reforms and
deregulation af the wholesale power markets, we would have & ol wosse problem than we have right now. The
fundaomental issue is we have & kot of demand and we have some supply constraints right now and everybody is using
these new market mechanisms o try fo get electrons imto those sraxs bul 15 a sew market 18 jusi ikes thine 1o build
the capahility o do thar

Hom: s 11, in fact, required thal power companiss in b United States are just going 1o have 1o, at some paint, engage
i a heavy dose of capial spemling and expand capacity racher radically here®

Skilling: Tha's ane solution. And I'm sure there will be more of that in the future. The other thing that | think would

be very helpful is, if we could apen the retail markets to competition se that customers eould get a price sipab Righs
non, &l wow can really do with the corswmer (4 ask them 1o shut doswn or insatunearily curabl them, IF on the cqher

Q0100000000376



hand, they were able 10 $ee some of the prices in the markeiplace, there are o sumber of consumers that are right now
sezing the very high prices of power in the Midwest, would valurtarily and on good economic justification, reduce
comsumption or shut down, Right now, we just don't have that sbality because the markels are not apen 1o price

signmis, nod open fo actual competition.

Ron: ALl right. Lat's talk sheut how the consumer gets hit by all this. Obviously, redueed availability of power means
¥ou hieve: to cut back on gir conditicaing and cther things as the summer remains hot. What abowl prices though. Are
prople gaing ta kind of open their eyes a listle widsr wien they see their biil in this envinonment?

Gkilling: Anytime you have this shomfall of supply that you're sisrting to bring on very expensive facilities to mest
the demand, so | would expect that, yes, prices will be a linde bit higher a5 we move through the summer,

Ran: Can you quantify that in gny way, shape, o farm?
Skilling: 1i's hard to say right now, 10 will depenid a Job on bow this plays out over the pext couple of mantks,

Roan: | know are yoe pot in the buesiness of westher forecizting bus there has been 50 meh discussion of Bl Wino and
the coming La Mina, that people ars tying to figure ot whether diis indesd will be a very hat, very humid, very
difficult summer aroand the country. What is the intalligence that vou folks are peoling oo that?

Skillimg: We've looked at the weather patterns and 1'm not 2 westher forecaster 50 I'm going a little aut on a limb
kere, But the pamern so far this year, with the extremely warm winter, suggests that we are in an El Ning eycle. And
what is typical is, after 8 warm winter like we had [ast year, you tend 1o have a very hot summer, particubarly July and
Aupusd,

Ron; Any advice for consumens on how to conserve power and use [t mwost affectively while they are waiting for
slectrens from somewhere else®

Skilling: That's up ta everybody to decide for themselves, but fundamentally, wier we would like to see or what |
think the industry would like lo see is, more open competition and mare price signals getting through to consumers
sa that they can make 1hat choice rationally, They can look st what the price & and decide if they want to use
eleetnicity or net.

Fon; Under the best of all cireumstances, how long will this process mike?

Skilling: The derepulation procese?

Ron: Yeah,

Skillimg: The whalesale markets are pretty much open. And that is a federal jurisdiction, so the federal governmen
has pretty much opened the wholesale markets. When you move 1o the retail side, that is actual consumption by
cansumers, that is regatated by the states. And each individua] state is on is own tmetable, Califormia is o= right
now. A number of seates in the Mortheast are in the process of opening up. But we ars probably looking at another 3
to 4 years (0 make thal process complete,

Rar: br, Skilling, & pleasure. Thank vou for joining us today,

Q0100000000377
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DEPARTMENT OF THE TREASURY
WASHINGTOMN, D.C. 20220

Cuban Assets Control Regulations Licensa Ho. CU- [(b)(2)]

LICENSE

(iranted under the authoricy of 50 O 5.0, App. Sibd, 22 U.5.C. 23170{al,. 22 U.5.C. EDOLI-14,
Exacubive Order 21393, Bxecubtive Qrdey 9989, Proclamation 3447, and 21 CFFR Parts 501 and %1%

To: Enrom Corp. (the *Licensee™)
333 Clay Street
Suite 1600
Houston, T 77002-73681
Atbtn: Orlande Puig
Commercial Manager

1. Purseant toa your letkber of July 11, 2000, the following transaction (sl ie hereby
licengad: .
* * * * * SEE REVERSE * * * " g

Z. This licanpe ig granted upon the statements and repressntations mades in your
application, or otherwise filed with or made to the Treasury Oepartment as a supplement to your
application, and is aubject co the conditions, among cthers, that you comply in all respects with
all regulations, rulings, orders and inscructions issuwed by the Secretary of the Treasury under
the authority cited abowve and the tessa of this license. *~.

%, The licenses shall furnish amd make available for inspection any relevant information,
recards or reporcs requesced by the Secretary of the Treasury or any duly authorized oflicer or
agency of the Secratarcy.

4. Thia licensc expirecs on Ooteber 31, 3001 is nob transferable, is subject tao Lhe
pEﬂviEiﬂnE af 31 C.F.R. Parks 501 and 51%, and afy redqulatisne and rulings igsped pursuant
thereto and may be revaked or modified at any time at che discretion of the Secretary of che
Treagury acting directly or throwgh the ageancy through which the lic=nses wad issued, or any other
agency deaignated by the Secretary of the Treasury. If this licensge wag igeued a8 & result of
willful misrepresentation on the part of the applicant or his duly authocized agent, it =may, in
the discretion of the Secretary of the Treasury, be declared woid from the date of ics issuance,
or from any other date.

5, Thie license doss nok excuse compliance with any law or requlacion administered
by ehe OQEfice of Forsign Assets Control or another agency (including reporting reguirement)
applicable b the transaccion(s) herein licensed, nor does it release Lhe Licenase{al or
third parties from civil or criminal llabilicy for viglatilon of any law or regulation.

fasued by direction and on behalf cof the Secretary of the Treasury:

OFFICE OF PORETIGH ASAETS CONTROL

By f & 900

{Acting) Chief of Licensing

iatbention 1s dirpcted o 1% 1.5,C. 1592 and 15%%a, 18 U 5.0, S4%, 18 U.8.C. 1001,
0 .S.C. App., 16, and 31 £FR 515,701 =t seqg. Por provisioms relacing to penalties |
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. 20220

Cuban Assets Control Regulatiownas License No. CU- [(b)(2)]
LICENSE

(Granted under the authority of 50 U 5.C. App. Sib), 22 U.5.C. 2370{a), 22 U.5.C. E001-18,
Exmcutive Order 91531, Executive COrder 5589, Proclamation 3447, and 31 CFR Parte 571 and 5158)

To: Bnron Corp. (the “Licensees™)
333 Clay Street
SBuite 100
Houston, TX TT002-T3&61
Aten: Orlando Puilg
Commercial Manager

. 1. PFursuant Eo your letcer of July 11, 2000, the fallewing cransactiondsl is heraby
licensed:
w * * * * SEE REVERSE e L * * L

2. Thia license is granted vupon the statements and representaticna made im your
application, oF ocherwise filed with or made to the Treasury Department 48 &4 supplesent Lo pour
applicabtion, and ia eubject to the conditions, among others, that you comply in all respects wich
all regulatiems, rulinge, orders and instructicons igsued by the Secretary of the Treasury unders
the authoricy cited above and the ceons of this licenas. -

3. The licenses shall Furnish and make avallable for inspection any relevant information,
records or reporks regquesced by the Secretary of the Treasury or any duly authorized afficer ar
agency ©of the Secrebary.

4. This license expires on Osteber 31, 2001, is pnob transferable, is subject ta the
provisions of 31 C.F.R. Parts 501 and 515, and any resulations and rulings issued pursvant
theraco and may be revoked or modified at any time az cthe discretion of the Secretary of the
Treasury acting directly or through the agency thraugh which the license was isaued, or any ather
agensy designated by the Secretary of the Treasury. If this licenoce was issued ag a result of
willful misrepressntation on the parc of the applicant or his duly avthorized agent, it may. in
the discretion of che Secrecary of the Treasury, be declared woid from the date of ics igauance,
gr from any ocher date.

5. This license doss not axcuse compliance with any law or regulation administered
oy the Office of Foreign Assete Control or apocher agency {inciuding reporting reguiremsnt}
applicable to the cransaction(e] herein licensed, ner does it releass the Licensse(s) oc
third parties from civil pr criminal liasbility For wiolation of any law or regulatilonm.

Tesued by direction and on behalf of the Sscrecary of the Tressury:

OFFICE OF FOREIGH ASSETS CONTROL

£/ e

Chief of Licensing

By

(Acting)

{Accention ig directed £o 1% U.5.C. 1582 asd 1585a, 1F U.5.C. 545, 18 U.5.0. 1401,
50 U.5.C. App. 16, and 31 COFR 515,701 et weg. [or provisiona relating Co penalting.]
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License Ne. CU-[(B}2)] - Page 2 of 2 -
Licensaea: EBEnren Corp.

SECTION 1 - AUTHORIZATIONS: [(h)(4)]

Authority: 31 CFR §§ 515. [(D)i4]] 515.801.

SECTION 2 - CONDITIONS: [ib)(4)]

SECTION 3 - RECORDEEEPING AND REPORTING REgQUIrEMENTS: [(DN4]

SECTION 4 - WARNINGS: {a) Except as authorized in Section 1 above, nothing
in this license authorizes persons subject to the jurisdiction of the United
States to engage in any transaction or activity prohibited by the
regulationsg.

{b) This license does not authorize any persocm or entity subject to the
juriediction of the United Statesa to enter into any binding contract or
agresment involving transactions in which Cuba or a national of Cuba has an
interest, nor doesg it imply approval of any future contract or agreement that
may result from the travel activities authorized herein. A separate
application to the Office of Foreign Assets Control for a specific license is
reguired for this purpose.

NN T N N BN M T A A R A M O K R O N NN R NN A X
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DEPARTMENT OF THE TREASLIRY
WASHINGTOMN, 0.0, FOE20 JUL 1 g E[I]EI

CFFICE OF FOREIGH ASSETS CONTROL
CORRESFONDENCE ACENOWLEDGEMENT

Orlande Puig Tel. 713-345-6136
Enron Caribean Basin Fax

333 Clay Street

Buita 1600

Houston, TE TY00Z-7361

LICENSING DIVISION Fax: [202) &&2-1857
OFFICE OF FOREIGN ASEETS CONTROL | "OFARCIY)

.5, DEPARTMENT OF THE TREASURY

1500 PENNEYLVANIA AVENUE, M.W.

WASHINGTON, D 20220

RE: FAC No. CO- [(bN2), (B)(T)(c)]

This is Eo acknowledge receipt of your correspondence
daced o07/11,/00, Fleage rafer Lo the FAC number cited above and
the dace of your coriginal correspondence if you need to contact us

or send supplemental infermation.,

Pleams note that filing an application for a licenee or
reguesting information about the cransaction prohibiticne contained
in Executive crders or regulaticna administered by OFAC does oot
auapend or excuse compliance with the prohibitisas or requiresents

contained therein.

We loak forward to serving you.

Bate. Intormation on manctions programe admintstered by OFAC can be retrieved at any
chime from our aubonated faw-on-denand syaton by dialing {202 #32-0077, or from
ailr World Wide Web bome page on Che InCeemet at Wed. Dresd . goviofac,

Fax tos

Fage 1 of 1
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OFFICE OF FOREIGN ASSETS CONTROL
CORRESPONDENCE COVER SHEET

FAC MNo.: CU- [(BH2)] Other ref:
Dated: 000
Received:  O7/17/00
. Due date:
From: Oriando éuig _
Chrg.: Enron Caribaan Basin
Address: 333 Clay Street &,L [(b)(2)]
Suile 1800
Houston, TX 77002-7 361
Actual Party:
Subject: [(b)(4)]
DISPOSITION  CC | Special: Control Copy to Director :
X 1 - - - I
Inital assignment | Reassipn 2 Heassign 3 :
Director
Blocked Assets
Civil Penalties
i
Compliance !
Enforcement
Int'l Programs
 Licensing ) [(b)(2)]
Plans & Policy
M ! P —— |
Chief Counsel ! _
ar. Advisor
Slc.x-rmmn
Moles:
[(b)(5)]
Hsposition:  File name/Jocation: Initials: Dhate:
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. 20220

License No. IA-[(b)(2)]
IRANTAN TRANSACTIONS REGULATIONS

LICENSE AMENDMENT

{Granted under the authericy of 50 U.§.C. §% 1T701-0&, 22 U.5.C. § 234%aa-%, Executive Orders
12613, 12887, 129%% and 1305%, and 31 C.F.R. Parts 501 and 560.)

To: Enron North America Corp.
{formerly known as Enron Capital & Trade Rescurces Corp.)
cfo: Butherland Asbill & Brennan LLP
1275 Pennaylvania Avenue, N.W.
Washington, DC 20004£-2415
Attn: Bavarly J. Rudy, Esquire

1., Baged on the March 31, 2000 letter from Sutherland Asbhill & Brennan
LLPF, on behalf of Enron North America Corp., to the Office of Foreign
Asaete Control, the expiration date of License No. IA{(b)(2)] a= amended by
License No. IA-[(b)(2)] . is hereby extended to May 31, Z001.

2. All other terms, conditions, provisions and limitations of License Mo,
1a- [(b}2)] aa amended by License No. IA- [(b){2)] are unaffected by the
foregoing and remain in force.

Issued by direction and on behalf of the Secretary of the Treasury:

DIFIEFHETHFHREIGH ASSETE COMTE

e Vo lee]

R. tiﬂh«&rd Hewcomb

Dirpotor

Abcention im directed to 1E U.S.C. § 1001, &0 U.S.C, § LT05, amd 31 C.F.R. § 560.701 for
provisions relating to penalties.
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DEPARTMENT OF THE TREASURY
WASHINGTOMN, D.C. 20220

License No. IA- [(b)(2)]
IRANIAN TRANSACTIONS REGULATIONS

LICENEE AMENDMEMT

[Granted wunder the auwthoricy of %3 U.E.C. §§ L701-06, 23 U.5.C. § 234%3a-9, Executive Orderve
12613, 12987, 12859 and 13059, and 31 C.F.R. Parts 501 and S€0.)

To: Enron North America Corp.
{formerly known as Enron Capital & Trade Rescurces Corp.)
c/o: Sutherland Asbill & Brennan LLP
1275 Penmaylwvania Avenue, N.W.
Washingten, DC 20004-2415
Attn: Bewverly J. Rudy, Esquire

1. Based on the March 31, 2000 letter from Sutherland Askill & Brennan
LLF, on behalf of Enron North America Corp., to the O0ffice of Foreign
Assecs Control, the expiration date of Licemse Ho. IA-[(b}2)] as amended by
License No. IA-[(b)}2)] is hereby extended to May 31, 2001,

2. All other terms, conditions, provigions and limitaticns of License No,
IA-[(b)2})] as amended by License Ho. LA- [(b}2)] are unaffected by the
foregoing and remain in force.

Issusd by direction and on behalf of the Secretary of the Treasury:

OFFICE OF FOREIGH ASSETS CONTROL

. R. RICHARD NEWCOMB UAY ﬁ 00

E. Richard Newcomb
Director

Attesncicn is dirvected to 18 U.S.C. § 1001, 50 U.B.C. § L1705, and 31 C.F.R. § 580.701 for
provieions relating to penaleise.

[{b}5)]
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. 20220 APR - 5 Zﬂm

OFFICE OF FOREIGH ASSETS CONTROL
CORRESPONDENCE ACEMOWLEDGEMENT

Beverly J. Rudy Tel. 202-383-0100
Sutherland hsbill & Brennan, LLEP Fax 202-6317-1593
1275 Pennsylvania Ave, H.W.

Washingten, DC 20004-2415

LICENSING DIVISION Fax: (202) &22-16587
OFFICE OF FPOREIGH ASSETS CONTROL ("OFACT)

11.5. DEPARTMENT OF THE TREASURY

1500 PENNSYLVANIA BVENUE, N.W.

WASHINGTON, DC 20220

RE: FAC No. IA- [(b)(2), (b)7)]

Thia is to acknowledge receipt of your correspondence
dated 03/321/00. Please refer to the FAC number cited above and
the date of your original correspondence if you need to contact us

or send supplemental information.

Please note that filing an application for a license or
requeating information about the transaction prohibitions contained
in Executive orders or regulations administered by OFAC does not

suspend or excuse compliance with the prohibitions or reguirements

contained therein.

We look forward to serving you.

Note: Informaticn on sanctions programs administered by OFAC can be retrieved at any
rime from our autemated fax-cn-demapd system by dialing (202) 622-0077, ar From
pur World Wide Web home page on the internet at www.tr=as.gov/olac.

Fax Co:

Page 1 of 1
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. 20220

License Ho. TIh- [(b)(2)]
IRaNIAN TRANSACTIONE REOULATIONE

LICENSE AMENDMENT

{granted undar the autbority =f 50 T.8.°, §§ 1T01-06, 22 U.8.C. § 214%aa-9, Executive Ordara 12813,
13957, 128%9%, 13058, and 31 ©.F.R. Fartsa 501 and 564.)

To: Enron Capital and Trade Rescurces Corp.
efet Butherland, Asbill and Dremnsn, LLF

1725 Pennsylvania Avenue, N.W.
Washingten, D.C. 20004-2404 Attn: Baverly J. Rudy, Esdg.

1. Based on the May 4, 19%% application of Sutherland, Asbill and
Brennan, LLP ta the Office of Foreign Assets Control and OFAC License
Me. IA-[(b)(2)] the expiration date of License Ho. Ih—“bHEHiE hereby
exczended to May 31, 2000.

2, All other terms, conditions, limitatione, and provisions of License
Mo. IA- [(by(2jpre unaffected by the foregeing and remain in force.

Igsued by direckien and con behalf of the Secretary of the Treasury:
OFFICE OF FOREIGHN ASSETE CONTROL

MWU JEE

Richard Mewcomb
Director

Brtaprian ig directed To 18 U.5.C. § 1001, S50 O.&5.C, § 1998, and 31 C.F.B, § 560,701 for
previasions relating Co penalties,
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DEPARTMENT OF THE TREASURY MAY¥ - 5 1999
WASHINGTON, D.C. 20220

OJFFICE OF FOREIGN ASSETS CONTROL
CORRESPOMNDENCE ACKNOWLEDGEMERT

Beverly BRudy Tel. 202-383-0100
Sutherland, Asbill & Brennan LLF Fax 207-6§37-1553
1275 Pennavlvania Avenue, N.W.

Washington, DC 20004-241%

LICENSING DIVIEION Fax: {202) 622-1657
OFFICE OF FOREIGW ASSETS CONTROL (*OFACY)

F.5. DEPARRTMENT OF THE TREASURY

1500 PENNHSYLVANIA AVENUE, N.W.

WASHINGTON, DT 20220

RE: FAC No. IR- [(B}2), (bXT7)Hc)] vour ref: [(b){(4)]

This is to acknowledge receipt of your correspondence
dated 05/04/99, Flease refer te the FAC number cited above and
the date of your original correspondence if you need Lo contact us

or send supplemental information.

Flease note that filing an application for a license or
requesting information about the transaction prohibitions contained
in Exesutive orders or regulations administered by OFAC does not
suspend or excuse compliance with the prohibitions or reguirements

contained cherein.

We look forward to serving you.

Noce: Informabion on sanchbions programs administered by OFRC can be retrieved at any
time Eroe our automated fax-on-demand system by dialing (203 632-0077, or from
aur World Wide Web home page an the iAternet at www.treas.goviofac.

Fax Lo

Page 1 of 1

00400000000031



DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. 20220

License No. IA-[(b){2]]
TRAWIAHN TRANSACTIONS REGULATIONS

LICENSE

|Granced undsr ehe authority of Secticn 505 of the [nrerpacienal Security and Development Cooperatica
mct of 18RE [22 U.E.C. § 234%aa-9), Section 203 of the U.5. Inzerpational Emergency Econcmic Powsrs
ACt P84 U.S.C. § 17021, the Hatlonal Emergencias Act [0 D.5.C. £ 160 ef seg.! Executive Jrders
12613, 12957, 1:258%, anpd 13053, and 31 C.F.E. Parts 501 and S5E0.1

Ta: Enron Capital and Trade Resources Corp.
cfo: Butherland, Asbill and Brennan, LLF
1725 Pennsaylvania Avenue, H.W.
Washingten, D.C. 20004-2404

1. Based on the April 17, 1988 letter to the Office of Foreign Assete Comtrol by Sutherland, Asbill
and Brennan, LLP en behalf of Enron Capital and Trade Resources Corp. lthe *Application®), 31 C.F.R
§ B60 [bi4)] and infarmation otherwisge available te che Office of Foreign Assets Control regarding che
subject thersaf, the transacticnis) and activityliegl delineated on The reverse herect are hereby
authorized,

2. Thie License i granted upon the statements and ropresencationé made in the Application, otherwise
filed with or made to the Troeasury Department A8 & supplement t¢ che Application, oF based On
faformation available to the Treasury Department, and ig pubject to the condition, amcng ochers, that
the Licenses|a) comply in all respacts with all regulatione, rulings, orders, and instructions issued
by the Secretary of the Treasury under the authority of Ssction 505 of the Internaticnal Security and
Development Cooperaticn Act of 1505, farcion 203 af the U.S. Inberpnational Energency Econcmic PoWers
Act (50 U.S.C. % 17021, the Maticnal Emergencies acot 150 0L.8.C. § 1902k, and che terms of this
Licenaa.

3. The Licensesis) snall furnish and make awailable for inspection any relevant information, records,
gf reporcs requested by the Secretary of the Treasury, or any other Suly authorized aflicer or agendy.

4. This License is not transfersble, and is subject to the provisions of Executive Orders 12613,
12957, 12a4%, and any regulacions and rulings issued pursuant chereto. IT may be revoled o modi £ ied
at apny time at the discrecion of the Secrevary of the Treasury. If this License was iggued as a
ragult of willful misrepresentation on the part of the applicant. it may, at the discretion of the
Secratary of the Treasury, be declared void from the date of its issuance, or Erom any other date.

5. Thim License expires Hay 31, 189%%, it dees not excuse corgpliance with any law or regulation
administered by the Office of Foreign ABsets Control or anothet agency [(including reporting
requirenents) applicable Lo che cransaction(s! herain licensed, nsr dosa it release Licenses(gl or
third parties from ciwvil or criminal liability for wviolation of any law or cegulation,

Issued by direction and ;,a{i:‘uenalf of the.Secretary [bf the Treasury:
\ )

dpF:cE OF |[FORETGN ETS ROL ;

Abtention is direceed co, incer alia, 18 U.5.2. § 545, 18 U.5.0. L1001, 19 D.8.0. 1582, and 1% UW.E.C.
15858, 50 U.5.C. § 1705, and 31 C.F.R. Part 560 for provisions relacing to penaltbies.
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. DEPARTMENT OF THE TREASURY

WS N N s S S

License MWo. IR- [(b)2)]
IRENTAH TRANSRCTIONS RESULATIONS

LICENSE

[Granted under the authapity ol Saction 505 of the International Sacurity and Development Cooperatlon
Aot af 1985 (22 U.8,0. § 334%9aa-9), Secrvion 203 of the 2.5, International Emergensy Econsmic Powarp
Acz |50 U.5.C. § 170321, the Wacipnal Emergencies Roe (50 U5, § 1601 er eeq.) Executive Orders

1anxd, 13%5%, 1295%%, and 130%%, and 31 C.F.R. Parta SO0l and 5&0.1

To: Enrom Capital and Trade Rescurces Coarp.
cfor Sutherland, Asbill and Brenman, LLP

172% Penmpylvania Awvemue, N.W.
Washington, D.C. 20004-2404

1. Baged on the April 17, 19%8 letter to the Office of Foreign Repets Control by Sutherland, habill
and Erennan, LLF gn behall of BEaron Capital and Trade Rescurces Jorp. (che "Applicatiom®), 31 C.F.E.
§ S60[{bp2)]and information otherwise availakble teg the QLCice of Foreian Resets Control regarding the
subject thereof, the transactionis) and activitylies! delineated of the reverse herecf are herehy
avchorized .,

2. This Lieense ig granted upon the statements and representations made= in the Application, otherdise
tiled with of made to the Treasury Department as a supplement to the Application, or bhased on
ilnformacion awailable to the Treasury Department, and is subject to the condition, among ochers, chac
cthe Licengee (sl comply in all respects wich all requlations, rulings, orders, and iRstructichns isauved
hy the Sectetary of the Treasury under the authority of S3ecticn 505 of the Internatiosal Security and
Development Coogeration Act of 1985, Section 203 of the U.5. International Emergency Economic PoWeTs
ot (50 U.E.0C. § 17021, the Marional Emsrgencies Act (50 U.3.0. F 17923, and the terme of thie
LicEnSse .

¥. The Licenseei(s] shall furnieh and make available for inspection any relevant inforsaticon, records,
oF reports reguested by the Secretary of the Treasury, or any other duly avthorized officer or agency.

4. Thie License is not cransfersble, and is subject to che provisions af Executiwve Orders 12617,
13857, 13959, and any regulations and rulings issued pursuant Chereto. It may be revoked or modified
at any time Ar the discretion of the Secrecary of che Treasurcy, IE this Liconse wag iesued ag a
result of willful niscepresentation on the pave of che applicant, it may, at che dlscretion of the
Hecretary af the Treasury, be declared woid from the date of its issvance, or from any other date.

5. This License expiraes May 31, 1388, it does not excuse compliance with any law or regulacian
atmiplgtered by the Office of Forelgn Assets Control or anothet agency lincluding reporcins
_ERQuirements) applicable co ehe rranszactioniel herein licensed, nor doag it pPeleass Licenasa (8] or
third parties from giwll or criminal liability for viclation of any law or regulacion.

Issued by direction and ?‘F:.-Eghalf of the- Secretary [bf the Treasury:

clapz :rj OF IFO
L3

i

Actention (s directed to, Later alia, 18 U.S.0. % 545, 16 U.5.0, 1001, 1% U.S.C. 1593, and 19 U.E.

LES%a, &0 UL 5.C. § 1705, amd 3: C.F.R  PFart 350 for provisbcons relating eo penilrigs
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License No. IA- [(b)(2)] Page 2 of 2

SECTION 1 - AUTHORIZATION: Subject to the limitations and conditions
herein, this license hereby authorizes Enrcon Capital and Trade Resourcea
Corp. and all U.5. perscons involved in the transactions for which this
licenae hag been sought pursuant o the Application to engage in only those
transactlions necessary te assist or enable [(b)(4)]

SECTION 2 - WARNING: Except as authorized above, nothing in this license
authorizes a U.S. person to engage in any transaction prohibited by the
Iranian Transactions Regulatiens, 31 C.F.E. Part 560, or Executive Orders
12613, 12957, 12959, and 13059.

SECTION 3 - RECORDEKEEPING REQUIREMENT: In accordance with § 501.801 of 31
C.F.R. Part 501, the licensee(s) hereunder isfare required to keep full and
accurate records of all transactions engaged in under this license. Such
records shall be made available for examination upon demand for at least 5
years from the date of each transaction. Such records shall clearly
demonstrate the applicability of the authorization set forth in § 1 hereof.

SECTION 4 - PRECEDEWCE: This license is issued on a nonprecedential basis.
R LR L T R R e e R R L L T I rorararaaa.
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. 20220

License No. IA- [(b)(2)]

THANIAN TRANMSACTIONS RESULATIONS

LICENSE

(Granted under the avshoriey of Seceion 505 of ehe Iaeernaticnal Security and Develaphant Cooperation
oo of 1985 (22 U.2.C. § 234Faa-0), Section 303 of che U.5. Internaticonal Emecgency Economic Powers
Boo (50 U.5.C. § 1702), the Hiti&ﬂﬂl Emergencies mcrc (30 T.5.C. § 160l et seq.) Executive Orders
13£13, 12957, 13395%, and 13055, and 31 C.F.2. Parts 591 and 5&0.)

To: Enron Capital and Trade Resources Corp.
afo: SButharland, Askill and Brennan, L.L.P.
1725 Pennsylwania Avenus, H.W.
Washingten, D.C. 20004-2404 Attn: Beverly J. Rudy, Esg.

1. Baged on the February 20, 1998, labbter to the O0ffice of Foreign Assete Coantrol from or on behalf
af Enron Capital and Trade Hesourcesa Corp. |[the =Applicacisn®l, 31 C.F.R. § EEEHDH#][:d informaticn
gilefwise available to the Cffice of PFoareign hsseke Coatcol, Ehe tfansackion(s]l and ackivityliesl on
the reverse hereaf are hereby authorized.

2. This license is granted vpon the statements and repressentations made in cha Applicacion, atcherwise
Filed wicth <r mada to Lthe Treasury Deparimant ag & Supplemant o bhe Application, o baged on
information available o the Treasury Departmenc, amd ia gublect oo che comdition, amems oeRerd, chae
the licenges{s! hersunder comply 1n all respects with all regulations, rulings, orders, and
imgtructions issued by the Secretary of the Treasury uwnder the avchority of Section 505 of the
Interpational Security and Development Coop=ration Act of 138%, Section 203 of the U.S. Internaticonal
Emargency Economic Powers Aot {50 U.5.C. § 1702), the Hacional Emergencies Aoo (50 U.S.C. § 1703,
ard the terms of this license.

3. The liceénsees(gl shall furnish and make available [oF iaspecticn any pelevant information, cecords,
or reports requested by che Secracary of che Treagury, or any other duly duthorized officer or agency.

4. Thig license L& oot traneferable. and ie subject to the provisions of Executive Orders 12611,
L2857, 12%5%%, 13105% and any regulacicne and rulings issuwed purswant thereto. It may be rewvoked or
modified at any time at the discretion of the Secrecary of the Treasury. If this Licenas waa lssuad
a8 a4 result of willful misrepresentation on the pare of che appllcant, Lt may, at che discretion of
the Secretary of cthe Treasury, b declared woid from che date of ics lesuanca, oF fron apy okhar date.

%. This license does not excuse coppliance with any law or regulation administered by eha QOFfice of
Foraisn Rasatm Conbrsl of ancther agensy sincloding veporclog requivemenbal applicaivle Lo Che

transactioni{s) herein licensed. nor does it release Licensesi{s) or third parcieg from ciwvil or
criminal liabilicy for viclacion of any law or regqulation.

Issued by direction and on behalf of the Secretary of the Treasury:

OFFICE OF FOREIGM ASSETE CONTROL

— 7‘{/ :Jz?ffﬁ

R. Richard Newcchb
Director

Attencion is dirgeted to, ipter alia, 18 W.E.C. § 545, I8 U.5.C. LoOl, 1% 1.5.C, 1591, and 1% U.5.0C.
15953, 50 v.5.¢. § 1705, and 31 C.F.R. Part 580 for provisions relatipg ta penaltie:.
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DEPARTMENT OF THE TREASURY
WASHINGTOMN, D.C. 20220

License Ho. IA- [(b){2)]
IRaANTAR TRAMESACTIONS REESULATIONS

LICENSE

[Grapted under the authoricy of Sectcion 50% of the Internacicnal Sscurity and Development Cooperakblon
acc of 19ES (22 U.5.0. § 234%aa-%|, Section 203 of the U.S. Incecnational Emergency Economic Fowers
Bor (B0 U.BE.C. & 17623, ehe MHatlonal Emargencies Ror (50 U.B.C. § Lell et geg. | Executive Orders
13&13, 12957, 1z3s%, and 1105%, and 3X C.F.H. Parkte G0L anrd 5607

To: Enron Capital and Trade Resources Corp.
c/o: Sutherland, Asbill and Brennan, L.L.P.
17258 Penneylvania Avenue, H.W.
Washington, D.C. 20004-2204 Attn: Beverly J. Eudy, Esg.

1. Basesd on the February 20, 1998, letter to the Office of Foreign Assete Centrol from or on behalf
af Bpron Capital and Trade Respurces Corp. (the *Application®d, 31 C.F.H. § selB)#)land information
obheErwige available o the Office of Foreign Asssts Control, che transactionle]l and activityl(ies) on
the revarse herec? are nerecby auchorized.

2. This license ic granted upon the statemencs and representaticons made in the Applicacion, otherwise
filegd with or made to the Treasury Deparcment as a supplement te the Application, or based on
information available to the Treasury Department, and is subject to the condition, among others, that
the licensesigl hereunder comply io all respecte with all regulations, rulings, ooders, and
instructions issusd by the Secretary of che Treasury under she auwchority of Beccion 205 of the
International Security and Development Cooperacion Act of 1985, Secclon 203 of che V.S. International
Emergency Econcmbe Powers Acht (50 U.5.C. § 17021, the Hacional Emprgencies Act {50 U.5.C€. § 17021,
and the termg of thia license.

3. The licensee(sl shall fucnish and make available for inspection any relevant informacion, records,
or reports reguested by the Secrecary of che Treasury, or any other duly autherized aflicer or agancy.

4. Thiz license iz not transferable, and L subject To the provisions of Executive Orders 12613,
12O5T, 139%8, 13059 and any regulations and rulings issusd purewant chereto. It may be revoked or
modified ab any cime at the discretion of the Secretary ¢f che Treagury. If TChis License was 1Emued
ag & result of wi11ful misrepresentation on the part of ehe applicanc, Lo may, at the discretion of
the Sacrecary of the Treasury, be declared vold from che date of its issuvance, or from any other dace.

5., This license does nob excuse compliance with amy law or regulacion administered by the Office of
Foreign Assets Control or ancther agensy (including reporting requirsments) applicable to the

Lransactionis} herein licensed, nor doss it release Licenees(sl or tchird parcies from civil or
criminal liabilicy for wviolacion of any law or regulation.

Iszsued by direction and on behalf of the Secretary of the Treasury:

OFFICE OF FOREIGHN ASSETE CONTROL

:i%ﬂé/ ;fz«aff&

R. Richard Newcomb
Director

Aztention ie direcced ra, incer alis, 18 U.S.C. § S45%, 1. U.5.C. 1001, 19 U.S.C. 1592, and 1% U.B.C.
15958, 50 W.5.C. § 1M05, and 31 C.F.BE. Pare 560 fof proviglons relacing ©o penaloied.
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DEPARTMENT OF THE TREASURY
. WASHINGTON, D.C. 20220

License No. IA- [(b)(2)]
ITraNIAM TRAMSACTIONS RECULATIONS

LICEHSE

|Oranted under the autherity of Section 505 of the Interpational Security and Development Cooperation
Lot of 1985 {232 U.5.0, § 23id%9aa-%), Section 203 of che U.5. International Emergency Economic Poweara
Rer |60 W.S.0. § 1702), the Hatlonal Emergencies Aol (50 UL5.C. § 1E01 et seq.) Executive Orders
12613, 13957, 1295%, and 1305%, and i1 C.F.R. Partc 501 and 5&0.]

To: Enron Capital and Trade Resources Corp.
c/o: Sutherland, Asbill and Brennan, L.L.P.
1725 Penneylvania Avenus, N.W.
Washington, D.C. 20004-2404 Attn: Beverly J. Rudy, BEag.

1. Based on the February 20, 1998, letker to the CCflce of Foreign Assets Control from or on bahalf
of Enren Capital and Trade Resources Corp. (the “Applicacicam), 31 C.F.R. § sed[b)(4)nd information
octherwise available to the Offkice of Foreign Assets Coptrel, the trangactioni{s) and activityi{ieel on
tha reversa herecf are hersby authorizad.

i. Thie license i8 granted upon the statemente and pepresentations made in the Application, otharwise
filed with er made ©o tha Treacury Deparkféant aa a Aupplement Eo the Application, or based on
information available to Lhe Treasury Department, and Lg subject te the condition, among others, that
the licensesis}) hersunder comply in all respects with all rcegulations, rulings, orders, and
instructions issusd by the Secretary of the Treasury under the authoricy of Section 505 of the
International Security and Development Cooperaktion hcet of 1985, Sectiom 203 of the U.3. Intermational
Emergency Economic Powers Aot (50 D.5.0. § 17021, the HMatiomal REmergancies Act (50 U.8.C. § 1703),
and the terms of this license.

i. The licenseeig] shall furnish aod make available for inspection any relevant information, recorda,
or reporte requested by the Secretary of the Treasury, ot any other duly authorized cfficer or agency.

4. This liFrepsas im pot crancferable, and is subject b Ehe proviaions of Executblve Orders 1I613,
12957, 125%4, 13053 and any regulations and rulisge issued pursuant thereta. It may be revoked or
modified at any time at the discretien of the Secretary of the Treasury., IC this Licenas was Lasued
af 3 rogult of willful misrepresentation on the part of the applicant. it may, at the discretion of
the Secretary of the Treasury, be declared wviald from the date of its issuance, or from any other date.

§., This licenee does aobt excuse compliance with any law of resulation administered by ehe Office of
Foreign Assets Control or ancther agency (including reporting reguirements) applicable to the
crangactionis} hersin liceamed, nor doed it celease Licensee{s) or third parties from civil o
criminal liapility for violation of any law or regulakbicn.

Izsued by direction and on behalf of the Secretary of the Treasury:

OFFICE OF FOREIGH ASSETS CONTROL

By
E. Eichard Newcomb
Director

Brtanclicn is directed to, inter alis, 18 U.5.0, § 545, 10 U 5.0, 1008, 1% U.5.<. 1592, and 1% V. 5.C,
15%5&, 50 V.3.C, § 1705, and 31 C.F.E. PFart 559 [or provigions relating Lo pepnaltiss

[(B)(5)]
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License No. TA-[(h}{2)] Paga 2 of 2

SECTION 1 - AUTHORIZATION: This license authorizes Enron Capital and Trade
Resources Corporation and all other U.S5, persons involwved in the transactlons
for which this license is seught (collectiwvely, "Enron®), to engage 1in all
transactions necessary to enable [(b)4)]

SECTION 2 - WARNING: Except as authorized above, nothing in this license
authorizes a U.S. person to engage in any transaction prohibited by the
Tranian Transactions Regulations, 31 C.F.R. Part 560, or Executive Orders
12613, 12957, 1295%, and 13055,

SECTION 3 - RECORDEKEEPING REQUIREMENT: In accordance with § 560,601 of 31
C.F.R. Part 580, the licensee(s) hereunder is/are reguired toc keep full and
accurate records of all transactions engaged in under this license. Such
records shall be made available for examination upon demand for at least 5
years from the date of each transaction. Such records shall clearly
demenstrate the applicability of the authorization set forth in § 1 hereof.

SECTION 4 - PRECEDENCE: This license ie issued on a nonprecedential basie.
*.**-**'lit-it-i-ttiiri--****i*tii*ii*li*i**.**li*l’tttt*i‘i**.ﬂ**l**ﬂ‘**--t*.***
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NERPARTMEMNT OF THE TREASLURY
WASHINGTON, D.C., 20220

License No. IA-[(b)(2)]
IRANIAN TRANSACTIONS RESGULATIONS

LICENESE

lGranted under che auchoricy of 50 W.5.0. §§ 170%-06. 23 W.5.0. § I345a&-%, Eseculive Orders 12613,
L2057, 1395%, 1L C.F.R. parcs 501 and 560. and Executive Jvder 13058.]

To: Enron Capital and Trade Resources Corporation
efo: Sutherland, Asbill and Brennan, LLF
1725 Pennsylvania Avenua, N.W.
Washington, D.C. 20004-2404 Attn: Bewerly J. Rudy, Es&qg.

1. Based on a November 17, 1998 lecter to cha Office of Foreign Assecs Conteol from che firm of
Sutherland, Asbhlill, and Brennan. LLP (the “Applicaticn”], and infcematlon otherdise available ©o Che
Office of Foreign Assets Control regarding the subject of the Application, the transactions delincated
on the reverse herecf, and if any, the page(s] attached hereto are heraby authorized.

2. Thie License is granted upon the statements and repressntations made in the Application, otherwiss
filed with or made to the Treasury Department as a supplemsnt to the Application, or based on
informaticon available to the Treasury Department, and is subject to the condition, among others. that
the Licensce(s] comply in a11 FREPRCCE with all regulaticns, rulings, orders, and iostrucstions lesued
by che Secretary of che Treasury under the authoricy of Secrcion 50% of the Internacional Security and
Development Cooperation Aot of 1585, Section 203 of the U.E. International Emergency Economic Powers
Aok [50 V.5.2. § 17020, the Mational Emergencies Act (50 U.8.C. § 17021, and the terms of this License.

3. The Licensceis]l shall furnish and make avallable for inspection any relevant Information, records,
oF reports requested by the Secrevary of the Treasury, or any other duly authorized officer or agency.

4. This License ig not transferable, and is subject to the provisions of Executive Orders 12613, 132857,
12552, and any regulations and rvulings ilssued pursuant thezeto. Ik may be cevoked or modified at any
time ac che discretiomn of the Secretary of che Teeasury. If thia License was issusd as & result of
wiliful misFrapragentation on che parc of the applicant, it may, at the dipcretion of che Eecret-:l.r]." af
the Treagury, be declared void from the date of its issuance, or from any other date.

5. Thie Lig¢ense does not exouse compliance with any law or regulation adrministered by the Office of

Foreign hessets Controcl or another agency {including reporting regquiresents) applicable to the
transactionis| hereln licansed, nor dosa Lt releass Licenges (8] or thicd parties from civil or criminal
Liability for wiolation of any law or regulation.

Iegued by direction and on behalf of che Becretary of che Treasury:

OFFICE OF FﬂR!IGH & COMNTROL
By i ﬁuarm/ ?’5/?_ é/‘? f

Rf Richard H&Hnnmb
Directer

Attantion is directed to 10 5.0 & 1oQgl, S0 U.E.C. % 1705, and 31 C.F.B. & 8&£4.731 for Prn-v:i_:j:m_;
r@latlng e penalties,

004 00000000089



L

License No. IA-[(b}2)] Page £ of &

BECTION 1 = AUTHORIZATIOM: Subject to the limitations and conditions
herein, this license hereby authorizes Enron Capital and Trade Resources
Corporation and all U.S. persons involved in the transactions for which this
license has been sought pursuant te the Application te engage in only those
transactiona necessary to assist or enable [(b){4)]

SECTION 2 - WARNING: Except as authorized above, nothing in this license
authorizes a U.S. person to engage in any transaction prohibited by the
Iranian Transactions Regulations, 31 C.F.R. ParL 5&0, or Executive Orders
12613, 12957, 1295%, and 13055,

SECTION 3 - RECORDEEEPING REQUIREMENT: A= a cendition of this license and in
accordance with 31 C.F.R. Part 501, the licenses{s) hereunder isfare required
to keep full and accurate records of all transactions engaged in under this
license. Such records shall be made available for examination upon demand
for at least 5 yeara from the date of each transaction. Such records shall
clearly demonstrate the applicability of the authorization set forth in § 1
hereof.

EECTION 4 - PRECEDENCE: This license is issued on a nonprecedential basis.
AR EE A RE R AT EEA AR ERN AR AN A TR bRk b sk bRk d kR R W EhkEE kR kbt kb kR R
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mroABTHREMT OF TUE TEFASIIRY "m.'l F"vafi
WASHINGTOMN., D.C. 20230

OFFICE OF FOREIGHM ASSETS COMTROL
CORRESPONDENCE ACFNOWLEDGEMENT, FPage 1 of 1

Rudy, Beverly J. Tel.
Sutherland Asbill & Brennan LLP Fax 202/637/3593

1275 Pennsaylvania Avenue,

Washingten, DO 20004-2415

LICENSING DIVISICHN

OFFICE OF FORELGN ASSETS CONTROL {"OFAC")
U.5. DEPARTMENT OF THE TREARSURY

1500 PEMNMSYLVANIA AVENUE, N.W,
WASHINGTON, DO 20220

Fax: (202} &22-1857

RE: FAC No.  IA-[(b)N2), (b)7)c)]
This 15 to acknowledge receipt of your correspondence

dated 11/17/98 . Generally, it is the practice of this 0ffice
to process all similar applications and ingquiries in the order

of their receipt.

Please refer to the date of vour original correspondence and
FAC No. cited above 1f you need To contact us or send supplemental
information. We look forward Lo serving you.

Note: Infarmacion on Sanctions programs administered by OFAC can be

retrieved from aur suresaced fax-on-demand system by dialing
(Z02] B2E-0077, 24 hours a day, or through cur World Wide Web
nome page. W ISLEEAS QoS EreASUEY S ERIVICES f Tac/ Tac., ntml,

Fax to: 202/837/3593
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CORRESPONDENCE COVER SHEET
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|: FAC No: A E_m;_z]] Other ref: B - .
i Dhated: 11798

| Received: 11/20/98 |i
Due date: |
Fom Rudy, Beverly J. - |
Org.: Sutherland Asbill & Brennan LLP I
Address: 1275 Pennsylvania Ava. |
I
Washington, DC 20004 |
Actual Party: Enron Capital & Trade Resources Corp |
Sublect [(0)(4)] |
DISPOSITION | CC | Special:  Control "Capy to Director |

| Initial assignment | ' Reassign 2 Reassign 3

I Director

i_ﬁiﬁckudnss:m
- Civil Penalties
| Compliance |

| Enforcement

| Int'l Programs |

e
| Plans & Policy

! Chief Counsel

Erhard = '
Sii:"-'l.;.l';.ﬁnn

Motes:

| Dispositian: | File name/lacation:

-Ilnlilue

00400000000093



Exhibit 1
DEPARTMENT OF THE TREASURY
::& WASHINGTON, O.C. 20220

License Ho. TA- [{b}{?}]
Iranzin TRANSACTIONS RECULATIONS

LICENSE

(Granted ungder the avthoricy of Section 505 af the Interrational Security and Developmene Cooparac ian
hot of 1985 (22 U.s.T. § 234Faa-91, Seceisn 203 of che U.5. International Emergency Ecomomis Powers
Aot {50 wW.5.C. § 17021, the Macicnal Emergenciss Act (50 U.5.C. § 1501 @b #ég.} Exacurive Ordars
12612, 12857, 12959, and 1305%, and 31 C.F.H. Farcgd 501 and 560,]

To: Enron Capital and Trade Resources Corp.
c/o: Sutherland, Ashill and Brennan, LLP
1725 Pennaylvania Avenue, N.W.
Washington, D.C. 20004-2404

L. Based on the April 17, 1998 leccer te the Office of Foreign Assets Control by Sutherland, Asbill
and Brennan, LLP on bekalf of Enron Capital and Trade Resources Corp. |the "Application"l, 11 ©.F.R,
§ 560 [(B4}] and informacion otherwise available to the QEfice of Foreign Assets Control regarding the

Bubject tharesf, the transacticnis} and activity(ies] delineated sn che reverss heveof are hareby
aukthorizad,

2. This License is granted upen the stacemenca and representations made in the Application, otherwise
filed with or made to che Treasury Deparbsenkt as a supplem=nt to the Application, of based an
information available to ehe Treadury Depactment, and i subjece e the camdition, amang athers, thae
the Licensaels) comply in all Fespects with all regulations, rulinmgs, orders, and inscructions issued
by the Secretary of che Treagury under the autherity of Sectlson 505 of rhe Incernational Security and
Development Cooperation Azt of 1985, Secciem 203 of che U.5. Intermational Emergency Econcmic Powars

AcE {50 U.2.C. § 1702), the Wational Ensrgencies Act {50 U.5.C. § 1702), and the corma of this
Licenso .

3. The Licenses=(s5) shall furnizh and makes avallable for {nspection any relevant informatien, records,
O reporcs regquested By the Secretary of the Treasury, or any other duly authoriged officer ap AgEnCy .

4. Thia Licensa i# not transferable, and is subject to the provisions of Executive Ooders 12617,
L2957, L295%%, and any regulations and culinge issued pufsuant charets. It may be revaked or modified
At any time ac che discretion of che Secrecary of the Treasury. IF bhis License wag issued as a
raBult of willful misrepresentacisn on the part of the applicant, it may, at the discrecion of Ehe
Facretary of the Treasury, be declared void Erom the date of ics fsruance, or from any other date.

5. Thia Lisenss axpires May 31, 199%, 1t do=s not @xcuse compliance with any law or regulacion
administered by the Cffice of Foareign Assecs Contrel or afsther agency (lacluding reporting
requirements) applicable to che trangaccion(g]l herein licensed, nor does ir release Licenses (s} aor
third parcies from givil er eriminal liapiliey for wiolation of amy law op reqular fon.

Issued by direction and qﬁ“behalf of th‘nFECIEtﬂIY f the Treasury:
Ir II
] SETS oL .
IRy
ol I_.- I. 'I:_EI I {,’
f f

o ALY j

Attencion is directed to, inter alia, L& U.%.C. 5 545, 18 U.E.C. LOOL, 19 u.g5.0, 1592, and 13 ©0.5.0.
LS05&. S0 U.5.C. § 1795, and it T-F.R. Part 560 for proviaiodas relating co penabrties,
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DEPARTMEMNT OF THE TREASURY
WASHINGTON, D.C. 20220

'‘Bnron Corporation
Suite BOOD

1775 Eye Street, KW
Washingten, DC 20006

Att: Thomas C. Briggs
Vice President, Government Affaira

Dear Mr. Briggs:

This is with regard to your letter of December 4, 2000 to the Office
of Foreign Assets Control (“OFACY), in which you requested
clarification of the scope of OFAC License Ho. YE-[b)2)] In your lettexr
you advised that Enren Corporaticon also socught OFAC authorization to
provide [(b)(4]] to the Federal Republic of
Yugoslavia (Serbia and Montenegro) (the “"FRY (S&M}*) .

Flease be adviaed thab Executive Order 131%2 of January 17, 2001,
which became effective on January 1%, 2001, amended Executiwve Order
13088 of Jume 9, 1998 to l1ift in most situaticns and modify in others
the economic sanctions imposed against the FRY (S&M) . Consequently, an
OFAC license is not presently reguired for Enzon Corporabicn to engage
in the activities described in OFAC License No. YE-IEHor in thoss
artivicies described above.

Plzage note, however, that Executive Order 13152 imposes restrictions
an transacticns with certain persons described in Section 1(a) of the
order. It also requires the continued blocking of property or
interests in property blocked prior toc the order's effective date.
Conaequently, OFAC licenses are regquired for any trangactiong Enron
Corporation may undertake involving any blocked persons or blocked
property as described in Executive Order 13152 and for any
transactions involving previously blocked property. If you have any
guestions concerning the scope of theee restrictions please contact
OFAC Licensing Divielon at (202)8622-2480. In addition, you should
consult with other agencies of the U.5, Govermment, such as the
Department of Commerce, Bureau of Export Administration, and the
pDepartment of State, Office of Defense Trade Controla concerning any
remaining restrictions that might apply to exports to the FRY[S5&M).

A summary of OFAC restrictions concerming the FRY [S5&M), which includes
the text of Executive Order 13152, is enclosed.

Binceraly,

FEB 20 1080

iActing) Chief of Licensing
Office of Foreign Asseta Control

Enclosures
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DEPARTMENT OF THE TREASURY '
WASHINGTOMN, D.C. 20220

Licenae Mo. ¥YE- [(B)(2)]

Fepgral REPUBLIC OF YUGOSLAVIA (SERBIA ANT MONTEMEGRC) KEOS0YV0 SANCTIONS RESULATIONS
LICEMNEE
|Granted under the auchority of § 203 of the Internacicnal Emergency Economic Powers Rob
50 U.5.C. § 170%] . Executive Order 13088, 31 C.F.R. Parta 501 and 586, and Execubtive
Order 13121,

To: Enreon Corporatien (the “Licensea’)
1775 I Streat HW
Buite BOD
Washington, DC 200068 Att: Thomas C. Briggs VP, Government Affairs

1. Baged on your letter of Hovember 10, 2000 (the “Application®) and on infeormation
otherwise awvailable ta ethe Office of Fu.l.'l':lilﬂ} hepgeLe Coptrol, Che Eransackions amd
ackivities delineated on che reverse hereof are hereby authorized.

2. This License is granted upon the atatemsncs and representaticns made in the Application,
acherwise Filed with or made to the Treasury Department as a supplement to the Application,
or based an ipnfopmation availakle co Che Treasury Department, and is aubjest co the
condition, among others, that the Licensee comply in all respects with all regulations,
walinga, orders, and instruceions issued by rhe Seesrecary of the Treasury under the
autharity of Section 2903 of the InCernaticnal Bamergency Economic Powers Aok, 50 U.5.C. §
1702, and the tegms of this Licanss.

3. The Licenses ghall furnich and make available far inspection amy relsvant information,
records, oF TepPOITE requested by the Secretary of the Treasury, or any other duly authorized
pfficer or agoncy.

4. Thie License is nob cransferable, and [m subject to the provisions of Execubive Order
13088 of June %, 19%8, 31 C.F.R. Parts 501 and 586, Executidwe Order 13121 af April 30, 1994,
and rulings issued pursuant thereta. [t may be revoked or modifisd ab any time at the
digererion of the Secretary of the Treasury. If this License wag lgaued ag & result of
willful misrepresentation on the part of the applicant, it may, at the discretion of the
Jacretary of the Treasury, be declaved wold from Che date of ite issuance, or Trom any others
dabe.

5. fThis License does nob excuse complisnce with any law or regulation administersd by the

Office of Foreign Assets Copntrol of ancther agency (Inelwding reporting reguireamesnbs)
applicable to tha transactioni(=s) herein licensed, mor does it relssse Licenses or third

parties from civil or criminal liability Eor wiolation of any law or regulatkion.

Igsued by directicn and on behalf of the Secret of the Treasury:

OFFL oF F GH
e,

£ ECTTer
n i
i | L] Il' {;l'{"
By S
n 15: JR I
Dirkater
Attention is directed to, inter alda, %0 W.5.C. § 1705, 18 U.3.C. § 545, 18 U.2.C. § 1001,
18 U.5.C. § 3571, 1% U.5.C. § 1592, 1% U.5.0. § 15954, 28 U.5.C. § 2461 note, and 31 C.F.R.
§ 536.701 for provisions relating to penalbties.
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‘License Mo. YK- [(b}2)] Fage 2 of 2

SECTION 1 - AUTHORIZATION: The Licensee and itas U.8. affiliates,
as well as U.5. persons who are employed by the Licensee, Enron
Capital & Trade Resources, Ltd. (*ECTRL"), or other atfiliates of
Licensgee, are hereby authorized to [{bji4)]

SECTION 2 - REPORTING AND RECORDEEEPING REQUIREMENTS: The
Licensee is subject to the recordkeeping and reporting
requirements of, inter aliaz, 31 C.F.E. 5§ 501.801 and 501.50Z,
including the reguirement to maintain records concerning the
transactions undertaken pursuant te this License for a periecd of
at least Live yeara.

SECTION 3 - PRECEDENCE: This license is iesued on a non-
arecedentbial basis.

EEEEEEEEEEE R A EEEEEEIEE RN R NS EEENE RIS EEI NSRS REAREARE EEsEEEEAT
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. 20220

Licensze Ho. YE-[B)2}]

FEDERAL REPUBLIC oF YUGOSLAVIA (SERBIA AND MowreEwesso) Kosove SANCTIONS REGULATIONE
LICEMEE
[Granted under the avcthority of § 203 of the Internmational Emergency Economic Powers Ack
[50 U,5.C, & 1702], Exe=cutive Order 13088, 31 C.F.E. Parts 501 and 585, and Executive
Jrder 13121,

To: Enron Corporation (the "Licensea’)
1775 I Streat MW

Buite 800
Wwashingten, DC 20006 Att: Thomas C. Brigge VP, Government hffairs

1. Based on vour letter of Octaber 18, 2000 (the "Applisaticn™) and en information
obherwise available to the Office of Foreign Assets Ceatrcl, the transactions and
activities delineated on the reverse herecf are hereby authorized.

2. This License is granted upon the statemsnts and represeptations made in the Applicatios,
otherwise filed with or made to the Treasury Department as a supplement to the Applicacien,
or based en inlfermation available to the Treasury Department, and is subject to the
cendition, among others, that the Licenses comply in all reepecta with all requlations,
rilings, orders, and inatructions issusd by the Secrecary of the Treasury under the
authority of Section 202 of the International Emergency Ecoaomic Powers Aot, 50 U.5.C. §

1702, and che terms of chis License.

4, The Licepsss ghall furnish and make available for inspection any celevant infermaclion,
recorda, of Teports requested by the Secretary of the Treasury, or any other duly authorized

cfficer aor agency.

4., This Licenss is not tranaferable, and is subject te che provispions of Executive Order
130BE of Junm 9, 1938, 31 C.F.R. Parts 501 and %88, Executive Crder 13121 of April 34, 1399,
and rulings igsued pursuant thereto. It may be rewoked or modified ab any time at the
digeretion of the Secretary of the Treasury. If this License was lssusd as a result of
willful wmisrepresentation en the part of the applicant, ic may, at the discretion of the
Secrecary of the Treapury, be declared void from the date of its issuance, or [rom any other
dakte.

B. Thiz License does not excuss compliance with any law or regulation adminjistersd by tha
office of Foreign Assete Control or another agency (including reporting requiremencs)
applicable to the traneaction(s] herein licansed, nor does it release Licenses or third
parties From civil or criminal liability for wiolation of any law or ragulation.

Issued by directicn and on behalf of the Secretary of theg Treasury:
CFFICE OF | SETS L

BY

R+Lﬂi:hurd'r Hewcomb
Difractor

Attentisn is directed to, ioter alia, 59 U.8.¢. § 1705, 18 U,5.C. § 545, 18 U.5.C. § 1001,
18 v.5.2, § 3571, 1% vU.5,.C. § 1553, 15 U.5.0, & 1595a, 28 U.5.C. § 2481 note, and 31 CLF.H.

§ 505,70l For previsions relating to penmalties.
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License Ho. YE- [(b){2)] Page 2 of 2

SECTION 1 - AUTHORIZATION: All tranaactions are hereby
authorized to enable the Licensees and its U8, affiliates,
including certain employees who are U.5. persons, to participate
in transactions by Enron Capital & Trade Rescurces, Ltd. relating

Lo [(b4)]

SECTION 2 - REPORTING AND RECORDEEEPING REQUIREMENTS: The
Licensee ia subject to the recordkeeping and reporting
requirements of, inter alia, 31 C.F.R. §§ R01.601 and 501.802,
including the reguirement to maintain records concerning the
transactions undertaken pursuant to this License for a period of
at least five years.

BECTION 3 - PRECEDEMCE: This license is isaued on a non-
precedential basis.

T s Em SR R RN N R RN NN N e E W
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[{b)2]]

DEPARTHMENT OF THE TREASURY
WASHINGTOM, D.C, 2OEE0D

ticenss No. YE- [(B)(2]]
FECERAL REPUpLIC OF YUSCALAVWIN (EERNIA KHT MesresesEn] Kosowo SARCTIONT RESULATIONS
LICEHSE
{Granted mder the auchezity of § 303 of che istezesrional Esecgency Eccadnliz Powers Ret
(=6 0.5.0. § 1752], Emecutive Droas 133g8, 31 C.F.A. Parta $01 and S0§. agd Emecutive
Grder 13121-

Ta; Enron Corporatien (the “Licenses’)
1775 I Skrmat HW
Suika BOO
Wanhington, DS 20006  ALL: Thoman C. Briggs ¥P, Govermsant AEfaizs

1. passd se your latber of Ockches 13, 3000 {che shpplicaties®l and om inforwatisze
crherwiss available ko bhe Office of Foreign Masecd feetrol, tha transsckiged  and
aseivities delimeated on the severss hevecf are hersly auekarized.

¥. This Ligense is granced :span Che SEabements 2nd reprecancacicns wade in the Mpplication.
othecwiss filed with or fads £o the Trezsury Depacrtmdht 4% & suppleTent to the Applicaeies,
aF bazsd om isfesrmacion aveilable ©o the Tressury Sepdromemt, and is subjese ©o Ehe
copditiss. ameng others. EbRac the Licemaee corely im all meepests wich all vequlaticsd,
rulinge, orders, and inctruaobions LgEusd by kbe Secvetary of che Treasusy under thi
suthericy of Bectdon 207 of whe freernational Ewergency Dosasmic Powsse ket 50 U.5.c. §
1702, and tha terms of this License.

3. The Licssass chall Furnish and wake available for inspection any rolevast lnformatisn,
receyds, or reportn regopsted y the Seoretacy =F The Treasury, o any eemer duly sucharlzed
gfiicer or agensy-

4. Thia License e st cransfersble, and is subjzec vo the prewisions of Exesutive Qzder
13088 of June §, 1888, 31 ©.F.R. Parcc 501 apd 86, Ewecubive Order laidl of April 38, 1998,
and relisge issusd pursuAst Theresa, It may be pevelked or modifisd &= any tise at £he
digpcreticn of the Seczeciry of the Teeasury. If this License wad issusd as @ remuit of
willful sdpreprecestatioe on the part of the applicanz, i5 way. &C che diperetion of the
Seeperary of the Teeasury, e declared void from the dace of fts lisuance, oF feom any athes
date.

§. Thig Licenss dess por escuse coFpliance wirh amy law or requlation mdminisered by the
Office af Foreign Apssts Concrol or anather agenoy |ineluoding sepaszing rEquiserantsl
applicable o the trensastioniel hesels limsnzed, nos dees if release Licensss or third
partiss frem civil or ceimimal lisbilizy for vislazsan of amy law or reguletisn

Arcencion i direceed To, Ambor alia, 50 V.5.0- § 1%ed, 13 U.E.C. G 595. bn UoE.E. § R00%,
18 U.5,C. § 3571, 19 U.B.0. § 18253, 18 .20, B o138%a, 28 i, 8.C. § 24F1 note, and 31 C.F.R.

§ 586,701 for prewisions relasing co pemalsind.
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YE-[BU2FAC Mo, YE-[(BH2)] )

HOTE TO FILE:

Thia ie a request for a license authorizing U.5. employees and
7.5, affiliates of Bnron Corp. to assist Earon's UK subsidiary in
the purchase and sale of [(bld)]

No license would be required if the work was to be done entirely
by the UK subsidiary and ite staff. It is represented, howewver,

that the assistance of the U.5. personnel and the U.5. affiliates
is required.

[{BH(5)]
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MEMORANDUM FOR DEPUTY SECRETARY EIZENSTAT

FROM: Timothy F. Geithner
Under Secretary (International Affairs)

SURIECT: Talking Points For Call From OPIC President Munoz
{September 14, 2000)

[(b)5), outside scope]

BRIEFING
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[(D){5); outside scope]
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[(b)(5); outside scope]
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Drafted By Gehristopuloa/TTI

Reviewed By: DLucich/TT
TWwallace/TTI
Glampliner'GCI
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Fronm Tom. Brggaienron, com

Senn: Monday, January 22, 2001 1:54 PM
T geetha. raciidio. treas. gov

Subject: India/Drabhol Meeting

=kl PP - OC
Tabiing Posrin G::tha,.

My apologies for the delay in sending this matenial. [ have lost both my
regular assistant and my temp so [ am a bit overwhelmed.

John Hardy will be areending the meeting tomorrow ar 3. His 55# is
[{b)EN and birthdate is  [(b)(8)] If you could remind me of the
address of the meetung [ would appreciate it. [ managed o lose thar as

well.

John and I have a brief agenda: 1) we want te updare you cn Dabhel and 2)

we want to discuss way in which the USG may become involved in encouraging
market reform necessary to extract value out of our generating asset.
Specifically, we want to focus on refgorm at the Indian federal level thar

will be necessary to deliver power to customers other than MSEB.

We look forward 1o meeting you tomorrow.,

{See atrached file: Drabhol PPA - DC Talking Poines.doc)

Q0500000002269



Jamuary 10, 20401
Evenis
#  The State of Maharashtra Chief Minister Deshmukh announced during the winter session of
the Seate Legislature that Phase 11 of the Dabhol Project was to be reviewed, Allegations

were made that the high Dablvol tanfT was the cause of the Maharashira State Eleciricity
Board™s (MSEB) financial difficulties.

#  The Governmeni of Maharashira (GOM) will apgoint 2 commities of experts o reexamimne
the Dabhel Power Purchasze Agreement, a 20-vear PPA o the single buyer MBEB.

#  MWSEB is currently in arrears for the Dabhol November ull in the amouwnt of Bs 148 Crores
(1 480,000,000 Rupecs).

= Phase [1 of the Dabhol project iz 80% complete, with 95% of the equipment on site and 3400
MM remmaining 10 be disbursed out of 32.6 billion.

Facts About Dabhol

+ By providing 2184 MW gas fired power plant, built to international standards with related gas
facilites, DPC is creating substantial opportumtes for the development of a modem
industrial cormdor m south central Maharashina

% So far, Dabhol has contributed over Bs 1600 crore to the national and state exchequers and
Tras brought in Forcign Direct Invesiment of over Bs 10,000 crore (32,5 billion) into the
country

*  In building the facilities, DPC has provided valuable employment to arca residents. DPC
contractors on the site currently employ approximately 15,000 workers. A hospital, school
and other community services have been provided to arca residents by DPC

Lz

Expert Commitree. DIPC will cooperate with the GOM-appointed Expert Committee. That does
not mean, however, that the PPA will automatically be renegotiated. To allow the time for such
review, three things must happen: (1) DPC must continue to fulfill is generation obligations under
the PRA; (i) MSEB must pay the money owed to DPC; and (ui) the proect lenders must continwe
to disburse funds to finish Phase I of the project.

Couse of MSEB Finarcial Difficuities. Dabhol is not the cause of MSEB's financial difficultics.
Those difficulties are due w a number of factors, among them:
- The need for meters to measure electricity distnbuted to end users
- The high rate of losses. MSEB currently has approximately 30% losses, a large
part of which 15 due 1o thefi.
The State’s continuing to grant subsidies on a political basis and not
compensating MSER therefor.
The State’s not allowing MEER to disconnect nonpaying customers.
The large cross subsidies built into the tanft structure.
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Power Shortage. India is in need of power. The Minister of Power has recently stated that India
necds 10,000 MW of new generation. (The state of Maharashira iself faces a continuing
shortage of power (appros. 2000 MW resulting m large areas facing load sheddimg and
blackouts.)

Foreign Direct Investmend., Becauze India lacks the funds 1o construct necded power
infrastructure, foreign direct investrment iz needed. Failure to honor contractual commitments or
1o respect the sanctity of contracts will serve to discourage such investrment.

Diseriberion Reform. The long term solution is to institute reforms quickly. Reforms that are
lﬂrtu:uhrly pertinent to the financial distress suffered by the SEBs are:
State Electricity Boards must be unbundled into three busmess units {generation,
transmission and distribution} and be made accountable for their performance via
carporatisation.

- Professionzl management teams rather than bureaucrats must rum the power
seclor companies.

. Improvements o (he mirastructure are critical, Losses cannot be reduced uniil
electncity 12 metered, those uzing power properly billed, the funds killed properly
callected, customers disconnected for nonpayment, and those responsible for
theft of power proseculed,

The State must allow MSEE to run its business in a professional manner rather
than as a palitical vehicle. Thus, subsidies must not be granted unless the
government is willing 1o pay for them.

- Finally, the tariff structure must be rationalised so that the costs of distnbation of
power to the various customer classes are reflected m the tanffs,

The Dabhed Tariff. The tan il s mot an absolute number but 13 a Tormula. The anff at which DFC
power 1z seld o MSEB 15 compnised of two cost fctors, a lixed capacity charge and a variable
energy charge, The per unit cost of DIFC power, in turn, depends on the quantity of power
aciually drawn by the MSEB, prevaling intermnational crude ol prices, and the rupee/dollar
exchange rate. Depending on flucivations in these variables, the 1aeifl can go either up or dewn. A
more representative way of judging tariff is on an annual average.

From May 1999 o October 2000, MSEB's off-take from DPC was an average of 60 %%, resulting
in an average tariff of Bs. 4.94. If during that period the off-take had been 90 %, the average il
would hiave been Rs. 4,02, Looking ahead, the recent drop in international fuel prices (ahich
affects the price of naphtha) will result n a decrease in the tanff. With the commissioning of the
second phase of the project by end 2001, when Liquefied Matural Gas (LNG) is used as fuel, the
tari fT will be further reduced another 20-25%, {assuming 90% off-mke, prevailing foreign
exchange retes snd mternationel fuel cost remaining within 321-28.)

[t 15 ot true that the tanfT was Bs. 28 per unil dunng last summer. Bather, a Bs 7.80 figure was
recorded for the monthly eyvele ball of July 2000 - a Dgure based on a low dispateh level of 33 %,
naphtha price of $ 306/ T and af an exchange rate of Ra. 4535 per dollar. On the other hand,
hisd MSEB dispatched DPC a1 90% during the same period, other factors remaining identical, the
tarifT would have worked out to Bs. 4.31 per unit. (Capacity charge Rs.1 88 plus enerpy charge
Rs. 2.43).
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Einansmg

Cowry, Total project cost is 53 billion (Phase [ 51.1 billion; Phase [151.9 billion).

Totad Debr. Total project debt is $2 billion (Phase T $604 million; Phase 1T $1.4 billicn).

Fadian Debi. OF the §2 hillion project debt, $1.2 hillion is Indian debt, consisting of direct loans
and guarantees. (Because the Japanese, 1.5, and Belgium Exim Banks take no direct risk, the
Indian banks guaranieed their loans.)

thther Foreign Govermment Lenders, Japanese Exim Bank; Belgium Credit Agency, ULS, Exim
Bank, and Opie, the laner also providing political risk insurance to sharcholders.

(hher Lenders. 30 other international banks are involved in the loans for the Dabhol project.
Fue! Suppily. Both the Oman and Abu Dahb govermmeniz are involved in providing fuel to

Dabhol. The Oman facilities are 60 percent owned by the Goverament and 30 percent owned by
Shell.

LNG Tanker, The tanker is owned by Shipping Company of India, Mitsw and 15 percent by
Enron,
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Ho person has been authorized to give
any informatlon of to make any representa-
tlone other than those contmined in this Pro-
specius, wnd, if given or made, such informa-
tion or representations must not be relied
upon as having been authorized. This Pro-
spacius does not constitute an offer to sell or
the solicitation of an offer to buy any secur-
tiss other than the sscurities dascribad in this
Prospectus or an offer to sell or the solicita-
tion of an to buy such securities in any
gircumatan In which such offer or solicita-
tion s unlawful Maither the delivary of this
Frospecius nor any sale made hersunder
shall, under any circumstances, creabe any
implication that there has been no change In
tha affairs of the Company since the date
hereo! or that the information contained
heraln is cormect as of any time subsequant 1o
its date.
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AVAILABLE INFORMATION

Enron, a Delaware corporation, is subjact to the informational iramants
Act of 1934, as amended (ine “Exchange Act”), and in accordance rrﬁuramh Hmdﬁmﬁsﬁﬁmﬂ
and other information with the Sacurities and Exchange Commission (the “Commission'), Such raports, proxy
statements and other information can be inspected and copied at the public referance facilities maintainad by
the Commission at Room 1024, 450 Fifth Streat, N.W., Washington, D.C. 20549; and ai the Fnlluvdrug Regional
Offices of the Commission: Midwest Regional Office, Citicorp Center, 500 weast Madison Strest, Suits 1400
Chicago, llinois 60661-2511; and Northeast Regional Office, Sevan World Trade Canter, Suite 1300, Mew Yark
New York 10048. Copias of such material can also ba obtaingd from the Public Rsference Section of the
Commigsion at 450 Fifth Street, N.W., Room 1024, Washington, D.C. 20549, at prascribed rates. Enron's
Commaon Stock and Cumulative Second Prefarred Convertible Stock ara listed on the Mew York and Midwast
Stock Exchanges, and Enfon's Common Stock is also listed on the Pacific Stock Exchange. Reports, Proxy
statements gpd other information concerning Enron can ba inspected and copied at the raspective offices of
Iheze axchangas at 20 Broad Sireet, New York, Mew York 10005; 120 South LaSalle Street, Chicage, lllinois
B0E03; and 301 Pine Streel, San Francisco, California 94014,

This Prospacius constitules a part of a Registration Statemaent on Form 5-3 (together with all amendmants
and exhibits thereto, the "Registration Statement™) filad with the Commission under the Securities Act of 1933,
a3 amended (the “Sacurities Act”), with respact to the Exchangeable Notes. This Prospectus doas not contain
all of the information sel forth In such Registration Statement, ceriain parts of which are omitted in accordance
with the rules and regulations of the Commission, Reference is made to such Ragistration Statement and 1o
the exhibits relating thereto for further information with respect to Enfon and the Exchangeable Motes. Any
statements conlaingéd herein concemning the provisions of any document filed as an axhibit 1o the Registration
Staternant or otherwise filed with the Commission or incorporated by reference harein are not nacessarily
completa, and in each instance referanca is made to the copy of such document so filad for a more complate
description of the matter involved. Each such statemant is qualified in its entirety by such reference.

INCORPORATION OF CERTAIN DOCUMENTS BY REFEREMNCE
The following documents filed with the Commission by Enron (File Mo. 1-3423) pursuant 1o Section 13a) of
the Exchange Act are incorporated heraeln by referance:
(@) Annual Report on Form 10-K for the year endad Decembar 31, 1994;
b} Quararly Report on Form 10-0 for the quarter endad March 31, 1885;
(c) Quarterly Repart on Form 10-Q for the quarter ended Jumne 30, 1535; and
(d} Cuearterly Report on Form 10-0 for the quarer ended Seplember 30, 1995

Each document filed by Enron pursuant to Section 13a), 13c), 14 or 15{d)} of the Exchangs Act
subsequent to the date of this Prospectus and prior to the tarmination of the offering of the Exchangeabile
Hotes pursuant hersto shall be deamed to be iIncorporated heren by relerence and 1o ba a part harac! from ths
data of filing of such documant. Any statemant contained harsin orin & documsant all or & portion of which is
incorporated or deemed 1o be incorporated by refarence harain shall ba deemed to ba modiied or superseded
for purposes of this Prospectus to the extent that a statement contalned heredn or In any other subsequantly
filed documant which also is or is deemed 1o be incorporated by reference hersin modifies or supersades such
statement:* Any stalement 20 modified or supersaded shall not be deemed, except as so modified or
suparseded, to constitute a part of this Prospectus.

Enron will provide without charga to each parson lo whom a copy of this Prospectus is deliverad, on the
requast of any such person, a copy of any or all of the foregoing documenits incorporatad harain by rafarance
othar than axhibits to such documents [untess such exhibits are specifically incorporated Dy reference into the
documents thal this Prospactus incorporates). Reguests should be directed to Secratary Division, Enron
Corp., at its principal executive offices, 1400 Smith Streat, Houston, Texas 77002 (teephone: 713-853-6161).

IN COMNECTION WITH THIS OFFERING, THE UNDERWRITERS MAY OVER-ALLOT OR EFFECT TRANS-
ACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE EXCHANGEABLE MOTES OR THE
EOG COMMOMN STOCK AT A LEVEL ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN
MARKET. SUCH TRAMSACTIONS MAY BE EFFECTED ON THE NEW YORK STOCK EXCHAMNGE, IN THE
OVER-THE-COUNTER MARKET OR OTHERWISE. SUCH STABILIZING, IF COMMENCED, MAY BE DISCON-
TINUED AT ANY TIME.
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PROSPECTUS SUMMARY

The folowdng /s a summary of cerlain information coafained i fhis FProspecius. i s mot
intended to be complgde and fs gualiied i its entirgly by the morg delaled informabion contained
glsewhare in this Prospecius, Capitalizad ferms wivch are nol dalfimed i this summary are used a5
dafingd alsawhera i this Prospacius.

Enron Corp.

Enron, grganized in 1930, is an integrated nateral ges company with headgquariars in Houston,
Texas, Essentialty all of Enron's oparations are conductad throwgh its subsidiaries and affiliates
which are prncipaily angaged in the gathering, transportation and wholesala marketing of natural
gas to markets throughout the Unitad States and internationally through approximately 44,000 miles
of natural gas pipalings: the axploration for and production of natural gas and crude o in the United
States apd internationally, the production, purchasa, transportabion and worldwide marksting of
natural gas liguids and refingd petroleum products; the independent [i.e., non-utility) developmant,
promation, construction and oparation of powar plants, natural gas liquids lacilities and pipalines in
iha United States and imtemationally; and the non-price regulated purchasing and marketing of
anargy related commetmiants,

Enron Oil & Gas Company
EOQG. together with its subsidiaries, is one of tha largest indapandant (non-integrated) ol and
gas companies in the United Statas in terms of domestic proved resarvas. It is angaged. diractly and
through its subsidiaries, in the exploration for, and the developmant, producton and markating of,
natural gas and crude oil primarily in major producing basins in the United Statas, as well as in
Cangda, Trinidad and India, and to a lesser axtant, selected other international areas.

The Exchangeable Motes Offering

Exchangeabla Moles Offered..... 10,000,000 Exchangeabls Notes.
Principal Amount . ... .. ......., §21.75 per Exchangeabile Note.
Stated Maturity ...... ......... December 13, 1998,
Interast RA®® ............cc0000. B3 per annum, or $.34 par Exchangeabls Mote per quar-

tar, payable quartarly in armears.
interest Payment Dates .. ...... Januunrﬂ‘l Ammuym and October 31, beginning

' January 31, 1896

Exchange at Maturdty ........... At Maturity, the principal amount of each Exchangeabla Note

will be mandatorily exchangad by Enron into a numbar of
shares of EOG Common Stock (or, at Enron's oplion, wiwch
may b axarcised with respect 1o all, but not less than all, of
the cutstanding Exchangaable Motes, cash with an equal
valus) at the Exchange Rate. The E:v:hutgu RAate is equal o,
subject to cerain adjustmants, (a) if the Maturity Price is
tar than or | to thes Threshold Appraciation Price,
B284 shares of EOG Common Siock par Exchangeabla
Mota, (b} H the Maturity Price is less than the Thrashaold
Apprecigtion Price but is greatar than the Initisl Price, a
fractional share of EOG Common Stock par Exchangeabls
Mofa 0 that tha valus thereof (determined at the Malurity
Prica) aquals the Initial Price and (c) il tha Maturity Price I3
lass than or aqual to tha Inital Price, one shara of EQG
Common Stock per Exchangeabls Note. The “Maluri
Prica” maans the a'ﬂar Closing Price par share of E
Common Stock for the Tradﬂg ys immediataly prior o
Maturity. Aceordingly. holders of the Exchangeabla Notes
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abde Motes - {.‘ranlral.'-'

Mo Redemption or Sinking Fund .. The Exchangeable Noles are ngt subject to rademption,
deleasancea oF any ginking fung Brior to Maturity.

Ramking,.... .. .. . . . . The Exchangeabla MNotes will be unsecured obligations of
Enron I'I!'Ill.ingg pari passu with all of its othar ur::-?:urm and
unsubordinatad indeblednass.

....................... The Exchangaable Notes will bear imarest at 64 DR @
num, a yiedd substantially in excess of the 0.6% anticipated
dividend yiald of EQG mon Stock based on the Inial
Price of $21.75 and the current Quarierly dividend Payabilg

JHHHMHWWM ity appreciation
lﬁnrmhvlnhvm“uﬂmmﬂumm becausg
Mamﬂmuuﬁwahnldnn!mm aable Noia
upon axchange at alurity will only excead 8 principgl
ummmm&manguﬁaﬂahhh.hmuﬂrrﬁm
“mlMThumunmPﬁm which represents
an appreciation of 21% over the Initis) ica). Moveovar,
mmmhhm-muummmﬁlnrﬂwawm

upon percants
aqual to the Initial Price divided ﬂlmﬂmdl@prnt?a?
tion Price) of any appreciation of value of EOG Common
Stock In excess of the Threshold Appreciation Price.
mMnlhEthﬁﬂmﬂlmmmm

respect
tima, il - 8% Enron shall have exchanged shares of EOG
Commaon lor Exchangeabls Notes at Maturity thareof
nndmianmnmmrmmmnw.fmﬂmnur-
Nnuhu:h:ightumauﬂqrumhnﬂw.

Use of Procesds ... ... .. .. . Tharntpmmnd:.udanﬂdmtuEnrm‘umuHm:s
and are axpacted mmummmna:hllng indettsdness

. and for general corporate purposes. See “Use of Pro.
ceads.”

BOG............c0onvvnen... Enron currently owns B0%% of Mumurﬂnq shares of EOG
Cammaon Stock, Assurning the Underwriters’ over-aliotment
options in this offering and the concumant Stock Offerings

Emﬂmmudﬂﬂmﬂmmﬂumwn-

[T . Enran would
iy b Em“ﬂ’ﬂ“ﬂﬁ“’m‘“ %-s of EQG

QWN Bpproxi
Emn mm "Relationship Between Enron and
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RISK FACTORS RELATING TO EXCHANGEABLE MOTES

As dascribed in more detadl below, tha trading price of the Exchangeable Motes may vary
consideralbly prior o Maturity dus to, among other things, fluciualions in the price of EQG Comman
Siock and other events thal are difficull 1o predict and bayond Enron’s control,

g-nmpmmn to Other Debt Securities; Relationship of Exchangeable Notes to EQOG Common
lock

The tarms of the Exchangeabla Notes differ from those of ordinary debt sacuritias in that the
amount that a holdar of the Exchangeable Notes will receive upon mandatory exchange at Maturity
is Nl Nixed, but i5 basad an the prica of the EOG Common Stock as spacified in the Exchanga Rate,
Thera can be no assurance that the amount received by such holder upon exchange at hMaturity
(whethes in slock or cash) will be equal to or greater than the principal amount of an Exchangeabla
Hote because the price of the EOG Gommaon Stock is subject to marke! fluctuations, and the valua of
the EOG Commaon Stock (or, at the option of Enron, the amount of cash) received by a holdaer af an
Exchangeable Noté upon exchange at Maturity, determined as described hersin, may be more or
less than the principal amount of the Exchangeable Mote. For example. if the Maturity Price of the
EQG Common Stock is less than the Initial Price, the amount recelved upon axchangs will ba lass
than the principal amount paid for the Exchangesbls Mots, In which case an invesimant in
Exchangaable Notes will result in a loss.

In eddition, the oppartunity for equity appreciation afforded by an investment in the Exchange-
abla Motas is kass than the opportunity for aguity appreciation afforded by an investmant in the EQG
Common Stock because the amount received by a holder of an Exchangeabls Note upon axchangs
at Maturity will only excead the principal amouwnt of such Exchangeable Note If tha Maturity Prica
gxceeds the Threshold Appreciation Price [which represents an appreciation of 21% over the Initial
Prica). Holdars of the Exchangaablas Notas will onty ba anfitled to receive wpon sxchange at Maturity
82.84% of any appreciation of the value of EOG Common Stock in excess of the Thrashold
Appraciation Price.

It is impossible o predict whethar the prica of EOG Common Stock will rise or fall. Trading
pricas of EOG Common Stock will ba influenced by EDG's operational results and by complax and
intarralaied political, economie, financial and other factars that can affect natural gas and crude oil
commuodity markets generally. See the prospectus relating to EOG and to EOG Common Siock
attached hersto as Appendix A and Included as part of this Prospectus.

In addition, in the evant Enron does not exaercise its option to deliver cash, holders of tha
Exchangaabla Motes will not be antitlad to any rights with respact io the BEOG Common Stock
tincluding, withaut limitation, woting rights and rights to recaive any dividands or othar disfributions In
respect tharaof) until such time as Enron shall have axchanged shares of EOG Common Stock far
Exchangaabde Motes at Maturity thereol and unless the applicable record date, if any, for the
exarcisa of such rights occurs after such exchange.

Tha Exchangeable Notes will ba unsecurad abligations of Enran ranking pan passu with all of
its other unsecurad and unsubordinated indebiadnass. The terms of the Exchangeabla Motes do not
Ermit the amount of Indebtedness which may be incurmed by Enron.

Dilution of EQG Common Stock

Tha amgunt that holdars of the Exchangeabie Nobtes ara antilled 1o receiva upon tha mandatony
exchange ‘at Maturity is subject to adjustment for certain events arising from stock splits and
combinations, stock dividends and certain other actions of EOG that modity its capital structure. Sea
“"Description of the Exchangeabla Matas - Dilution Adjustmants.” Tha amount o ba racaived by
holders of Exchangeable Noles upon mandatory exchange at Maturity may not be adjusted for other
events, such as offerings of EOG Common Stock for cash of in connection with acquisitions, that

5

00S00000000251



may advarsely affect tha price of the EOG Cornmon Stock and, because of the ralgtionshiz of such
amount to bé recaived upon exchanga fo the price of EOG Common Stock, such othar events may
adversaly alfect the trading price of the Exchangeable Notes. There can ba no assurance that EOG
will ot maka offerings of EOG Common Siock or take other action in the fuiure,

Fosaible INiquidity of the Secondary Markat

It i3 mot possibla to pradict how the Exchangeable Notes will trade in the secondary market or
whether such market will ba liquid or illiguid. Exchangeable Notes are novel securities and thare is
curranity no sacondary market for the Exchangeabla Noles. The Underwriters currently intand, but
aré not obsigated, to make a market in the Exchangeable Motes. There can be no assurance that &
socondary market will devalop or, if a secondary market doas devalop, that it will provide the holdars
of the Exchangeabée Moles with liquidity of mvestment or thal & will continue far the life of the
Exchangeabls Motes. g

The Exchangeable Motes have been approved for listing on the NYSE, subjact to official notice
of issuance. Howewer, there can be no assurance that the Exchangeable Motes will not later be
delisted or that trading in tha Exchangeabls Notes on the NYSE will not be suspended. If the
Exchangeable Notes are not listed or traded on any securities exchange or trading market, or |
trading of the Exchangeable Notes is suspanded, pricing information for the Exchangeable Motes
may be more difficult to obtain, and the liquidity of the Exchangeable Noles may be advarsely
affected.

Mo Obiigstion on the Part of EOG with Respect to the Exchangeable Notes

EOQG has no obligations with respact to the Exchangeabls Motes or amounts 1o be paid to
haolders tharsof, including any obligaton to take tha nasds of holders of the Exchangeable Motes
into consideration for any reason, EDG will not receive any of the proceeds of the offering of the
Exchangeable Notes made heraby and is not responsible for the determination of the timing of,
prices for or quantities of the Exchangeabde Notes to be issued or the determination or calculation of
the amount o be paid upon mandatory exchange at Maturity.

Tax Uncertainties

Thie Indanture (as dafined harein) requires that any holder subjact to U.S. federal mcome tax
include currantly in income, for LS. federal income tax purposes, payments denominated as
intarast that are made with raspact to the Exchangaabla Motes, in accordancs with such hobdar's
method of accounting, and tha amount of original issua discount ["0DID"), if any, atifbutabla o the
Exchangeabla Motes as it accrues. The Indenture also requires holders o treat the Exchangeable
Motes 85 a unit consisting of (i) &n axchangs note, which is a debt obligation with a fixed principal
amount unconditionally payable al Maturity equal to the principal amount of the Exchangeable
Motes, and () a forward purchase contract pursuant to which the holder agraas io usa the principal
_paymant due on tha Exchangeable Notes to purchase at Maturity the EOG Common Stock that the
- older is entibed to recalve al thal time (subject to Enron's right 1o deliver cash in lise of the EOG
Common Stock). It s contemplated thal, upon & hoider's sale or other disposition of the Exchange-
abla Motes prior to Maturity, the amount realized will be aliocated batween thess two componants of
tha Exchangeabla Motes on the basis of their then relative falr markel values. Because of an
absance of authority as to the proper characterization of tha Exchangesable Notas for Lax purposas,
thase tax charactarizations and results are uncartain. This uncertainty axkends to charactarization of
any gain of loss recognized with respect lo the Exchangeable Notes at Maturity as capital gein or
Iloss or ordinary incoma of koas and, in the event Enron delivers EDG Common Siock at Maturity, 8%
ta whathar any gain or loss can be deferred until a sale or disposition of such stock. As a result of
thase uncertainties, Enron has not received an opinion of counsel with respect to the specific fax
consaquances of owning or disposing of the Exchangeables Notes. See “Cerlain United States
Federal Income Tax Conslgdarations.,”
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ENRON CORP.

Enran. a Delaware corporation organized in 1930, is an integrated natural gas company with
headquarters In Houston, Texas. Essentially all of Enqon's operations are conducted through its
subsidiaries and affiliates which are principally angaged in the gathering, transportation and whole-
sale marketing of natural gas o markets throughout the United States and intarnationally through
approximately 44,000 miles of natural gas pipelines; the exploration for and development and
production of natural gas and crude oil in the United States and internationalty; the production,
purchase, transportation and workdwide marketing of natural gas liquids and refined petrolaum
products; the independent (i.e., non-utllity) developmaent, promotion, construction and operation of
powar plants, natural gas liguids facilities and pipelings in tha United States and mlarnationally; and
the non-price regulated purchasing &nd marketing of anergy related commitmeants.

ion and Cperafion. Enron's operations include the intarstate and intrastate \rans-
missiorl of natural gas, construction, management and operation of natural gas and natural gas
liguids pipelines. liguids plants, claan fual piants and power facilities, Envon and its subsidiaries
operate domestic inerstata pipelines extending from Texas to the Canadian border and across the
southern United States from Florida o California. Included in Enron’s domestic interstate naiural
ges pipeline cperations are Northarn Matural Gas Company (Mortharn'), Transweslern Pipefing
Company ("Transwestern”), and Florida Gas Transmission Company (“Florida Gas") (indirectly
50% ownad by Enron). and all such pipelines are subjact to the regulatory jurisdiction of the Fadaral
Enargy Regulatory Commission. Each pipaline serves cusiomers in a specific geographical area:
Horthern, the upper Midwast; Flonda Gas, the State of Florida: and Transwestern, principally the
California market. In addition, Enron holds a 13% interast in Northern Border Partnars, LP., which
owns a 7% intarest in the Northern Border Fipeline system. An Enron subsidiary operates the
Northern Border Fipaline systam, which transports gas from western Canada to defivery paints in
the midwestarn United States. Also, Enron has an approximate 15% interest in Enron Liquids
Pipefina, LP., which is engaged in pipeline transportation of natural gas liquids, refined petroleum
products and carbon dioxide, operates coal terminalling. gas processing and natural gas liquids
fractionation facilities, and is operated by a wholly owned subsidiary of Enron.

Domestic Gas and Power Services. Envon Capital & Trade Resources Corp. and Its alfiliated
companias ("ECT") purchase natural gas, natural gas Bquids and power through a variety of
contractual arrangements, including both short- and long-term contracts, the amrangement of pro-
duction payment and other financing transactions, and other contractual arrangements. ECT
markats these energy products to local distribution companies, aleciric ulilities, cogenerators, and
both commercial and industrial end-users. ECT also provides price risk management servicas in
connection with natural gas, gas liquids and power iransactions through both physical delivery and
financial arrangameants.

ECT offers a broad range of non-price reguiated natural gas merchant servicas by tailoring a
variety” of supply and marketing options 10 its customers’ specific needs. ECT's strategy IS to
provide predictabie pricing, reliable delivery and low cost capital to its customers, ECT provides
these services through a variety of instruments, including forward contracts, swap agreemants and
athar contractual commitmanits.

Cartain Enron subsidiaries are engaged domestcally in the sxtraction of natural gas liguids
{ethane, propane, normal butane, [sobutane and natural gasoline), which are typically extractad from
natural gas In liquid form under low temperature and high pressure conditions. Ethane, propana,
normal butane, isobutane and natural gasoline are used as feedstocks for petrochemical plants in
tha production of plastics, synthetic rubber and other products. Normal butane and natural gasoling
ara used by refinerias in the blending of molor gasoline. Isobutans is used in the alkylation process
1o enhiance the octane content of motor gasoling and is also used in the production of MTBE, which
is used 10 produce cleaner burning molor gasaoline. Propane is used as fuel for home heating and
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cooking, crop drying and Industrial facilities and as an engine fual for vehicles, and athane is used as
a leedstock for synthatic fuals production.

nternational Gas and Power Services. Erwon's intermational activitias prmcipafly invodva the
independent (non-utility) development, acquisition, promotion and operation of naturgl gas and
power proj@ects and the marketing of natural gas liquids. As |s the case in the United States, Enron's
emphasis & on businesses in which natural gas or its componants play a significant role, Develop-
maent projects are focused on power plants, gas processing and terminaling facilities, and gas
pipetinas, whila marketing activities center on fuels used by or transported through such facilities.
Enron's international activities include management of direct and indirect ownarship interasts in and
operation of power plants in England, Germany, Guatemala and the Philippines; a pipaling systam in
southern Argentina; retail gas and propane sales in the Caribbean basin: processing of natural gas
liquids at Teesside, England; and marketing of nalural gas liquids worldwide. Enron is aiso Involved
i power and pipeline projects in varying stages of development in Ching, the Dorminican Repubiic,
Colombia, Turkey, Bolivia, Brazil, Indonesia and alsewhare,

Enron Global Power & Pipefines LL.C.. a Delaware limited liability company (“EPP"), was
formed in November 1894 by Enron to own and manage Enron's operating powar pland and natural
gas pipaline busingss conductad outside the United Statas, Canada and Westarn Europe, and o
axpand such business through acquisitions. EPP's initial assets consist of interasts contributed by
Enron in two powar plants in the Philippines (with 226 megawatts of aggregate net genarating
capacity), 8 powar plant in Guatemala (with 110 megawatts of nat ganerating capacity) and a 6,548
kiloreter (4,080 mile) natural gas pipaline system in Argentina. The public offering of comman
shares of EPP was completed in Movember 13%4. Enron owns approximately 52% of the comman
shares of EPP. Enron formed EPP 1o attract public equity capstal to amerging market infrastructura
projects, to anable public investors 10 better eveluate and participate directly in the growih of
Enron's operating power plant and natural gas pipaiine activities in emarging markets and fo
genarate additional capital for Enron to relnvest in future development efforis and for other
corporals purposes.

Expleration and Production. Substantially all of Enron’s natural gas and crude oil exploration
and production operations are conducted by its subsidiary EOG. EOG is engaged In the axploration
for, and development. production and marketing of, natural gas and crude oil primarity in miajar
producing Dasins in the United Statas, as well as in Canada, Trinidad, indka and to a lassar extent,
selected other international areas. At Decamber 31, 1994, EOG had estimated nat provad natural
gas reserves of 1,910 billion cubic feel and astimated net proved crude oil, condensate and natural
gas liquids reserves of 37 million barreds, and at such date, approximately 70% of EDG's resarves
{on a natural gas equivalent basis) was located in the United States, 16% in Canada, 11% in Trinkdad
and 3% in India. A limited partnership in which ECT owns a 50% genseral partner interast has entared
inlo an agresment to acquire a controlling interest in Coda Energy, Ing. ("Coda™'). Coda is engaged
in ihe exploration for, and the development, production and marketing of, natural gas and crude ol
- primarily in North Texas and Oklahoma. Crude oil accounts for approximately B6% of Coda's proved
resarvas. At December 31, 1984, Coda reported estimated proved natural gas reserves of 35,808
million cubic feet ("MMcl™) and astimated proved crude oil, condensate and natural gas liquids
resarves of 39,207 thousand barrels ('MBbis"). Sea “Relationship Between Enron and EOG -
Conflicts of Interest.”

RECENT EVENTS

In connection with a Power Purchase Agresment dated December 8, 1993, as amended,
between Dabhol Power Company, Enron’'s B0%-owned subsidiary, and the Maharashira Stata
Electricity Board (the “MSEB"), Dabhol Power Company has been developing Phase | (approxi-
mately 95 megawatts) of a 2,015 megawatt eleciricity ganarating powaer plant south of Bombay.
State of Maharashira, India (the "'Project”). Financial closing occurred and Project construction
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began on March 1, 1985, After construction had begun, and following alactians to the Maharashira
Legisiative Assembly, a new coalition government took office in the State of Maharashtra. The naw
coaliton government appainted a review commitiee to study the Praject, and on August 3, 1998,
anngunced the State government's intention to tarminate the Project. Work on the Project was
ordered stopped by the MSEB, and construction caased on August 8, 1995, Enron belisves that
such actions wara in clear viplation of the caniract and in response to these actions, Dabhal Powar
Company is pursuing two coursas of action, First, sursuant to Dabhol Power Company’s remedies
in the agreaments with the State governmant, arbitration has commenced in London against the
State governmant 1or the actions it has taken to terminate the Project. Dabhol Power Company
seeks to recover all of i1s consiruction and other expenses, in addition o lost profits, Tha arbiration
tribunal hag been appointad and one arbitration hearing has occurred in London, Second, Dabhol
Powar Company has Doth orally and in writing comrmunicated to the Maharashira State government
its dasire to go forward with construction of the Project and its willingness to resolve any outstand-
ing Issuas, and discussions to rasolve outstanding issues have begun. Although the ouicome of
neither e arbitration nor the renegotiation process can be predicted with cerainty, based on
curranily availabla information, Enron believes that the ultimate outcome of the Projact will not have
& materially adverse effect on is financal position.

In March 1883, Enron antarad into long-tarm gas contracts with Phillips Pelroleum Company
United Kingdom Limited, British Gas Exploration and Production Limitad and Agip (L.K.) Limited to
purchase all of the future gas production from the J-Block field which is Iocated i the Morth Sea
offshore the United Kingdom (the "J-Block Contracts™). Such agreaments provide for Enron 1o lake
or pay for the gas at a fixed price (with possible ascalations throughout the contract period). Gas
paid for, but not taken, may be recovarad in later contract years. The J-Block Contracts provide for a
first defivery date of not later than Octobar 1, 1998. The contract price for such nalural gas is in
axcass of current spot market prices in tha United Kingdom. In Septeambar 1995, Enron announced
that, in accordance with its contractual rights, it had notified the J-Block sallers that Enron's
noménations for gas from the J-Block fisld ware astimated to be zero from the first delivery date
thraugh Saptamiber 30, 1997, In addition, in accordance with its contractual rights, Enron has made
no estimated nominations for J-Block gas to date undar the J-Block Contracts for the contract yaar
ending Seplember 30, 1998, Enron continues its good faith efforts o develop mutually benaficial
solutions regarding pricing lerms $0 that production from J-Block can begin as soon as possibile.
Enran balievas that there are many commercial reasons for the parties to resclve any contract
issues, but efforts have not been successful to date. Enron has advised the J-Block sallers that it
intands to assart all lagal rights, exercisa all available commercial flaxibility and pursue all available
commarcial and agal remedas under the J-Block Confracts, and stands ready and abile to parform
all legal cbligations undar the J-Block Contracts, including potential prepayments for gas to be taken
in later years. The long-term marke! demand for J-Block gas supply remains favorable and Enron
anticipatas baing abla 1o mast all of its vanious short- and long-tarm markat commitments, Although
No assurances can ba given, based upon the foregoing and ather information cuwrrantly available,
Enron doss not at this ime anticipate that tha J-Block Contracts will have a materially adversa effect
on Enron’s financial position.
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SELECTED FINANCIAL DATA OF ENRON

The financial information set forth balow has bean derived from the audited and unaudited
consolidated financial statemants of Enron, The information should be read In connection with, and
is qualified in its enfirely by reference to, Enron’s financial statements and notes thereto
incorporated by reference herein. See “Incorporation of Certain Documents by Raeferance.” The
interim data reflects all adjustments which, in the opinion of the management of Enrgn, are
necassary 1o presamt fairy such information for the intarim pariods. The results of oparations for tha
ning-month pariods are not necessarily indicative of the results expacted for a full year or any other
inferim pericd,

e
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1880 il THR 1903 1904 _i_lll 1555
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Othar ircome and deductions
mnnnmumm- &8 &5 112 T4 43
L T T 143 147 118 112 118

mmmmlnmmmm
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28 N | 34
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Totell ssaeds . ... ............ cevieneaoo. B 0848 $1007T0 0312 E10504  §11,968 #1309
Shorfgernm debt .. ... ... ... ... mm — — —_ - - —
Lang-bare debt including amounts racin
bty e e 7083 3108 2450 2681 2805 3425
Frafered pinch of subsidinry companmy ... ... ... .. — — — 214 ary 08
Minority Irisresl . ... e a7 1M 17a 198 290 38
Sharshokders’ equity . ... .......... TR 1,538 1801 2518 24823 2880 3,107
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CAPITALIZATION

The folicwing table sets forth the capitalization of Enron and it consclidated subsidianies as of
September 30, 1995, and as adjusted to give effect to the issuance on Dctober 11, 1995 of $100
millon aggregate principal amount of 6% Notes due 2007, and the issuance of the Exchangeable
Notes offered hareby ang, in each case, tha use of the procesds therefrom.

Actual As Adjusted
[in thousands) -
Shart-term deht
Motes payable . .. ... . L J— . J—
Currant maturities of lang-term debt. . | e —_ —_
Total shor-term dabt. .. ... ... ... ... ... ..., .. .. - —_—
Lang-terrn dakd
Enrags
Amount reclassified from short-term debt ... ... ... ........ 587,032 277 566
Motes due 1996-2023 B¥ee w0 10.75%) .. ... ... 0. 1,753,139 1,753,130
Exchangsable Notes due 1988 (8Us). .. ... ... ... ..., — 217,500
Motes due 2007 (B%%) .. ... ..ot i, — 100,000
Subsidiary companias:
Notes due 1998-2005 (4.52% to 3.2%) . .. oo oo rtnn s, 636,000 636,000
Notes dus 1998-1999 (floating retes) . .............. ....... 55,000 55,000
L 53,674 53,674
Enron:
Samior subordinated debenturas due 2005-2012 (8, 75%-8.25%) 350, 000 350,000
Unamortized debt discount and premium. ... ................. {3.541) (9,875)
Total long-term dabt .., .. .. e ieeaa, 3,425 204 3,433,004
Minorty INBrests . ............viiuuii e, 315,81 315,821
Preferred stock of subsidiary companies. . ......._.... baarsaaas 395,750 395,750
Sharaholders' equity o :
Convertible preferred stock .. ......... ... .............. 138,805 138,605
Common stock ... ... © 25,373 25373

Additional paid-in capital .. .......... .. .. ... e .. 1,792,544 1,792,544
Retained @amings .................0ocoi iiiniinion... 1,574,335 1,574,335
Cumulative foraign currency translation adjustmant ... ..., (145,570} {148,570)
Comman stock hald in treasury .

(B2.827) (62,827)
Other, including Flexible Equity Trust ..................... (210.969) {210,968)
Total shareholders’ equity. ........................... 3107481 3,107 499
Total capiaization .. ... ......................... $1.244,266  §7.252,068
—_—————— _ .-
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RELATIONSHIP BETWEEN ENRON AMD EOG
Ownership of Common Stock

Throwgh its ability to eect all directors of EOG, Enron has the abllity 1o control all mattars
relating to the management of EOG, including any determination with respact 1o acquisition or
disposition of EDG assaets, fulure issuance of Common Siock or othar securilies of ECHS and any
divigends payable on the Common Stock. Enron also has the abillity lo control EOG's axplaration,
daviopmant, acquisiton and operating expenditure plans. Tha sale by Enron of EQG Common
Stock pursuant fo the Stock Dferings will cause Emron's ownarship intarest In EQG 1o fall balow
B0% with the result that EOG will cease 1o be inchudad in the consolidated fedaral incoms tax return
filed by Enron. There is no agreament batwean Enron and EOG that would prevant Enron fram
acquiring additional shares of Commaon Stock of EOG,

Contractual Arrangements

EOQG anterad into a Services Agreament [the "Sarvices Agreament) with Enron eflective
Jatwary 1994, pursuant to which Enron provides various services, such as maintenance of certain
amployss banefit plans, provision of talecommunications and computer sarvices, leases of office
space and the provision of purchasing and operating services and certain other corporate staff and
support services. Such sarvices historically have baen supplied to EOG by Enron, and the Sarvices
Agreament provides for the further delivery of such services substantially identical in nature and
quality to those services pravigusly provided. EQOG has agreed 1o 8 fixed rele for the rental of office
space and to reimburse Enron for all other direct costs incurmed in renderng servicas to EQG under
tha coniract and to pay Enron for allocaled indirect costs intwred in rendering such services up to a
maximum of $6.7 milson for 1994, such cap o be Increased in subsaquant years for inflation and
cartain changas in EOG's allocation bases with any increase not to exceed 7.5% per year. Approi-
mately $6.6 milllon was paid under the Services Agreament by EQG to Enron in 1994, The Sarvices
Agreament B for an initial tarm of five years through Decsmbar 1998 and will continue thersafar
until terminated by either party.

In March 1995, in a serias of ransactions with Enron and an alffikate of Enron, EOG exchanged
all of its fuet supply and purchase contracts and ralated price swap agreaments associatad with the
Taxas City cogenaration plant (the “Cogen Contracis”) for certain natural gas price swap agree-
ments (the "Swap Agreements”) of equivalent value, As a result of the transactions, EOG has boen
reliewad of all parformance cbligations associated with tha Cogan Contracts. EQOG will realize net
operating revenuas and recalve corresponding cash payments of approximately $31 milllon during
the period extending through December 31, 1988 under the terms of the Swap Agreements. The
estimated fair valua of the Swap Agreamants was approximataly $81 million at the dete the Swap
Agreements wera recaived. The net of this series of transactions will resull in increases In net
operating revenuss and cash receipts for EQG during 1995 and 1888 of approximately $13 million
and 37 million, respactively, with offsatting decreases in 1338 and 1899 warsus that anficipated
under the Cogen Contracts,

EQG has bean includad in tha consolidated federal Income tax return filed by Enron as the
common parent for tsed and its subsidiaries and afflisted companies, excluding any foreign
subsidiaries. Conslstent therewith and pursuant to 8 Tax Allocation batwean EOG,
EOG's subsidiaries and Enron, aither Enron has paid to EOG and aach & ary &n amount egual
o the tax banafit realized in the Enfon consolldated federal income tax returmn resulting from the
utiization of EQOG's or the subsidiary's net operating losses andior tax credils, or EDOG and sach
subsidiary has paid 1o Enron an amount egual 1o the federal income tax computed on its separate
taxable income less tha tax banefits associated with any net operating losses andior tax credits
genarated by EOG or the subsidiary which wera utilized in the Enron consolidated return. Enron has
paid EQG and sach subsidiary lor the lax benafits associated with their net operating losses and lax
cradits utilized in tha Enron consolidated return, provided that a tax banefit was roalized axcapt as
discussed below, even If such benefits could not have been usad by EOQG or the subsidiary on a
saparately filed tax raturn, EOG enterad into an agreamant with Enron providing for EOG to be paid
for all realizable benefits associated with tight gas sand fedaral incoms tax cradits concurrant with
tax reporting and sattlament for the periods in which they were generated. The Tax Allocation
Agreament applies to EOG and each of its subsidiaries for all years in which EOG or any of its
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subsudiarias are of wera ingluded in the Enron consolidated return. To the extent a state or othar
taxing purisdiction requires or permits a consolidatad, combinad, or unitary tax raturn to be filed and
such raturn ncludes EOG or any of its subsidiaries, the principles expressed with respaci to
consolidated federal income tax allocation shall apply. The Tax Allocation Agraamant will ceass to
ba effective from tha tima at which decensolidation eccurs. EOG and Enron have anterad into a new
lax agreement pursuant to which, among other things, Enron has agreed (in exchange for tha
paymant af $8.0 millien by EOG) to be Nable for, and to indemnify S0G against, all federal income
laxes and state taxes measured by net incomae imposed on EOG for pariods through the date Enron
reduces its ownership in EQG to less than B0%. Enron and EOG do not hahave that the cessation of
consolidated tax reporting and affectivensss of the Tax Allocation Agraement concurrantly with
deconsolidation or the terms of the new fax agresament will have a material adverse effect on the
financial condition or results of aparations of either Enron or EOG,

Conflicts of Interest

Tha _pature of the respective businesses of EOG and Envon and it affiliates is such as to
patanti give rise to conflicts of interest between the two companies. Conflicts could arise, for
axampla, with raspact to transactions invalving purchases, sales and ransportation of natural gas
and other business dealings between EQG and Enron and its affikates, potential acquisitions of
businesses or ol and gas propertes, the issuance ol additional shares of voting securities, the
elaction of directors or the payment of dividends by EOG.

Circumstances may also arise that would cayse Enron 1o engage in the exploration far and/or
cevalopment and production of natural gas and crude oil in compeatition with EDG. For axampla,
opportunitias might arisa which would require financial resources greater than those avaiable o
EQG, which are located in araas or countrles in which EQG does not intand to operate or which
involva properties that EOG would ba unwilling to acquirs. Also, Enron might acquira a compating odl
and gas business as part of a larger acquisition. In addition, as part of Enron's strategy of SacUring
supplies of natural gas or capital, Enron may from time to time acquire producing properties or
intarasts in entities owning producing proparties, and thereafter engage in exploration, developmant
and production activities with respact to such properties or indirectly engage in such activities
through such companies. Enron subsidiarias provide or arrange financing, including debt or squity
financing, for exploration and production companies that compete with EOG. In conneclion with
such activities, Enron affiiales may make investmants in the debt or aquity of such companies.
Thera are cumrently no such transactions under consideration thal would result in voting conirol by
Enron of any of its affiiates, other than the transaction described in the next paragraph. In its
financing activities Enron or any antity in which it has an interest may also make loans sacured by oil
#nd gas properties or securities of oil and gas companies, may acquire production payments or may
raceive interests in oil and gas properties as equity components of landing transactions. As a resull
of its landing activities, Enron may also acquire oil and gas properties or companies upon forackos-
ure of secured loans or as part of a borrower’s rearrangament of its obligations. Such acquisition,
exploration, devalopmant and production activities may directly or indirecily compete with EOG's
business, There can be no assurance that Enron will not engage, directly or indivectly through
antities other than EOG, in the natural gas and crude ol exploration, developmant and production
business in compatition with EOG.

Joint Energy Development Investments Limited Partnership ("JEDI"), a limitad partnership in
which ECT owns a 50% general partner interest, has entered inky an agreement to acquire &
comrolfing interest in Code. Coda s angaged in the exploration for, and the developmant, prodiss-
tion and marketing ol, natural gas and crude ofl primarily in North Texas and Oklahoma. Crude od
accounts for approximately 86% of Coda’s proved reserves. Al December 31, 1994, Coda reporiad
estmated proved natural gas reserves of 39,808 MMcl and estimated proved crude oll, condensates
and natural gas liquids reserves of 39,207 MBbis, Enron anticipaies that the transaction will be
consummated in sarly 1986, subject io Coda stockholder approval and othar conditions, Conaflicts
may arise between Coda and EOG, and if the acquisition of Coda occurs Enron will be required 1o
resciva such conflicts inm a mannar that i consistant with its Sduciary and contraciual duties 1o othar
invastors in Coda and JEDI and its fiduciary duties to EOG. ECT has emered inlo an agresmaent with
JEDI and other investors in Coda designaed to minimiza cartain conflicts of interest that may arisa
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and providing, amang other things, that EOG has ne obligation to offer any business Opoonunites o

EOG and Enron and its affiliates have in the past entered into significant intarcompany ransae.
tions and agreements incident to their respactive businessas, and EDG and Enron and its affiliates
may be expacied 10 @nler into material transactions and agreements from time o fime in tha futura,
Such transactions and agreemants have related to, among other things, the purchase and sabka of
natural gas and crude o, the financing of exploration and developmant afforts by EOG, and the
provision af cértain corporate sarvices. Enron believes that its axisting transactions and agreaments
with EOG have baen at least as favorable to Enron as could be obtained from third parties, and
Enron intends that the terms of any luture transactions and agreements between Enron and EQG
and ite atfiliates will be at least as favorable o Encon as could be obtained from third pariss.

USE OF PROCEEDS

Thesnet proceeds from the sale of the Exchangeabls Notes will be added to Enron's general
funds and are expectsd to be used 1o retire existing indebledness and for ganeral corporate
purposes. At December 6, 1995 the weighted average Interast rate on such indebtedness was
approximately 8.0%.

RATIO OF ENRON'S EARNINGS TO FIXED CHARGES

Year Ended December 31, N oo
1880 W 1l 13 18 September, 1995
Ratio of Earmings o Fixed
B uuvvnmarrasassnany 1.58 1.88 1.74 1.88 2.40 287

The ratic of sarmings to fixed charges is based on continuing operations. “Eamings  reprasant
the aggregate of (a) the pre-tax Income of Enron and its majority owned subsidiaries, (b) Enron's
share of pre-tax income of its 50% owned companies, (&) any ingome actually recaivad from lass
than 50% owned companies, and (d) fixed charges. net of interest capitalized. “Fixed Chargas™
reprasent intarest (whether expensed or capitalized). amortization of debt disoount and expansa
and mmmmmmmunmmuﬁunrmmﬁm.

PRICE RANGE OF EOG COMMON STOCK AND CASH DIVIDENDS
The following table sats forth, for the pertods indicated, the high and low sale prices per shara
for the EOG Common Stock, as raportad on the New York Stock Exchange Compaosite Tape, and
this amount of cash dividends paid per share. The 1993 and First and Second Quarter 18684 sglas
pﬂmmmmmMmmhummmmmwmhm:mmnm
May 31, 19084,

I!:"".i Cath
1893 Low — Dimidind
Firtt MBI - . o v vcuvrmnmrrnmancccssinmnnsomsasssssnarnes $20.11 51338 $.03
Bacond CUBMBE . . . .ovvnnrrecsinarrnsnssssanas co.. X250 17.HB A3
Third Quarkar. ... .. c-ccccvinnnan 2681 19.88 A3
Fpurth Quaner............... 2ro0  1T.06 03
g4
iFst Chudmer ... ......... 75 $16 503
E!F:L'Iid - ‘ﬁ.m 22.38 .03
Third Ouartér. .. .....ccoiuens 23.00 18,50 Jed
Fourth Quarter. . ......... 2276 1738 03
1885
. 1<% $17.12 503
Enmr ........................................ H.gg 20.25 ik
T I T T e LR R 2538 20.00 03
Fourth Quarter (through Decambar 7, 1885) ...........c00ee 2275 1875

The last raportad sale price of tha EOG Common Stock on Decambar 7, 1995 as réponad an
the New York Stock Exchange Composite Tape was $22.
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As of November 1, 1995, there were approwimately 270 record holders of EOG's Commgn
Stock. including ind-vidual participants in security posilion listimgs. There are an estimatad 5,100
beneficial owners of EQG's Common Stock, including shares hald in sirest name.

Following the Initial public offering and sale of its Comman Stock in October 1989, EOG paid
quarterly aividends of $0.025 per share beginnmg with an initial dividend paid in Jamuary 1990 with
respadt to e fourth quarter of 1988, Beginning in January 1993 with respect to the fourth quarter of
1592, EOG has pald quarterly dividends of $0.03 per share. Tha detarmination of the amount of
fulure cash doidends, il any, to be declared and pasd will depend upon, among other things, the
financial condition, funds from operations, level of exploration and devalopmant axpenditure oppor-
tunities and future business prospacts of EOCG,

Enrgn makes no représentation as to the amount of dividends, If any, that EOG will pay in tha
future. In any vent, holders of the Exchangeabie Notes will not be entited to receive any dividends
that r?j be payable on the EOG Common Stoek wntil such time as Enron, if it so alacts, delivars
EOG Commaon Stock 8t Maturity of the Exchangeable Notes and the record date for such divadand
eceurs after such exchange. See 'Description of the Exchangeable Notes.”

DESCRIPTION OF THE EXCHANGEABLE NOTES

The Exchangeabls Maotes are one series of debt securities to be issued urdar an Indenture
dated as of Movenber 1, 1985, between Enron and Harris Trust and Savings Bank, as trustea_ as
Supplamantad by a First Supplemaental Indenture dated as of December 1, 1985, between Enron and
Harria Trust and Savings Bank, as trustee (the “Trustes") (the Indenture dated as of November 1.
1985, as supplemeniad from time o time, the “Indanture”). All relerences herain to “Indenture
Securities™ shall refer to debt securities rssued under the Indenture. The following surmmary of
canain provisions of the Indenture does not purport to be complete and is qualified in its antiraty by
refarance 1o the Indenture, a copy of which is filmd as an exhibit to the Ragistration Statemant of
which this Prospectus is a part. Al capitalized terms have the meanings spacified in the Indanturs,

Ganaral

The aggregate number of Exchangeable Notes to be issusd will be 10,000,000, plus such
additional number of Exchangeabla Notes as may be issued pursuant 1o the over-alotmant cotion
grantad by Enron to the Underwriters (see "Underwriting”). The Stated Maturity of the Exchange-
able Notes is December 13, 1998, The Indenture does not limit the amount of Indenture Securities
which may be issued thersundar. The Exchangeabls Motes will ba unsacured and will rank on a
parity with all ather unsecured and unsuberdinated indebtedness of Enron. The right of Enron, and
hence tha right of creditors of Enron {including the holders of the Exchangeable Motes), to partici-
pata in any distribution of asssts of any subsidiary of Enron upon its Bquidation or reorganization will
b subject to the prior claims of creditors of such subsidiary, except to the extant that the claims of
Enron ftsalf as a creditor of such subsidiary may be recognized.

Each Exchangeable Mote, which will be issued with a principal amouwnt of $21.75, will bear
interest at the rate of 64W% of the principal amount per annum (or $1.36 per annum} from
Decambar 13, 1995, or from the most recant Intaras)] Faymant Date (as defined below) to which
interest has been paid or provided for until the principal amount thereof is sxchanged at Maturity
pursuant 1o the terms of the Exchangeable Motes. Interast on the Exchangaabla Motes will ba
payable quarterly in arrears on January 31, Aprl 30, July 3. and October 31, COMIMansing
January 31, 1898, (each, an “Interest Paymant Dats™), o the parsons in whose names the
Exchangeable Motes are registerad at the close of businass on the January 15, April 15, July 15, and
October 15 immediately preceding such Interest Payment Date: provided that interast payable at
Maturity is payable to the person to whom tha principal is payabia. Interest on the Exchangeabla
Moles will be computed on the basis of a 360-day year of twelve J0-day monihs, Il an Interast
Fayment Date falis on & day that is not a Business Day {as defined balow] the intarast payment to ba
made on such Intarest Payment Date will be made on the next succeeding Business Day with the
same force and affect as if made on such Interast Payment Date, and no additional intarast wil
actrug as a result of such dalayed paymeant,
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At Maturity, the principal amount of aach Exchangeable Note will ba mandatarily exchanged by
Enron into a number of shares of EOG Common Stock at the Exchange Rate (as definad balow) or,
&l Enron’s option with respect 1o all. but not less than all, of the Exchangeabls Notes, cash with an
equal value. Accordingly, Holdars of tha Exchangaabbes Natas will not nacassarily racaive an amount
equal to the principal amount thereof. The “Exchangs Rata” is equal o, subject to adjustmant as a
result of cartgin dilution events [see " Dikuion Adjustmants” below), (a) if the Maturity Price (as
defined below) of EOG Commen Stock is greater than or equal to $26.32 per shara of EOG Comman
Stock (the “Threshold Appreciation Price™'), 5264 shares of EOG Comman Stack per Exchangeabla
Mote, (b) if tha Maturity Price i less than the Threshald Appraciation Price but is graater than tha
Initial Price, a fractional share of EQG Common Stock par Exchangeabla Mote so that the valye
thareo! (detarmined at the Maturity Price) is equal to the Initial Price and {c) if the Maturity Prica |s
less than or equal 1o the Initial Price, one share of EOG Comman Stock per Exchangaable Mote, Mo
fractional shares of EOG Common Stock will be Issued at Maturity as provided undar *Fractional

ares” below. Nolwithstanding the foregoing, Enron may, at its option, deliver cash at Maturity in
lieu of delivering shares of EOG Common Stock, in an amount squal to the valee of such numbar of
shares of EOG Common Stock at the Maturity Price. Such option, if exercisad. musi ba awercisad
with respect to all of the ouistanding Exchangeable Notes. If Enron lects 1o deliver cash in liey of

shares of EOG Commen Stock, Holders of the Exchangeabls Notes will be rasponsile for the
payrnent of any and all brokerage costs upon the Holder's subsequent sale of such stock,

The *'Maturity Price” is delined as the average Closing Price par share of EQOG Common Siock
for the 20 Trading Days immediately prior to (but not including) Malurity. The " Closing Prica” of any
sacurity on wumnldaummnﬂmmmm:mmpﬂh{mimdﬂdmmﬂs reporied,
the last reporied sale price) of such sacurity on the NYSE on such date or, if such security is not
listed for trading on the NYSE on any such date, as reported in the compagite fFansactions lor the
pdrh:lpllLﬁmsllmmuﬁiumﬂmmmm"wmumﬂm.wmmhwwn
net 50 listed on a United States national or reglonal securitias axchange, as reportad by tha National
Association of Securities Daalers, Inc, Automated Quotation System, or, if such sacurity is not so
raported, the kst quoled bid price for such security in the over-the-counter market as reported by
the National Quotation Bureau or similar organization, or, if such bid price i not available, the
markal UIMNMIMMMMHHHMMWHWWIWWI
imlmmﬂmmmmWWEﬁm.A"Tuﬁnguu-,-"hdullnﬂna
Business Day on which the security the Closing Frice' of which Is being detarmined (A) s not
suspanded from trading on any national or regional securities exchange or Bssociation ar ovar-iha-
coustar market at the close of business and (B) has traded at least once on the national or regional
s@curities exchange or association or over-the-countar market that is the primary market for the
trading of such security. “Business Day"” means any day that is not & Saturday or Sunday or & day
_unwﬁmm-WEEmmmmamwmmmmmmﬂmmeBm authorized
* or chligated by law or exscutive order to close.

The Indenture pursuant to which the Exchangeable Notes are issusd contains a covenant by
Enron o the effect that should Enron exercise its option to pay all outstanding Exchangaable Notas
in cash, such cash must be provided by the proceads from & sale by Enron of its comman stock,
Such sale of common stock by Enron must have occurrad not more than 540 days prior 1o the natice
by Enron to Holders of Exchangeable Moies of its election to deliver cash in lieu of EOG Common
Slock,
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For illustrative purposes anly, the following char shows the numbaer of shares of EOG Common
Stock or the amount of caeh that a Holder of Exchangeabls Notes woubd receive for each
Exchangeable Note at various Maturity Prices, The table assumas that there will ba no adjustments
o the Exchange Rate describad under "~ Dilution Adjustmeants™ bebow. Thers can be no assurance
that the Maturity Price will be within the range set forth below. Givan the Initial Price of 521,75 par
Exchangeabla Note and the Thrashold Appreciation Price of §26.32, a Holder of an Exchangaabila
Mote would racaive at Maturity tha fallowing number of shares of EQG Common Stock or amount of
cash (it Enron elects to pay the Exchangeabls Moiss in cash);

inkurity Prica Mambar of

ol ECQ Shames of EOG
Camman Stock Common Stock ) m el Cawh
520.00 1.0000 82000
21.75 1.0000 21.75
e 24.00 0.9063 21.75
26.32 08264 21.75
28.00 0.8264 : 23.14

Intarest on the Exchangeable Notes will be payable, and dalivery of EOG Common Stock (or, at
the option of Enron, its cash equivalent) in exchangse for the Exchangeabla Notes at Maturity will ba
made upon surrender of such Exchangeabile Motes, at the office or agency of Enron maintainad for
such purposas, which will initially be the principal corporate trust office of the Trustes, currenthy 311
Wast Monroe, 12th Floor, Chicago, llinols 80609 or &t the Trustea's office maintained for such
purposa in New York, Naw York, provided that paymant of interest may be made at the option of
Enran by check mailed to the parsona in whose namas the Exnl‘ﬂmrdum are registered at
thie closa of business on each January 15, April 15, July 15, and 15.

Tha Exchangeabla Notes will ba transferable on the books of Enron at sny time and from time to
tirma. No service charge will be mada 1o the HbmrManymmrrmﬂu'mmlm any tax or
governmantal charge incidental thereto.

The Indanture does not contain any restriction on the ab#ity of Enron to sell, pladge or
otharwise convey all or any portion of the EOG Comman Stock hald by it, and no such sharas of
EOG Common Siock will be pladged or otherwise held in escrow for use at Maturity of the
Exchangeabla Notes. Consaquently, in the event of a bankruptcy, Inschwancy or Bquidation of Enron,
the EDG Common Slock, it any, owned by Enron will be subject to the claims of the creditors of
Enron. in addition, as described hensin, Enron will have the oplion, exercisable in s sole discration,
o satisfy s obligations pursuant 1o the mnﬂtnr'f axchangs for the principal amount of each
Exchangeable Mote at Matur I&tgdﬂu o Holders of the Exchangeable Notes sither tha
spacifiad number of shares of mmmmmmlwhmuutm
number of shares at the Maturity Price. in the event that Enron does sell, pledge or convay all or &
pmmndﬂuEﬂEGmnnmS‘h:d:hﬂdhyh Enron may be more [lely to dellver cash in lisu of EOG
Commaon Stock, As a resull, there can be no assurance that Enron will elect at Maturlty to deliver
EQG Common Stock or, i it so elects, that it will use all or a portion of s current holdings of EQG
Comman Stock to make such dalivary. Holdars of the Exchangaabla Motas will not be antited to any
rights with respect to the EOG Common Stock {including without limitation voting rights and rights 1o
racaive any dividends or other distributions in respact thereof) until such time, if any, &% Enron shall
have delivered shares of EOG Common Stock to holders of the Exchangeabls Notas at Maturity
thersaf and the applicable record date, if any, for the exarcise of such rights occurs after such dale.

Dilution Adjustments

The Exchange Rale |5 subject to adjusiment if EQG shall Hl pay a siock dividend or make a
distribution with réspect to EOG Commaon Stock in shares of such stock, (H) subdivide or split tha
outstanding shares of EOG Common Stock, (i) combine the outstanding shares of EOG Common
Stock inte & srmaller number of shares, (v) issue by reclassificaton of shares of EDOG Common
Stock any shares of common stock of EOQG, (v) issue rights or warrants to all holders of EQG
Commaon Stock entitling them fo subscribe for or purchase shares of EDG Common Siock at a price
per shara less than the market price of the EQG Comman Stock (othar than rights to purchase EOG
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Common Steck pursuant to a plan for the reinvestment of dividends ar intarest); of {vi) pay a
dividand or make a distribution to all holdars of EQOG Common Stock of avidances of indabtednass
or othar assels (sxcluding any dividends or distributions refarred to in clauss (i above or any cash
dividends other than any Extraordinary Cash Dividends {as definad Bedow) or issua to all holdars of
EQG Comman Stock rights or warrants to subscribe for or purchase any of its securities (other than
those refared lo in clause (v) above). In the case of the evants refarred 1o In clauses iy, (). (Hi) and
{iv] above, tha Exchange Rate in effect immaediately prior to such avent shall ba Bdusted so that the
holder of any Exchangeable Note shall thereafter be entitled 1o receive, upon mandatory axchange
of the principal amount of the Exchangeable Note at Maturity, the number of shares of EOG
Cammon Stock that such holder would have cwnad o bBaen antithed to recalve immadiataly tallawing
any evant described above had such Exchangeabie Note been exchanged immediately prior to such
event on any record date with respect thereto. In the case of the evert refarred to In clausa
{v) above, the Exchange Rate shall be adjusted by multiplying the Exchangs Rate in alfect immedi.
ajaly prior to the date of Issuance of the rights or warrants referred to in dause (v] above, by a
fraction, the numerator of which shall be the number of shares of EOG Comman Stock oULStERdNG
on the date of issuance of such rights or warrants, immediately prior to such issuance, plus tha
number of additional shares of EOG Common Stock offerad for subscription or purchase pursuant
1o such rights or warrants, and the denominator of which shall be the number of shares of EQG
Common Slock cutstanding on the date of issuance of such rights or warranis, immediately prior o
such issuance, plus the number of additional shares of EOG Common Stock that the aggregate
offering price of the total number of shares of EQG Common Stock so offerad for subrscription or
purchase pursuant to such rights or warrants would purchase at the market price [detarrmirngd 4%
avarage Closing Price per share of EOG Common Stock for the 20 Trading Days immedialely prior
to the date such rights or warrants are issuad), which shall be determined by multiplying such total
number of shares by the axercise price of such rights or warrants and dividing the product so
cbtained by such markat price. To the extent that shares of EOG Common Stock are not delivered
gfter the expiration of such rights or warranis, the Exchange Rate shall be readjusted to the
Exchange Rate which would then be in effect had such adjustments for the issuanca of such rights
or warrants been made upon the basis of delivery of only the number of shares of EOG Comman
Stock actually deliverad. in the case of the event referred 1o In clause (vi) above, the Exchange Rate
shall be adjusted by multiplying the Exchange Rate in affact on the record date by a fraction, the
numerator of which shall be the market price per share of the EQG Common Stock on the record
date for the determination of stockholders entitled 1o receive the dividend or distribution referred to
in clause (vi} above (such market prica being detarmined as the average Closing Price per share of
EQOG Common Stock for the 20 Trading Days immediately prior to such record date). and the
danominator of which shall ba such market price per shara of EOG Common Stock lass the fair
market value (as detarmined by the Board of Directors of Enron, whosa determination shall be
conclusive, and described in a resclution adopted with respect thereto) as of such record date of the
portion of the assels o evidencas of indebledness so distributed or of such subscription rights or
warrants applicable to one share of EOG Common Stock. An "Extraordinary Cash Dividend
means, with respact 1o any 365-day period, all cash dividends on the EOG Common Stock during
such period 1o the extent such dividends exceed on a per share basis 10% of the average Closing
Frica of the EOG Common Stock over such period (less any such dividends for which a priar
adjustmant to the Exchange Rate was praviously made). All adjustments to the Exchange Fate will
be calculated to the nearest 1/10,000th of a share of EOG Common Stock {or if thera is not & nearast
1710,000th of a share to the next lower 1/10,000th of a share). No adjustmant in the Exchange Rate
shall be required unless such adjustmant would require an increase or decreasa of al keast ona
parcent tharein; provided, howsver, that any adjustmants which by reason of the foregoing are not
requirgd to ba made shall be carried forward and taken into account In any subsaquent adjustment.

In the event of (i) any consoldation or marger of EQG, or any surviving entity or subsaqueant
surviving entity of EOG (an “EQG Successor”), with or imto another entity (other than a marger or
consolidation in which EOG is the continuing corporation and in which the EOG Common Stock

outstanding immediately prior o the merger or consclidation ks not exchanged for cash, Securitins or
othar property of EOG or another Person), (i) any sale, transfer, kease or conveyanca to another
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Farson of the proparty of EQOG or any EOG Successor as an enliraty or substantiaily as an entiraty,
(ill) any statutory exchange of securities of EOG, or any EOG Successor with another Person (other
than in connection with a merger or acquisition); or (ivj any liquidation, dissolution or winding up of
EQG of any EOG Successor {any such evant baing a “Aecrganization Event'), the Exchange Fate
used o daterminge the amount payable upon exchange at Maturity for sach Exchangeable MNote will
be adjusied to provide that sach Holder of Exchangaable Motes will recaive at Maturity cash in an
amount gqual 1o (a) if the Transaction Value (as defined below) is greatar than or equal 1o the
Threshold Appreciation Price, 82684 multiplied by tha Transaction Velue, (b} if the Transaction Valua
15 less than the Threshold Appreciation Price but grealer than the initial Price, the Indtial Price and
(c it the Transaction Value is less than or #qual to the Initial Price, the Transaction Valus,
“Transaction Value"” means (i) for any cash recabved in any such Reorganization Event, the amaount
of gash recelved per share of EOG Common Stock, (i) for any proparty othar than cash or sacurities
recedved in any such Reorganization Event, an amouni equal to the market value at Maturity of such
propariy received per share of EOG Common Stock as datermined by a nationally recognized
ndapendant investment banking firm retained for this purpase by Enron and (I§) for any securities
received in any such Reorganization Event, an amount aqual to the average Closing Price per shara
of such securities for the 20 Trading Days immediataly prior o Maturity multiplied by the numbaer of
such securities received for each share of EOG Common Stock,

Motwithstanding the foregoing, in lieu of dedlvering cash as provided above, Enron may at its
option daliver an aquivalent valua of securities or othar property received in such Aeorganization
Event, determined in accordance with clause [ii) or (iil) above, as applicable. If Enron elects to dalivar
sacurities or other property, holders of the Exchangeabie Notes will ba responsible for the paymant
of any and all brokerage and othar trangaction costs upon the sale of such securibes or other
prﬂpﬂftjr.ﬂﬂkhdll'ﬂﬂﬂmlﬂmrﬂhlmwﬁﬂlﬂﬂ&muﬂﬂﬂlhﬂﬂﬂﬂuhﬂb
able after consummation of such Iransaction shall be subject to adjustmant as described in the
immediately preceding paragraph following the date of consummation of such transaction.

Enran is raquired, within tan Business Days following the ocourrence of an avent that requires
an adustmant to the Exchange Rate (or if Envon is not aware of such oecurrence, as soon as
practicable after bacoming so aware), to provide written notice to the Trustes for distribution to all
HnlﬂwuﬂfEmMngaumuMHnTﬂmmufiu:ﬂmdeMHrm-h
celail satting forth the method by which the adjustmant 1o the Exchange Rate was determined and
sefling forth the revised Exchange Rate.

Fractional Shares

No fractional shares of EOG Common Stock will be issusd if Enren exchanges the Exchange-
able Notes for shares of EOG Common Siock. If more than one Exchangeable Mote shadl be
surrn-rdm-udMrﬂmmmmmwm-mmﬂdmmnmmummmﬁ
Commaon Stock which shall ba delivered upon exchange shall be computed on the basis of the
aggregate number of Exchangeable Notes so surrenderad at Maturity. In leu of any fractional shara
otherwise issuable in respect of all Exchangeabls Notes of any Holder which are exchanged at
Mah:riw.mMrmlihuﬁmmmmmnlhmmmﬂmwmnfsm
fractional share at tha Maturity Prica.

Redemption and Defeasance
The Exchangeable Notes are not subject to redemption or defeasance prior to Maturity and do
nat contain any sinking fund or other mandatory redamption provisiona.

Limitetions on Mortgages and Lisns
Thair-ddmurl-prmmﬂMmmuwnltmmmusmuﬁmmmunm
Indantura (including the Exchangeabls Motes) are outstanding, Enron will not, and will not parmit any
Subsidiary (as defined in the Indenture and herein) to, pledge, martgage or hypothecats, or permit 1o
ewist, axcept in favor of Enron or any Subsidiary, any mortgage, pladga or other lian upon, any
Principal Property (as defined in the Indenture and herein) at any time cwned by it, 10 secure any
indettedness (as definad in the Indentura). uniess effectiva provision is made whareby outstanding
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Indenture Securities (including the Exchangeabls Notes) will b aqually and ratably securad with any
and all such indabtedness and with any other indebtedness simiarly antitied to be equally and
ratably secured. This resiriction doss not apply lo prevent the creation of existénce of:
{a) morigages, pladges. liens ar sncumbrances on any proparty held or used by Enron of a
Subsidiary in connection with the exploration for, development of or production of, oil, gas, natural
gas (including liguefied gas and storage gas), other hydrocarbons, helium, coal, metals, minarals,
steamn, imber, geothermal or other natural rasourcas of synthetic fuels, such properties to include,
But nat be limited to, Enron's or a Subsidiary's intarest in any mimvaral fee interests, oi. gas or other
minaral leases, royalty, overriding royaity or nst profits interests, production payments and other
simitar intarasts, wellhead production equipment, tanks, fisld gathering lines, leasehold or field
geparation and processing faciities, compresskon facilities and other smilar personal propary and
fixturas; {p) morigages, pledges, liens or ancumbrances on-oll, gas, natural gas (incleding liquefied
gas and'storage gas), other nydrocarbons, helium, coal, metals, minerals, steam, timbar, geathermal
ar other natural resources or synihetic fusls produced or recoverad from any property, an interast in
which is cwnad or leasad by Enron or 8 Subsidiary; (<) mortgages, pledges, liens of encumbrances
{or certain extensions, reneéwals or refundings thereof) upon any property acquired before or after
she data of the Indenture, created at the time of acquisition o within one yaar thereafter to secure all
ar a portion of the purchase price tharsof, or existing thereon at the dale of acquisition, whether or
not assumed by Enron of a Subsidiary, provided that avery such morigage, pladge, lian oF ancum-
brance applies only to the property 50 acquired and fixed mprovemants thareon; {d} marigages,
plecges, liBns or sNCUMbIAnces Upon any property acquired befora or after the data of the Indanture
by any corporation that is or becomes a Subsidiary after the date of the Indenturs (" Aequired
Entity"), provided that every such mortgage, pledge, lian o ancumbrance (1) shall either (i) exist
prior to the tima the Acquired Entity bacomas a Subsidiary or (i) ba created at tha tima the Acquirsd
Entity becomes a Subsidiary or within ona year thereatter to secure all or a portion of the acquisition
price thereof and (2) shall mrrmwmm“wupmmnmwmnmumammmmﬂ
becomes a Subsidiary nrmamhqrmmirudhyitfrumwmmﬁw Enron or any othar
Subsidiary; (8) pledges of current assels, in the ordinary coursa of business, 1o secura current
Habilities: if) deposits 1o secure public or statutory obligations; (g) llens to secure indeblednass oithier
than Fwﬂudbahlmdlthmdhmmdmmnnd hergin); (h) mortgages, pledges, liens of

pledges, liens or umtmswuhdmaasmwmwammmmmm-
issuance of debt securities the interest on which is excludable from gross income of the holder of
syuch security pursuant 1o the internal Revenue Code of 1986, as amended, for the purposa of
financing the acquisition or construction of property to be usad by Enron or a Subsidiary; {j] pledges
WIMNMMMmﬂMﬂHIHMwMMWEM
NIMHMGHIWWMWTMMMWM with the sale by Enron of &
Subsidiary of goods or merchandise to customars; or (k) certain other liens or BRCLEMDTancas.

Hotwithsianding the foregoing, Enron or a Subsidiary may lssus, assume &f guarantas indebt-
adnass secured by 8 mortgage which would otherwise be subject 1o tha foregoing ragtrictions in an
aggregate amount which, together with all other indabtadnass of Enfon of a8 Subsitiary sacurad by a
martgage which (if originally tssuad, assumed or guarantsed &l such time) would otherwise be
subjact Iumw-guinnmmnﬁnmlnminuucﬂw sacured indebtedness permitted under the
faregoing exceptions), does not at the time excend 10% of the Consolidated Net Tangible Assels
[total assets less (a) total current liabditias, axciuding indebledness due within 12 months, and (B
goodwill, patants and trademarks) of Enron, as shown on the audited consolidated financial
statements of Enron as of the end of the fiscal year preceding the date of determination.

Tha holders of at least 50% in principal amount af the outstanding Indenture Securities undar
the Indenturs (including the Exchangeable Motes) may waive compliance by Enron with tha covenant
describad above (and certain other covenants ol Enrom),

Tha Indenture defines the tarm “Sybsidiary'’ 1o maan a corporation all of the voting sharas (that
is, shares entitied to vote for the alection ﬂfdimﬂmu,hdmluﬂﬁgmm g0 to wote only
upan the happening of soma contingancy unless such contingency shall have occurred) of which
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shall ba owned by Enron or by ana or mare Subsidiaries or by Enron ana ane or mora Subsidiarias,
The term “Principal Property” is defined to mean any oil or gas pipeline, gas procassing plant ar
chernical plant located in the Unitad Stalas, axcept any such property, pipaline or piant that in tha
opinion of the Board of Directors of Enron is not of material importance to the fotal business
conducted by Enron and its Subsidiaries. " Principal Property” does not Include amy off or gas
proparty or the production or any procaeds of production from an oil or gas producing propary or
the production or any proceeds of production of gas processing plants or oil or gas of petrobgum
products in any pipaling,

The term “indebiadness”, as applied 1o Enron or any Subsidiary, s dafined to maan bonds,
dabantures, notes and olher instruments representing obligations created or assumed by any such
corporation for the repeyment of meney borrowed jother then unamortized debt drscount or
pramium). All indebtedness secured by a lien upon property ownad by Enron or any Subsidiary and
upan which indabtadness any such corporation customafily pays Intarest, aven though such
corporatieh has nol assumed or become liable for the payment of such indebtedness, is also
geamad to ba iIndabledness of any such corporation. All indeblocness fior money borrowed incurrad
by other parsons which is directly guarantesd as to paymant of principal by Enron or any Subsidiary
is for all purposes of the Indenture deamad 1o ba indebtednass of any such corporation, but no ather
contingant obligation of any such corporation in respact 1o indebtadness ncurred by other parsons
is for any purpose desmed indattadnass of such corporation. Indasbtedness of Enron or any
Subsidiary does net includa (i) amounts which are payable only out of all or a portion of the ail, gas,
natural gas, helium, coal, metals, minerals, steam, timber or other natural resources produced,
daerived or exiracted from properties owned or developed by such corporation: (i} any amount
reprasenting capitalized lease obligations; (i) any indebtedness incurred 1o finance oil, gas, nalural
gas, helium, coal, metals, minerals. steam, timber, hydrocarbons or geothermal or other natural
resources of synthetic fual exploration or development, payable, with respect to principal and
interest. solely out of the proceads of oil, gas, natural gas. helium, coal, metals, minerals, steam.
timber, hydrocarbons or gecthermal or other natural resources or synthatic fuel 1o be produced,
sold andior delivered by Enron or any Subsidiary; (iv) indirect guarantees or other contingant
obligations in connection with the indabladness of others, including agresmeants, contingant or
otherwise, with such other persons or with third parsons with respect 1o, or 1o parmit or ensure tha
payman o, obdigations of such other persons, including without Bmetation, agreamants to purchase
or repurchase obligations of such other parsons, agreemants to advancs or supply funds to ar to
invest in such other parsons of agreaments to pay lor property, products or services of such other
persons {whather or nol conferred, delivered or rendered) and any demand charge, throughput,
take-or-pay, keep-well, make-whole, cash deficiency. maintenance of working capital oF BAMINgs or
similar agraemeants: and (v) any guarantess with respect to lease or other similar periodic payments
1o e mada by other parsons.

The term “Funded Debt” as appled lo any corporation means all indebtadness incurred,
croated, assumed or guarantesd by such corporation, or upan which it customarlly pays intarest
charges, which matures, or is renewable by such corporation to a dale, more than ona year aftar tha
date as of which Funded Dabt is baing determined; provided, howewver, that the term “Funded Debt'”
shall nof inchude (i} indetledness incurred in the ordinary course of business representing borrow-
Ings, regardiass of when payable, of such corparation from time to tima against, but not in excess of
the face amount of, its instaliment accounts receivable for the sale of appliances and equipment sold
in the regular courss of business or (i) advances for construction and gacurity deposits received by
such corporation In the ordinary course of business.

The foregoing limitations on mortgages, pledges and liens are intendad 1o Umit other craditors
aof Enran from gbtaining prefarenca or priority ovar holders of the Indenture Securities issusd under
the Indenture, but are not intended to prevant other craditors from sharing equally and ratably and
without praference (“pari passu®) owver the holders of such Indentureé Securities. Whila such
limitations on morigages and liens do provide protection to the holders of the Indenture Securitias,
thera ara a numbser of exceptions to such restrictions which could result in cartain asseis of Enrcn
and its Subsidiaries being encumbered without equally and ratably securing the Indenture Securities
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issued under the ingenture. Specfically, the resirictions apply only 1o pladges, morigages or llans
upon “Principal Property’ (as defined in tha Indeniure and harsin) ko secure any “indabtadnass’” (as
defined i the Indenture and herain), unless effective provision is mada wharaby culstanding
Securities will be equally and ratably secured with any such indebtedness and with any ofher
indebtedness similarly entitied to be equally and ratably secured. There are certain exceptions to the
definiton of “indabtedness,” which are enumeralad in tha Indenture and harein, I addition, the
restrictions do net apply 1o prevent the creation or existence of morgages, pladges, liesns or
eNCUMBTances on cerlain iypes of properiies or pursuant to certain types of transactions. all as
anumaratad in the Indentura and abova. Algo, up to 10% of Consalidated Net Tangible Assets (as

dafined in the Indenture and herain) is not subject to the mortgage and len limitgtions contained in
The Irsclamiung,

Modification of the Indenture

*With certain exceptions, the Indenture provides that, with the consant of tha holdars of not lass
than 50% in principal amount of all outstanding indenture Securities (including, whera applicable, the
Exchangeable Notes) affected thereby. Enron and the Trustes may anteér into a supphemiantal
indantura for tha purpesa of adding to, changing or eliminating any of the provisions of the Indeniura
or of modifying in any manner tha rights of the holders of Indenture Securifies under the Indentura,
Motwithstanding the foragoing, tha consenl of the holder of each outstanding Indenture Security
affected thereby will be required to: (a) change the Stated Maturity (as definad in the Indenture) of
the principal of, or any instaliment of principal of or interest on, any Indentura Security, or reducs tha
principal amount thereol or the rate of interest thereon or any premium payable ypon tha rademp-
tion thereof, or change any Place of Paymaent (as definad in the Indentura) whera, or change the coin
oF currancy in which, any Indenture Sacurity of any premium or the interest thereon is payable, or
impair the right to institute suit for the enforcement of any such paymeant on or after the Stated
Maturity thereaf (or, in tha case of redemption, an or atter the Redemption Date, as defined in the
indenture) or change tha terms wunder which any Exchangeabls Motes are exchangeabls; (b} reduce
the perceniage In principal amount of the ocutstanding Indenture Sacurties of any saries, the
consent of whose holders is required for any supplernantal indenture or for any waver provided for
in the Indenture; or {c) with certain exceptions, modity any of the provisions of the sections of the
Indantura which concern waivers of past defaults, waivers of certain covenants or consent to
supplamantal indentures, except to incroase the percentage of principal amount of Indenture
Securtias of any seras, the holdars of which are required to effect such wahier of consent, oF 1o
prowide that certain other provisions of the Indanture cannot ba modifled or waved without the
consant of the holder of each oulstanding Indenture Security affected thereby. The Indentura
prowides that a supplemental indenture which changas or eliminates any covenant or other provision
of the Indentura which has exprassly been included solely for the benefit of one or more particular
sarigs of Indenture Sacurites, of which modifies tha rights of the holders of Indentisre Sacuritas af
such series with respect 1o such covanant or othar provision, shall be deamed nol to affect the
rights undar tha Indenture of the holders of Indanture Sacurities of any other sarias.

Events of Dafault and Rights Upon Default

Under the Indenture, the term “Event of Default” with respect to any serias of Indenture
Sacurities, maans any ona of the following avents which shall have ocourred and is conlinuing:
(a) default in the payment of any interast upon any Indanturs Security of that series whean it bacomes
due and payabie or defaull in the payment of any mandatory sinking fund paymant provided for by
the terms of any series of Indenture Securities, and continuance of such default for a period of 30
days; (b) default in the payment of the principal of (or pramium, if any, on) any Indenture Security of
that series at its maturity, (c) defaull In the performance, or breach, of any covenant or warranty of
Enron in the indenture (other than a covenant or warranty & dafault in the parformance of which or
the breach of which is otherwise specilically daalt with in the Indenture or which has been exprassly
included in the indenture solaly for tha banefit of one or more series of indenture Securities othar
than that series), and continuanca of such default or breach for 60 days after there has been given 1o
Enran by the Trustes, or to Enron and the Trustes by the holders of at least 25% in principal amount

22

00900000000268



af all outstanding Indanture Securites, a wiitten nctics specifying such default or breach snd
réquiring It o be ramadiad and stating that such notice is a “Notice of Default” undar the Indanture:
or {d) certain avents involving Enron in bankruptcy, receivarship or other insolvency procesdings or
&n assignment for the banefit of cradibors

It an Event of Default described in clause (8) or (b) in the loregoing paragraph has occurrad and
s continuing with respect to Indenture Securities of any series, the Indenture provides hat tha
Trustea or the holders of not less than 25% in principal amownt of the outstanding Indenture
Securities of that series may declare the principal ameount of all of the indenture Securities af that
serias to be due and payable immediately, and upon any such declaration such principal amoun
shall bacome immediataly dus and payable. If an Event of Dafault describad in clause (c) or (d) of the
foregoing paragraph cocurs and is continuing, the Trustee or the hoiders of not lass than 25% in
principal amount of all of the Indenture Securities then outstanding mey declare the principal amount
of alil of the Indentura Securities to be due and payable immadiately, and upon any such declaration
such psncipal amount shall bacoma immadiately dus and payable.

A default under other indabtednass of Encon is not an Event of Default undar the Indaniure, and
an Even! of Default under ona series of Indanture Sacurities will not nacessarily be an Evant of
Default wnder anothar sarlas.

At any tima after such a declaration of acceleration with respect 1o Indenture Securities of any
series (or of all series, as the case may be) has been made and before judgment or decras for
payment of the money due has baen obtained by the Trustes, the holders of a majority In principal
amount of the cutstanding Indenture Securities of that serlas (or of all series, as the case rmay ba)
may rescind and annul such declaration and its consequences, if, subject to certain conditions, all
Events of Default with respect to Indenture Securities of that serles (or of all series, as tha cass may
be), other than the non-paymant of the principal of the Indenture Securities dus solely by such
declaration of acceleration, have been cured or waived and all payments dus (other than by
acceleration) have been paid or deposited with the Trustee, With certain axcaptions, the holders of
nat less than a majority in principal amount of the cutstanding Indentura Securitas of any series, on
behall of the holders of all the Indenture Securities of such series, may waive any past delault
described in clause (a) or (b) of the first paragraph of this heading “Events of Datault and Rights
Lipon Default” (or, in the casa of & default described in clause (c) or (d) of such paragraph, the
holders of a majority in principal amount of all outstanding Indenture Securities MEY Waive any such
past default), and its consequences, axcept a default (a) in the payment of the principal of (or
pramium, If any) o interest on any Indenture Security, o (b} in respect of a covenant or provision of
the Indenture which undér the Indenture cannot be modifisd or amendad withaut the consant af tha
holder of sach outstanding Indenture Security of such sarias affectad.

The hokders of not less than a majority in principal amount of the Indenture Securitias of any
series at the time outslanding are smpowered under the terms of the Indenture, subject 1o certain
limitations, to direct the time, mathod and place. of conducting any procesding for any remady
available to the Trustee or exercising any trust or power conlerred on tha Trusies.

The Indenture further provides that no holder of an Indenture Security of any saries may anforce
the Indenture axcept in the case of failure by the Trustee to act for 50 days after notice of a
cantinuing Event of Default with respect to the indenture Securities of that series and after request
by the haolders of not less than 25% in principal amount of the outstanding Indeniure Securittes of
such series and the offer 1o the Trustee of reasonable indemnity, but this provision will not prevant a
halcer of any Indenture Sacurity from enforcing the payment of tha principal of, and interest on, suech
halder’s Indenture Security,

The Inddnture requires that Enron deliver to the Trustes, within 120 days after the end of sach
fiscal year, an Officer's Centificate, stating whethar 1o the bast knowladge of tha signars tharaot,
Enron is in default in the parformanca and observance of certain of the terms of the Indenture and, it
' 50, specilying each such default and the nature and status thereof of which the signers may have
knowladga.
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Concaming the Trustes

Harris Trust and Savings Bank is the Trustes under the Indenture. Such bank also acts a5 a
depository of funds for, makes loans to, and performs other services for, Enran in the normal course
of business, inciuding acting as trustee under other indentures of Enron.

The Indenture containg the provisions required by the Trust Indenturs Act of 1839 with
rafarance 1o the disqualfication of the Trustes if it shall have or acquire any “ponflicting intarast”, as
therain defined. The Indenture also containg cerlan limitations on the right of the Trustes, as a
creditor of Enron, to obtain payment of ¢laims in certain ¢ases, or to realize an certain proparty
raceived by it in respect of any such claims, as security or otharwise.

CERTAIN UNITED STATES FEDERAL INCOME TAX CONSIDERATIONS

Thedaliaowing is a summary of cartain U5, federal incoma lax cONSéquances that may be
relevant to a citizen or residgent of the United States, a corporation, parnership or other antity
creatad or organized under the laws of the United States, or an estate or irust the income of which Is
subject to U.S. federal incoms taxation regardiess of its source [any of tha foregoing. a "U.5.
Parson”) who is the benaficial owner of Exchangeabls Notes (a “1J.5. Holder™'), which in tha op-nion
of Vinson & Elkins LLP. is accurate insofar as it exprassas conclusions of law. Al raferancss to
“holdars” (inchuding U5, Holders) are 1o beneficial owners of the Exchangeable Notes. This
discussion, which was prepared by Vinson & Elking L.LP., is based on curman L.5. federal income
tax law and is for genaral information only.

This summary deals only with holders who ara initial holders of the Exchangeabls Notes and
wha will hold the Exchangeabls Notes as capital asseis. It does nol address tax ponsidarations
applicable 1o investors that may be subject lo special 1.5, federal income tax treatment, such as
daalers in securities or parsons holding the Exchangeable Notes as a position in & “straddle” for
U.5. federal income tax purposes or as part of a “'synthetic security’’ or other integraled imvastmant,
and does not address the consequences under state, local of faraign law.

Mo statutory, judicial or administrative authority directly addresses the characterization of tha
Exchangeabile Notes or instruments similar to the Exchangeable Motes for U.5. federal income tax
purposes. As a result, significant aspects of the U.S. lederal income tax conssquences of an
invastmant in the Exchangeable Notas are not cartain, No ruling is baing requested from the intarnal
Aavanua Senvice (tha “IAS") with respact to the Exchangeabls Notes and no assurance can be
given that the IRS will agrea with the characlerization and tax treatment of the Exchangeable Notes
dascribad herein, ln addition, Vinson & Elkins LL.P. has stated in its opinion that it could give no
opinion with raspect to the specific tax consequences of awning or disposing of the Exchangeabie
Motes, including the characterization of the Exchangeable Notes. President Cnton racantly
announced as part of the Administration's 1996 budget, a proposal o deny the deductibility of
intarast an certain debl Instruments, including instruments similar to the Exchangeabla Notes. This
announcemeant anhances the possibility that the IRS might challange tha contractually agraed upon
characterization of the Exchangeable Notes described balow, ACCORDINGLY, A PROSPECTIVE
INVESTOR (INCLUDING A TAX-EXEMPT INVESTOR] IN THE EXCHANGEABLE NOTES SHOULD
CONSULT ITS TAX ADVISOR IN DETERMINING THE TAX COMSEQUENCES OF AN INVESTMENT
IN THE EXCHANGEABLE NOTES, INCLUDING THE APPLICATION OF STATE, LOCAL OR OTHER
TAX LAWS AND THE POSSIBLE EFFECTS OF CHANGES N FEDERAL OR OTHER TAX LAWS.

Pursuant to the terms of tha Indenture, Enron and all holders of the Exchangsabie Notes will
agres 1o ireat an Exchangeabls Note as a unit {the "Unit") consisting of (i) an exchange nots
{"Exchange Mote™) which is a debt obligation with a lixad principal amount unconditionally payable
at Maturity equal to the principal amount of the Exchangeabla Note, bearing interast at the stalad
intares! rate on the Exchangeabls Note, and (i) a forward purchase contract (the “Purchase
Contract’") pursuant 1o which the holder agrees to use the principel payment due on the Exchange
Note to purchase at Maturity the EOG Commaon Stock which the holder Is entitied to receive at that
time (subject to Enron's right 1o dalivar cash in tieu of EOG Common Stock). The Indantura wil
require that a L.S. Holder include currently in income payments denominated 83 interast that ara
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made with respect to the Exchangeable Notes, in accordance with such holder's method of
accounting, and the smount of OID, if any, attributable to the Exchangeable Mates.

Pursuant to the agreemant o treat the Exchangeable Notes as a Unit, a holder will be required
to allocate the purchase price of the Exchangeable Note betwsen the two companants af the Linit
{ihe Exchange Note and the Purchase Contract) on the basis of thair relative fair markat values. The
purchase price so aliocated will generally constitute the tax basis for sach component. Pursuant to
the terms of the Indenture, Enron and the holders agree fo allocate the entire purchase prics of an
Exchangeable Mote 1o the Exchange Note unless the stated intersst on the Exchangeable MNote
reprasants a yield that is lower than Enron's normal cost of issuing debt with a similar term fo the
Exchangeabie Note [“Enron's Mid-Tarm Borrowing Rate”). If the stated interast on the Exchangs-
able Note reprasents a yieid that is iower than Enron's Mid-Term Borrowing Rate of 5,90 paFcant,
Enron and the holders agree to allocate to tha Exchange Nota an amount, less than the principal
amount of the Exchangs Note, calculated by discounting the cash flows relating to the Exchanga
Note aba rate equal to Enron's Mid-Term Borrowing Rate, and to allocats to the Purchase Contract
the remainder of the purchase price of the Exchangeabla MNota,

If the amount allocated to the Exchange Note (its deemed issus prica} is lass than the stalsd
principal amount of the Exchangeable Note, the Exchange Note will ba raatad as having 010 In that
avent, a L.S. Hoider will ba requirad 10 include in incoma OID a3 it accrues, in accordance with a
constant-yield mathed. in an aggregate amount equal to the difference batwean thiy stated principal
amount of the Exchangeable Note and the deemad issus prica of the Exchanga Mote. However. if
the amount of OID relating to an Exchange Mota s less than three-fourths of one percent of tha
stated principal amount of the Exchangeable Note, no amount of OID will ba deamed 1o axist with
respect 1o the Exchange Note. A U.S. Holder's tax basts in the Exchange Note will increase over its
term by the amount of QID included in such halder's income with respact to the Exchangeatile Nata.

Upon the sale or other disposition of an Exchangeable Note, a U.S. Holdar genarally will ba
required to aliocate the amount realized betwean the two components of the Exchangeable Note on
the basis of their then relative falr market vaiues. A U.S. Holder will récognize gain or loss with
respact to sach componant equal to the differance betwean the amount raakizad on thea sale or other
disposition for each such component and the U.S. Holder's tax basis in such componant. Such gain
or loss genarally will be long-term capital gain or koss if the U.S. Holdar has hald the Exchangeablis
Mote for more than a year at the time of disposition,

Al Maturity, pursuant to the agreement to treat tha Exchangeabls Mote 8s & Unit, on tha
rapaymant of the Exchange Note a U.3. Holder will recognize capital gain or loss which will ba long-
tavm capital gain or loss unless Maturity ocours within ane yaar of issuance of the Exchangeabis
Mote (as a result of accelaration or otherwise) equal ta any difference batwean its tax hasis and the
principal amount of the Exchange Note, If Enron delivers EOG Comman Stack at Maturity, a U5,
Holdar will recognize no additional gain or loss on the exchange, pursuant to the Purchase Contract,
of the principal payment due on the Exchange Nota for the EOG Common Stock. However, a U.S,
Holder will recognize additional capital gain or loss, which should be short-term capital gain or loss,
eoual huﬂ-adlﬂmnmbammﬂnmmwmhauﬁhmﬁnrﬂmmwhmrﬁnn af th
principal amcunt of the Exchange Note allocable to fractional shares. A U.S, Heldar will have a tax
basis in such shares of EOG Common Stock equal to the principal amaunt of the Exchange Mot
kss the amount of the portion of the principal amount of the Exchangs Note allocable 1o any
fractional shares. The U.S. Holder will have a holding period for the EOG Commaon Stock that begins
on the day after the Maturity date, and will realize short- or long-tarm capitel gain or loss upon the
subsequent sala or digposition of such stock. Alternatively, at Maturity, if Enron pays the Exchange-
atde Note in cash, a U.S. Holder will have additicnal gan or loss (which might ba ordinary income or
‘o053 rather than capital gain or loss) equal to the difference betwean tha principal amount of the
Exchangeable Note and the amount of cash received from Enran,

Due to the absence of authority as to the proper characterization of the Exchangeable Nota, no
a3surance can be given that the IRS will accept or that a court will uphold the characterization
agreed 1o in the Indanture or the tax treatmant described abova. Froposad Treasury regulations with
réspact to “contingent payment” debt instrumants (the “Proposed Reguiations ™) would provida for
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a differant tax result under some circumstances for instruments having characteristics similar to the
Exchangeabie Notes, but tha Proposed Aegulations would be effective only for instruments iSsued
&0 days or more after thair publication as final regulations. Undar the Proposed Ragulations, the
armaunt of ntarest included in a holder s taxabla incoma for any yaar would gaenarally bé datarmined
by projecting the amounts of contingent paymants fwhich might include the value of the EDG
Comman Stock to be delivered at Maturity) and tha yisld on the instrumant. Taxakla interest incoma
would be measurad with refarenca to the projected yield, wiich might be lass than of greater than
{ha stated interest rate under tha instrument. I tha event that the amount of an actual contingant
payment differad from the projected amount of that payment, the dittarance would genarally
increass or reducs taxabde interest incoma, or create a loss. Because of their prospactive alfactiva
date, the Proposed Resgukations, if finalized in their current form, would not apply 1o the Exchanga-
abla Molaes,

Evga in the absence of regulations applicable 1o the Exchangaable Notes, the Exchangaable
Motes may be characterized under current law in @ mannar that rasults in fax consequancas
diffarant fram those reflected in the agreament pursuant to the Indenture and as describad above.
Undar aftarnative characterizations of the Exchangaable Metes, it is possible, for example, that (i) a
U.S. Heider may be taxed upon the receipt of EOG Common Stock with a valua in excess of the
principal amount of the Exchange Note, rathar than upon the sale of such stock, (Il) any gain
recognized at Maturity (whether a U.5. Haldar recaived E0G Common Slock or cash) may De
treated as ordinary Incoma rather than capital gain, (i) ef or part of the interest income on tha
Exchangs Note may be treated as nontaxable, increasing the gain (or decreasing the loss) at
Maturity or upon disposition of the Exchangeable Note (of disposition of the EOG Common Stock) or
{v) if the stated interest rate sxceads Enron’s Mid-Tarm Borrowing Rate, the Exchange Notes could
be considered as issuasd Bt a premium which, it amortized, would reduce the amount of inlarast
income currently includible in income by a holder and increase the taxable gain (or decrease the
lass) realized at Maturity or upon disposition of the Exchangeable Notes {or disposition of the EOG
Common Stock).

Tha Revanue Reconcikation Act of 1993 added Section 1258 10 the Code, which may raquire
cartain holders of the Exchangeable MNotes who have anterad into hedging transactions or offsalting
positions with raspact to the Emnmmmmwmmmw than capital
gain upon the disposition of the Exchangaable Notes. Holders should consult thelr tax advisors
regarding the applicability of this pravision lo an investment in the Exchangeable Notes.

Hon-Unlted States Parson

in the case of & holder of the Exchangsable Notes that is not a U.S. Person, payments made
with respect to the Exchangeabie Nmmumummu.s.mm;mmml
such holdar complies with applicable certification requiremants. Any capital gain realized upon the
sala or other dmnﬂmwmﬂmuw-mmllhan U.5. Parson wil
gannulhrnutnﬂ:pu:tinu.s.hﬂunlmmwm-whnﬂninmmwmndﬂmi
LS. trade of bmi‘luﬁnﬂnhﬂdﬂand[inhhmuutmmm:mhlndﬂﬂulikm
mﬂﬂlnhmmmwsdagraﬂrmlnﬂ'rtu:lbluywnihuﬂluulhmdupwﬂw
and sithar umnlndﬂdmldnnnmhlul'mm"mmUnthWurﬂ'ﬂwnmnm
uwmal.atllnm:hﬂpﬂudhﬂlm:mﬁﬁnmwmmmnmmmE.

Backup Withholding and Information Reporting

A holder of the Exchangeable Notes may ba subject o information reporting requiremants and
to backup withholding at a rate of 31 prnmnf:rmhmupmmﬂuhﬂdn unless such
haolder pravides proof of an applicable exemplion or & porrect taxpayer identification number, and
ulmumwmwmmmlhmm rules.
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UNDERWRITING

Subject ta the terms and conditions of the Undarwriting Agreemant, Enran has agread to sall ko
#ach of the Underwriters named below (the “Undarwriters”), and sach of such Undarwritars, lor
whom Gofdman, Sachs & Co. are acting as reprasantatives, has saverally agreed 1o purchasa from
Enron, the respective number of Exchangeable Notes set forth opposite its namss balow:

Numbar of
Undsrwriter _! "n......'""_' ole
Goldman. Sachs & Co............................. ... ... 3,333 334
Marrill Lynch, Piarce, Fenner & Smith
Incorperated .. ... 3,333,333
Salomon Brothers Ine ..., LT 3,333,333
- Toll . e 10,000,000

Under the terms and conditions of the Undarwriting Agreamant, the Underwritars &ra committea
to take and pay for all of the Exchangeable Notes offered haereby, if any are taken.

The Underwriters propose to offer the Exchangeat#e Notes in part directly to the public at tha
initial public offering price set forth on the cover paga of this Prospectus, and in pant to certain
securities dealars at such price less a concession of §.40 per Exchangeable MNate. The Underwritars
may allow. and each of such dealers may realiow, a concession not exceading 5.10 per Exchange-
able Note to certain dealers and brokars. After the Exchangeabla Notes are released for sale o the
MIH.MWWW.MMWEMIMWHWMMWHl'l'lll!bﬂ'llﬂl’iﬂdbflhﬂ
reprasantatives,

Enron has granted the Underwriters an option exercisabie for 30 days after the date of this
Prospactus to purchase up to 1,000,000 additional Elmhumhli_ Motes solely to cover owver-
allotmants, if any. If the Underwriters axarcise their over-allotment option, the Underwriters have
Saverally agreed. subject 1o certain conditions, to purchase approximataly the sama percantage
thareol that the number of Exchangeabla Hﬂntﬂh&mrﬂmndh]rmﬂm 85 shown in the
foragoing table, bears to the 10,000,000 Exchangsable Notes offered.

Envon, EOG and EDG's Chief Executive Officer have agread that during the period baginning
from the date of this Prospectus and continuing to and including the date 270 days after the date of
this Prospactus, subject to certain exceplions set forth in the Underwriting Agraemaent, thay will not
offer, sell, contract to sell or otharwise dispose of any EQG Common Stock, any securities of EOG
which are substantially similar to shares of EQG Comman Stock or any securites which are
convertible into or exchangeable for EOG Common Stock or such substantially similar sacuritins
without the prior written consent of Goldman, Snm&cu..-:mptrnrlmﬂharnufEm-E‘-Mmm
Stock offered in connection with the concurrent Stock Offering.

The Exchangeakia mmmwmmmm tha NYSE, subject to official notice
of isuance, Tha EQG Common Stock (including the shares of EOG Common Stock which may ba
recaivad by a holder of Exchangaable Notes at Maturity) is listed on the NYSE.

Tha Underwriters andior their atfiliates have provided inverstment banking and financial advisory
sarvices to Enron, its subsidiaries or affiliates in tha past, lor which they have received Gustomary
compensation and expense reimbursement, and may do 5o again In the fulure,

Enron and EOG have agreed 1o indemnify the several Underwriters Bgainst certain liabilities,
including labilities under the Securities Act, or to contribute to payments the Underwriters may be
required 1o make in respect thareof.
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VALIDITY OF THE EXCHANGEABLE NOTES

The validity of the Exchangaabls Notes will be passed upon for Envon by James V. Derrick, Jr.,
Sanior Vice Prasident and General Counsel of Enron, Mr. Derrick owns substantially less than 1% of
the cutetanding shares of Commaon Stock of Enron. Cartain matiers wil be passed upon for Enrcn
by Wirson & Elkins LLP. The validity of the Exchangeable Hotas will be passed upon for tha
Underwriters by Bracewell & Patterson, L.L.P. Bracewel & Partarson, LLP. currenily provides
safvices 1o Enron and certain of its subsidiaries and affillates as outside counsal on matars
urvalated to the issuance of the Exchangeabls Notes.

EXPERTS

The consolidated financial stalerments and schedules included in Enron's Annual Report on
Form 10-K for the year ended December 31, 1994, Incorporated by reference in this Prospectus,
have Bean audited by Arthur Andersen LLP, independent public accountants, as indicafed in thalr
reports with respact thereto and are incorporated by referance haren in relianca upon the authority
of said firm as experts in accounting and awditing in giving Said repons.

The lettar report of DaGolyer and MacNaughten, independent petroleum consultants. inclided
as an exhibit 1o Enron's Annual Report on Form 10-K for the year anded December 31, 1994, and
the estimates from the reports of that firm appearing in such Annual Repert, are incorporated by
raference harain on the authority of said firm as experts in patroleum engineering and In giving such
reports.
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APPENDIX A ;

Enron Oil & Gas Company

Common Stock
{par value §.01 per share)

£y

-

This Prospectus ralates to up to 11,000,000 shares of common stock, par value 5.01 par shara
{the "Commaon Stock™), of Enron Qil & Gas Company (the "Company™), which may be deliversd by
Envon Corp. upon mandatory exchange of the % Exchangeable Notes dus . 1998 (the
"Exchangeable Notes™) of Enron Corp., subjact to Enron Corp.'s right to deliver cash in llieu of such
shares. This Prospecius is Appendix A to a prospectus of Enron Corp. covering the sale of the
Exchangeable Notes (the "Exchangsable Notes Prospectus”). The Company will not recaive any of
the proceeds from the sale of the Exchangeable Notes or the delivery of shares of Common Stock
upon mandatory exchange of the Exchangeable Notes at maturity.

Enron Corp. has granted the underwriters of the Exchangeable Notes s 30-day option 1o
purchase up to an additional 1,000,000 Exchangeabls Notes at the initial oMering price per
Exchangeabls Nots, lass the underwriting discount, which may be exchangeabls at their maturity for
additional shares of Common Stock. Such option has been granted solely to cover ovar-allotmants,

if any.

Concurrantly with the offering of the Exchangesbis Motes made by the Exchangeabls Motes
Prospectus (the “Exchangeable Notes Offering ™), Enron Corp. is offaring for sale 27,000,000 shares
of Common Stock (31,050,000 shares if the underwriters’ over-allotment options in such offarings
are axarcisad in full) in concurrent U.S, and international offerings (collectively, the “Stock Offer-
ings"'). The consummation of the Exchangeable Notes Offering is not contingent upon the consum-
mation of the Stock Offerings, or vice versa, o

On November 13, 1995, the last reported sale price of Common Stock on the Mew York Stock
Exchangs Composite Tape was $20% per share. See “Price Range of Common Stock and Cash
Dividends".

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE BECURITIES
AND EXNCHANGE COMMISSION OR ANY STATE SECURITIES COMMISSION MHOR HAS
THE SECURITIES AND EXCHANGE COMMISSION OR ANY STATE SECURITIES
COMMISSION PASSED UPOM THE ACCURACY OR ADEQUACY OF THIS PROSPECTUS.

ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE,

The date of this Prospectus is . 1895,
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AVAILABLE INFORMATION

The Company is subject 1o the informaticnal requiraments of the Securities Exchange Act of 1934, as
amandad (the “Exchanga Acl”), and in accordance tharawith filas reports, proxy stalements and other
information with the Securities and Exchange Commission (the “Commission”), Such reports, proxy stale-
mams and other information can be Inspacted and copiad at the public referenca facilities maintainad by the
Coammission at Room 1024, 450 Fifth Strest, N.W., Washington, 0.C. 20549; and at the following Regional
Offices of tha Commission: Midwest Regional Office, 500 West Madison Streel, Suite 1400, Chicago, inois
G06&1: and Northeast Fegional Office, Seven World Trade Cantar, Sufte 1300, Mew York, New York 10048,
Copies of such material can also be obtained from the Public Reference Section of the Cammission at 450 Fifth
Sireat, N.W., Room 1024, Washington, D.C. 20548, at prascribed rates. The Company's Common Stock is
listed on the New York Stock Exchanga, Inc. (“NYSE"), and reporis, proxy slatemants and other information
concerning e Com can ba Inspactad and copied at the offices of the New York Exchange at 20 Broad
Sireat, Maw York, New York 10005,

This Prospectus constitutes & part of a Registration Statamant on Farm 5-3 together with all amendmants
and axhibits thersto, the “'Registration Statement”) filed Dy the Company with the Commission under the
Sacuritins Act of 1933, as amended (the "Securities Act”), with respect to the shares of Commaon Siock offered
hereby. This Prospectus does not contain all of the information set forth in such Registration Statement,
cartain parts of which are omitted In accordance with the rules and regulations of the Commission. Refarence
is made to such Registration Statemant and to thi axhibits relating théreto for further information wilth raspact
1o the Company and the shares of Comman Stock afferad hareby. Any statements contained harein concarmn-
ing the provisions of any document filed as an axhibil to the Fegistration Statement or otherwisa filed with the
Commission of incorporated by raference hargin ara not necassarlly completa, and in sach nstance referanca
ks made to the copy of such document 5o filed for 8 more complete description of the matter involved, Each
such statamant is qualified in its entirety by such ratarence.

INCORPORATION OF CERTAIN DOCUMENTS BY REFERENCE

mCahplny'nArmﬂHMmme1H for the yesr ended Decamber 31, 1994, Quartarly Reporis on
Farm 10-0Q for tha qu.nmlndudldmha‘l,‘lﬂs. Jurwa 30, 18985 and Sepiemier 30, 1685 and the description
af the Common Stock contained in the Registration Statamant on Form B-A declared effective on October 3.
1080, are incorporated herein by raferance.

mhmmmwhmmmmmmsmiam 13(c), 14 or 15(d) of the Exchange Act
uuhmmmmhmmmmnmmmhmmmh of tha shares of Commaon
Stock pummmmmmbudummtﬂmwm huunhrummmhupurtMrnlﬁmm
date at filing of such document, Any gtatement contained herein or In & document all or a portion of which is
Inwrp-nramdmmbmlmwlmwuwmwmmhmmhmdﬂadmwrum
for purposes of this Prospectus o the -:umm-mmmntmmﬂnﬂhunyﬂhﬂ subsaquantly
ﬁhdummnlwhlmumlunrIudmnadmbalnmwahdwmmmrﬂhnﬂﬁnmwpmmm:h
smtmunr.w:wmmmmmmmumum,mummndlﬂadu
:umwm:mmmmm ;

The'Company will provide without charge 10 sach person to whom a copy of this Prospectus is dalivared.
on tha requast of any such parson, a copy of any or all of the foregoing documants incorporated herein by
referance, other than exhibits to such documents juniass such exhibits are spacifically incorporated by
raferance into the documents that this Prospectus incorporates). Requasts should be diractad to Secralary
Division, Enron Oil & Gas Company, at its principal anscutive offices, 1400 Smith Street, Houston, Taxas 77002
{tstephaone: 713-B53-6181).

N COMMECTION WITH THE OFFERING OF THE EXCHANGEABLE NOTES AND COMMON STOCK OF
THE COMPANY BY ENRON CORP., THE UNDERWRITERS MAY OVER-ALLOT OR EFFECT TRANSACTIONS
WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE EXCHAMOEABLE NOTES DR THE COMMOMN
STOCK OF THE COMPANY AT A LﬂELAMTﬂTmmm PREVAIL IM THE OPEN
MARKET, SUCH TRANSACTIONS MAY BE EFFECTED ON THE NEW YORK STOCK EXCHAMNGE, IN THE
OVER-THE-COUNTER MARKET OR OTHERWISE. SUCH STABILIZING, IF COMMENCED, MAY BE
DISCONTINUED AT ANY TIME.
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PROSPECTUS SUMMARY

Tha following is a summary of cerfain information comtained in this Prospecius, It is nof
intended to be caompiele and is guafed in its antirety by the more detailed informatian contained
dlsewhers in this Prospacius. Certan terms are defined in this summary under “Certain Defini.
fiong. " Capitaized terms which are not defined in fhis SUMM@ary are vsed 25 dalinad aisawhare in
this Prospectus.

The Company

Enron D4 & Gas Company (logether with ils subsidiaries, “the Company™) is one of the largast
independ@nt {non-integrated) oil and gas companies in the United States in terms of domastic
provad reservas. |t is angaged, diractly and through its subsidiarias, in the exploration for, and the
devalopment, production and marketing of, natural gas and crudae oil primarily in major producing
Basing in the United States, as wall as in Canada, Trinidad and India and to a lesser xtant, salaciad
other international areas. Al December 31, 1984, tha Company's estimated net proved natural gas
reserves wera 1,910 Bef and estimated net proved crude oil, condensate and natural gas liquids
reserves wera 37 MMBDI, a net increase of 8% and 78%, respectively, over yoar and 1983, The
Company has increased its reserves for six consecutive years, Al Decembar 31, 1994, approwi-
mately 70% of the Company's reservas (on a natural gas aquivalent basis) was locatad In the United
States, 16% in Canada, 11% in Trinidad and 3% in India. Al such date, approximataly 50% ol tha
Company's total proved reserves was ciassifisd as developed.

Whila yaar end reserve evaluations will not be available for some time, based on the results of
the Company's drilling program for the first nine months of 1995, it is expected that extansions,
discoveries and other additions to reserves for the year will exceed production for both Morth
America and Trinidad, as well as in total. Additionally, reserves acquired are expactad to substan-
tizlly axceod those sold, with the resulting replacemant of production from all sources axpactad to
excead 150%.

Businass Strategy. The Company’s strategy Is o maximize the rate of return on invastmant of
capital by controfling both operating and capitel costs and enhancing the certainty of fulure
revenues through the use of various markating mechanisms. This stralegy enhancas the ganaration
of both income and cash flow from sach unit of production and allows for the growth of production
on a cost-effective basis by optimizing the reinvestmant of cash flaw. Throwgh this strategy, the
Company has increased its net income in sach of the last five years, despite the volatile natural gas
price environment, and achigved a return on equity ranging from 8% in 1890 to 15% in 1984, For the
first nine months of 1995, net income increased 5% compared o tha same period for 1994

The Company refocused its 1995 drilling activity away from natural ges dallvarability and towarg
natural gas resarve enhancement and crude oil exploltation In the United States in rasponse o the
decline in United States natural gas prices in racent periods. The Company also is focusing on tha
cost-etfective utilization of advances in technology associated with gathering, processing end
intarpratation of 3-0 seismic data, developing reservoir simulation modals and drilling cperations
hrough the use of new andior improved drill bits, mud motors, mud additives, formation logging
tachniques and.raservoir fracturing metheds. These advanced technologies are used, as appropri-
ate, hroughout the Company to reduce the risks associated with all aspects of oil and gas reserva
exploration, axploitation and devalopmaent,

The Company implemenis its sirategy by amphasizing the drifling of internally generated
prospects in order 1o find and develop low cost reserves. By lollowing this strategy, the Company
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has increased production in each of the last four years with a compound annial growth rate of
13.1%, while incraasing proved reserves approximately 32%, both on g matural gas eguivalant basis,
Frar 1884, net equiva'ent production reached a nerw high of 307 Bole, an incragse ol 9% cver 1993,
Matural gas production in 1984 averaged approximately 748 MMcf per day, which raprasants an
increase of 8% over 1993, Crude ofl and condensate production avaraged 12,6 MEDI per day in 1994
which represents an incraase of 42% over 1993, Natural gas production for the first nine months of
1985 avaraged 719 MMcf per day, down 24 MMcf per day from the first nine months of 1994, Lower
velumes in 1995 reflect the voluntary curtailment by the Company of United States production at a
higher rate than in 1994 because United States natural gas prices wers down by 26% period to
periog, the impact of the sale of reserves and related assels and the sffect of the raduction and
redirection of natural gas drilling activities early in 1395, Crude oil and condansate volumes for the
first nine manths of 1995 averaged 18.6 MBG| per day, an increase of 55% over the first ning maonths
of 1994,

Achieving and maintaining the lowest possible cost structure are also important goals in the
implamentation of the Company’s strategy. Over the last five years, the Company has reduced total
cash operating expensas, Including lease and well, ganeral and adminésirative, taxes othar than
income, and interest expenses from $.95/Mche in 1989 1o $.49/Mcle in 1994, g reduction of 48%. At
the same tima non-cash expenses (depreciation, deplation and amartization) have been reduced
from $.93Mche in 1989 to $.80/Mcfe in 1994, a reduction of 14%. For the first nine months of 1985,

cash operating expanses averaged §.56/Mcle comparad to $.50/Mcte for the first nine months of
1334 and non-cash expenses averaged $.68'Mcfe and 5.81/Mcte for the two pariods, raspeciivaly,

Consistent with the Company's desire to oplimize the use of its assets, the Company also
maintains a strategy of selling select oil and gas properties that for various ressons no longer fit into
future operating plans, or which are not assessed to have sufficient future growth potential and
when the economic value to be obtained by selliing the properties and reserves in the ground is
evaluated to be greater than what would be obtained by holding the properties and producing the
reserves over me. As a result, the Company typically receives each year a varying bul substantial
level of procesads related to such sales which procesds are available for general corporate use,
Froceeds from property sales in 1994 were $91 million ($71 milllon after tax) and In the first nine
months of 1995 ware $101 million ($77 milllon after tax).

Novth American Operafions. The Company's seven principal United States producing areas
are the Big Piney area of Wyoming, South Texas area, Easl Texas area, Offshore Gull of Maxico
area, Canyon Trend area of Wesl Texas, Pitchfork Ranch ares of New Mexico and Vemnal ares of
Utah. Properties in these areas comprised approximately 78% of the Company's United States
reservas (on & natural gas equivalent basis) and B5% of the Company's Unlted States net natural
gas daliverability as of December 31, 1994 and are substantially all operated by the Company. Tha
Company's other United States natural gas and crude oil producing properties are located primarily
in other areas of Texas, Utah, Mew Mexico and In Oklahoma,

At December 31, 1884, B3% ol the Company's proved United States reserves (on a natural gas
equivalent basis) was natural gas and T9% was crude ofl, condensat and natural gas liquids.
A substantial portion of the Company's United Statas nalural gas reserves Is in long-livad fialds with
wall-astablished production histories, The Company believes that opporiunities exist 1o increase
production in many of these fislds through contimued infill and other developmant drilling.

The Company also has natural gas and crude ofl producing properties located in Western
Canada, primarily in the provinces of Alberta, Saskatchewan and Manitoba. The Company producss
natural gas from sevan major areas and crude oil from three major areas. The Sandhills area in
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Southern Saskaichewan is the largest singhe progucing area, contributing 51% of Canadian delivar-
ability at September 30, 1995. Canadian natural gas defiverability net to the Company at Septembar
30, 15995 was approximately 70 Midel per day and the Company hald approwimately 350,000 net
undevelaped acres in Canada.

Outside North America Operations. The Company has operations olfshore Trinidad and India
and is conducting exploration in selected other IMernational areas. Propertias offshore Trinidad ang
Ingdia comprise 100% of the Company's currant reserves and production guiside of North America,
The Company's resarves at Decembar 31, 1994 included 236 Bel of natural gas and 12 MMBBI of
lsquids in these two areas. The Company's nel production from offshore Trinidad was appraximately
100 I-Ih.m:lpgr day of nalural gas and 6.2 MBbI per day of crude oil and condensats at Sapternber 30,
1%85. The Company's nat production from offshore India was dpproximataly 3.5 MBbl per day of
erude ol net to the Company at Seplamber 30, 1995, | addition, the Company is pursuing othar
exploftation opportunities in countries, including China, Mozambigue and Qatar, where indigenous
natural gas resarves have been identified, panlicularly where synergias in natural gas transportation,
processing and power cogenaration can ba optimized with other Enfon Caorp. affiliated companies.

Relationship Betwean the Company and Enron Comp.

All of the shares of Common Stock offered hereby and in the Stock Offerings are being soid by
Enron Corp., and the Company will receive no proceads from such salas, Concurrgntly with the
ottaring ol the Exchangeable Notes, Enron Corp, is offering for sale 27,000,000 shares of Camman
Stock (31,050,000 shares if the Underwritars’ aver-allotment opthions (p such Stock Offerings are
exarcizad in full). Following the consummation of the Siock Oftarings, Enron Corp, will own an
aggregate of 101,000,000 sharas of Common Stock or approximately 63% of the oulstanding
shares {or, assuming that the Underwriters’ over-ahiotment options in the Stock Offerings are |
exarcised in full, 96,950,000 shares of Common Stock or approximately 61% of the outstanding
shares). Al maturity, the Exchangeable Notes may ba axchanged for no more than 10,000,000
shares of Commen Stock (no more than 11,000,000 shares if the over-allotmant option of the
undarwriters in the Exchangeable Motes Offering is axercised in ful), subject to adjustment under
certain circumstances and to Enron Corp.'s option 1o pay an amount of cash in llsu of such
mandalory exchangs. Assuming the undarwriters' over-allotment options in the Stock Offerings and
the Exchangeable Notes Offering are exercised in full and the maximum number of shares is
mandatorily exchanged at maturity of the Exchangeable Motas, Enran Corp.'s remaining ownership
of Common Stock would be epproximately 54% of the outstanding shares. Any market that
develops in the Exchangeable Motas is kely to influance, and ba influenced by, the markat for tha
Common Stock, For axample, the price of the Comman Stock could becoma more volatile and coulkd
be depressed by possible sales of Common Stock by investors who view the Exchangeabla Notes
a5 a more atiractive means of equity participation in the Company and by hedging and arbitrage
activity that may develop involving the Exchangeabls Notes and the Comman Stock.

Meither the Stock Offerings nor the delivery of shares of Common Stock pursuant to the lerms
of the Exchangeabla Notes will atfect the axisting agresments betwean the Company and Enron
Carp. and their respective affiliates, except for the Tax Allccation Agreement which will cease to ba
offactive from the lime at which deconsolidation accurs {whan Enron Corp. ceases o own BOS. of
the outstanding shares of Common Steck) for fulure periods, but will remain in effect with regard to
pariods prior 1o deconsolidation. For issues not addrassad in the ofigingl agreement, the Company
has entered into a supplemantal agresment with Enron Corp. clarifying future potential adjustments
associated with the final settlemant on audit of taxes for periods prior to the deconsolidation. Tha
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Compary does not beliave that the cessation of consolidated tax reporting with Enron Corp. and
effactivarnass of the Tax Allocation Agreament concurrant with deconsolidation will have a matarial
advarsa alfect on its financial condition or resulls of operations. See “Relationship Batwean the
Company and Enron Corp.™

The nature of the respactive businesses of the Company and Enron Corp. and its affiliates is
such as to potentially give rise o conflicts of interest betwean the two companies. The Company’s
oparations account for substantially all of Enron Corp.’s natural gas and crude oil exploration and
production operstions. An affiliate of Enron Corp. has entered into an agreement to acquire a
canirolling interast in Coda Energy, Inc. (“Coda”), a company engaged in domastic ol and gas
sxplosation, developmant and production. Crude oll accounts for appresdmately B8% of Coda's
proved rasarves. At December 31, 1984, Coda reported estimated proved natural gas reservas of
39,808 MMc! and estimated proved crude oll, condensate and natural gas Bquids reserves of 38 207
MBbis, If the transaction is consummated, conflicts of interest could arise batween the Company
and Coda, See “Relationship Between the Company and Enron Corp. - Conflicts of Intarest.”
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Summary Financial and Operating Information

The following table sets forth a summary of selactad consolidated financial and operating data
fer the Company for sach of the five years in tha period ended Decamber 31, 1994 and for the nine-
month pericds ended September 30, 1984 and 1995, This information shauld ba read in conjunctian
with the consolidated financial staternents of the Company and related notes thereto iNCorporabed
by referance herein (see “incorporation of Certain Documents by Referenca™) and “Managemant's
Degcussion and Analysis of Financiel Condition and Fesulis of Operations”™ included slsawhers in
this Prospectus. Financial infermation for each of the five years in the period ended December .
1534 has been derived from sudited financial statemants. Financial information for e mirs- month
perods endad September 30, 1994 and 1995 has been derived from unaudited financial statemeants.
The integjm data reflects all adjustments which, in the opinion of the managemant of the Company,
ara ssary lo present fairly such information for the interim periods. Results of the ning-manth
periods are not necessarily indicative of the results axpected for a full yBar or any other interim
pariod.

Ming Monihe
- Yoar Ended December 31, Ended September 3,
1880 1801 192 1993 1054 1 1995

(in Thousands, Excapt Par Share Amounts and Opsrating Data)
Sistarment of Incoma Dwia

Nat operating reveruas(l)... § 403,137 § 4025BA § 480028 § SHI.020 F EISBEY 3 474040 § 482 42
Fcoma balond Mooma b HE14 4E 689 7B, B 112,273 183,935 128, 158 144,175

Mot incoma .. ... . T 45 468 47918 a7.580 138,025 147 288 105, 438 110,731
EBrmings ped Shans
a2 $30 s 883 $80 | sm $.50 $80
Avarags number of comemon
1 151,800 151,804 154,533 185,968 150, 245 159,828 185 951
Balsnce Shest Dxta
(ot pewiod endlc

Mab oll gnd gas propecties .. 50,305,138 §9, 000,888 1488011  §1 540,048 FLEBBNT  $1,837. 782 81843150

Total naset , . ... . 1417539 1455608 1700012 9811062 1,851,887 1855818  2.4909.971

Leng-temm debi
AtGate, ...l T e 132 B3 -5 = 0 P00 25,000 18,520
O ... i 140,442 289 558 150,003 153,000 188 337 158, 552 247 552

Dederrod rovenus .. ., . ..... - - 301 298 227,528 184,183 185,108 24,085

Sharahalders’ squiy ., . ..., 610,042 842,185 2608800 5XI0TI  104B418 1019712 1140208

Oparating Data;

Wallhaad Yoiumes and

Pricaes

Habsrad (Gaa Volumas (Ml -

o 455 4o 564 T4 Tdg 743 718

A Matural Gas Pricos

GE. ... ..., £1.51 $1.a7 $1.58 092 $1.82 §1.89 1.2
aabs Volumes
MBE! por darg) ... ..., B2 8.2 8.5 1] 12.8 120 184

Averago CrudeCondansain
Pricas {880l ........ ., 187 giare $i7.90 §18.a7 $15.82 §15.24 $16.77

(1) Net oporating revenues for the yesrs 1990 and 1981 and for the Srst nine monthe of 1994 hava bean revissd 1o includa
gaina freen sibes of ressrves and related asasts for comalatency vith GUFTBNt yodr ropoing.

{2) tn May 1994, tha Board of Directors declared & two-for-one al tha Commen Siack to be oMecied 8 8
ron-taatie dividend of ore share for sech shsme outstanding on May 31, 1 . Al share and per share amourts
prasantad hersin are reflected on & post-spiit bass.

() In August 1992, B Company complated the sale of 5.2 milion sheres of Common Stock in nid

uﬂhmmgﬂtn i"tmu!ﬂﬂrml&mrw--ﬂﬂﬁm1h
oompising the Sals MMWLmhmmﬁmmmrmﬂm
mmramwmhu-:drwahmnuummwwm.
r-l-]Il'm-llﬂHNH%ﬁéﬁﬂ“Mwﬂhﬂ;ﬂﬂ;ﬂ“ﬁﬂﬂyhTmmhmmmm
aadad dalivarad u Tarma af & volurrssirio produecion ymadt agroemant afectio
ﬂch:lml 1982, as amanded - *

(3] Inchades an Iﬂﬂ-ﬂ'ﬁllﬂvmnﬂl?{l Bicd idn 1892, 51 57 par Rbcl In 1090, §1.27 par Mcl in 1994 and
:1ﬂmm:%mnmmmﬁummmrmimw-m.mp' , far the
wiiamas describad im noba (4), rel of irensponation costs,
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Summary Qil and Gas Reserve Information

Tha fallowing table sets forth summary information with respact to the Company's estimates of
its nat proved natural gas, crude oil, condansata and natural gas liquids resarves at Dacembas 31,
1884, For sdditional iInformation relating 10 reserves, see “Business - Oil and Gas Exploration and
Production Proparties and Resarves,”™

Hakural Hatural Qa8
Gas Equbvaleris (Bole)
(Bef) m Developad  Lindavaiapad
Mat proved resarves at Decambar 31, 1854:
United Gftas . ... ... .., 1,307 17,787 1,229 185
Canada ... ... ee i rm i ar 297 7237 A30 10
L 208 4,429 233 -
L 28 7585 48 28
Total 1,838 3r.038 1,838 224

Reserve amounts sat out above have been revised io exclude wolumes attributable o a
wolumatric production payment from owned resarves.

The Company’s estimates of iis net proved natural gas, crude ofl; condensate and natural gas
liquids reserves &l December 31, 1994, Including amounts attributable to a volumetric producton
paymani, ara shown balow, This disclosure iz prasented as additonal information and is not
imtanded to mp-rum'lt raquired disclosure pursuant to Statement of Financlal Ammthg Standards

("SFAS") No. 89 - "Disclosures about Ol and Gas Producing Activities."”
Nartursi ey
Qe __ Equivelants (Bcfe)
@ch (W) Developed Undeveioped
Met proved reserves Bt Decembar 31, 1984,
Py lrrlﬂlunl‘lll'l"hl.ﬂlhlltn'u'ﬂm
production payment:
Lnited States .......... R 1,378 17,787 1,300 185
Canadl . .....oon i i iaa i 297 T.2ar 330 10
Trinddad . . oo oot it i maa e 208 4,479 233 =
Imdia 29 7.585 [T st
] - | [~ 3 | | 37.038 © 1909 224

(1) Includes crude off, condensate and natural gas liquids.
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Certain Dafinitions

Uniess otherwise Indicated in this Prospacius, natural gas volumes are stated at the lagal
pressurs base of the state, area or country in which the reserves are located and at B0® Fahrenhait
Natural gas equivalants are detarmined uaing the ratio of 8.0 Mef of natural gas to 1.0 barral af
crude o, condensate or nalural gas liquids,

As usad herein, tha following terms have the specific meanings set out: “Mcf”’ means thausand
cubic Test, "MMcf” means million cubic fest, "Bef” means billion cubic feet, "Bbl” means barrai,
"MBE!" means thousand barreds, “"MMBBI” means milion barrels, “Mcle” means thousand cubic
fesl equivalent, "MMcle” means milllon cubic feet squivalent, “Befe” means billion cublo Test
equivalent, “MMBtu" means malicn British thermal units, “BBIW" means billion British thermal units
and T means trillion Brilish thermal units.

With respaect to information on the Company's working interest in wells or acreage, “net’” ail and
gas walls or acreage are determined by multiplying “gross™ oll and gas walls or acreage by the
Company's working interast In the wells or BCreage.

"Exploration and developmant expanditures” include costs associated with exploratory and
development drifing (including exploratory dry holes). leasehaold acquisitions, seismic data acquisi-
tlons, geological and land related ovarhead expenditures, delay rentals, Procucing propany acquisi-
lions, capitalized interest and other miscellanaous capital expanditures. “"Tolal finding costs"” is the
ratic of total exploration and development expenditures to ressrves added as a result of the drilling
and acquisition program. Aeserves added include the total net natural gas equivalent voluma of all
natural gas. crude o, condensate and natural gas liguids added from axtensions, discovedias and
other additions, purchases in place and revisions of previous astimates,

“Infill driling” means driling for the development and production of net proved undevalaped
FESarvas,
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USE OF PROCEEDS

The shares of Common Stock of the Company being offered hereby and the Exchangeable
Motes are being sold by Enron Corp. Accordingly, the Company will not receive any of 1he procesds
from the Stock Offerings or the sala of the Exchangeable Notes or delivery of shares of Commaon
Stock pursuant therato,

PRICE RANGE OF COMMON STOCK AND CASH DIVIDENDS

The following table sels lorth, for the periods indicated, the high and low sale prices par shara
‘or the Common Stock, as reportad on the New York Stock Exchange Composite Tape, and the
amount of cash dividends paid per share. The 1983 and First and Second Cuarter 1994 sales prices
and£ash dividends per share have been restated io reflect the two-for-one stock split on May 31
1094,

n

Prica Rmngs
1883
FlIrst Quarier. . ........ .. ... .. i iiiiiiiinnrinnne, .. $2031 $1338 500
L= T T - 2881 19.88 03
Fourth Cluarner .. ........ ..o iiiiiii i iiiiniiinnesn.. 2TDD  17.08 Jna
1554
R T - §2375 $19.31 %09
e T 2483 2238 Rix]
Third QUAFF . ... ... . ... .ttt iieininininnnnae. 2300 1850 1]
Fourth Quarer ... .......... .c0iiiciiiiiiinieonnnnnnnn.., 2276 1738 03
1895
First CuBrer. . ... ........ciiiiiiiiiinniinnnninnnees.... 52488 $17.12 503
e T T T .S T <]
Fourth Quarter (through NMovember 13, 18858)................ 22,75 18.75

See the cover page of this Prospactus for the last reported sale price of the Common Stock on
tha NYSE as of a recent data.

As of November 1, 1895, there were approximately 270 record holders of the Company's
Common Stock, including individual participants in security position listings. There are an estimated
5,100 beneficial owners of the Company's Common Stock, including shares held In sireet name.

; Following the initial public offering and sale of its Comman Stock In October 1989, the Company
pald quarterty dividends of $0.025 per share beginning with an initlal dividend paid in January 1990
with respect to the fourth quarier of 1989. Beginning in January 1993 with respact to the fourth
quarter of 1982, the Company has paid quarterly dividends of $0.03 per share. The Company
currently intands to continue to pay quartarly cash dividends on its cutstanding shares of Comman
Stock, However, the determination of the amaunt of future cash dividends, if any, 1o be declared and
paid will depend upon, among other things, the financial condition, funds from pperations, leval of
exploration and development axpendiiure opportunities and future business prospacts of tha
Company.
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BUSINESS

General

The Company. 3 Delaware corporation organized in 1985, is engaged, aither directly or through
a marketing subsidiary with ragard o domestic operations or through various subsidiaries wilh
regard to intermational operationg, in the exploraton for, and the development, production and
marketing of, natural gas and crude oil primarily in major producing basins in tha United States, as
wall as in Canada, Trin'dad and India and to a lesser extent. selacted ather intarnational areas At
December 31, 1334, the Company's estimated net proved natural JES resarves wara 1,910 Bel and
estmated net proved crude oil, condensate and natural gas fiquids reserves were 37 MMBBI. At
such date, approximately 70% of the Company's reserves (on a natural gas equivalent basgis] was
loceted In the Uniled States, 16% in Canada, 11% in Trinidad and 3% in india,

The Gompany pursuas its oil and gas exploration and development operations primarily by the
acquisition, through various means including but nat limited 1o leasing. purchasing and farming-in of
acreage that is elther undeveloped or lightly devaloped, and drilling of internally generated pros.
pecis. The Company also maintains a strategy of selling selected ol and gas proparties that, for
various reasons, no longer fit into futere operating plans or which are not assessed lo have
sufficient future growth polential and when the economic value 1o be cbtained by salling the
properties and reserves in the ground is evaluated to ba greater than what would be obtalned by
holding the properties and producing the reservas over time. As a result, the Company typically
recslves each year a varying bul substantial level of proceeds related 1o such sales which procesds
are available for genaral corporate use.

Exploration and Production
North Amenican Operations :

The Company's seven principal United States producing areas are the Big Pinay area, South
Taxas area, East Texas area, Offshore Gulf of Mexico area, Canyon Trend area, Pitchfork Ranch
area and Vermal area. Proparties in thesa areas comprised approximately T78% of the Company's
United States reserves {on a natural gas equivalant basis) and B5% of the Cormpany's United States
net natural gas deliverability as of December 31, 1984 and are substantially all opsrated by the
Company. At Septembar 30, 1995, properties in thesa areas comprised approximately 87% af the
Company's United States net nalural gas deliverability. The Company’s othar United States natural
gas and crude oil producing properties are located primarily in other areas of Texas, Utah, Maw
Mexico and in Okdahoma,

Al December 31, 1994, 83% of the Company’s praved United States reserves {on a natural gas
squivalent basis) was natural gas and 7% was crude oll, condensate and natural gas Bquids. A
substantial portion of the Company’s Unlled States natural gas reserves is in longlived fialds with
wall-astabiished production histories. The Company believes that opportunites exist to increase
production in many of thase fislds through continuad Infill and other development drilling.

The Company also has natural gas and crude oil producing properties located in Westem
Canada, primarily in the provinces of Alberta, Saskatchewan and Maniloba,

Piney Area. The Company’s largest reserve accumulation is located in the Big Piney area
in Sublette and Lincoln counties in southweasiern Wyoming. The Cempany is the holder of the largest
productive acreage bass in this area, with approximately 219,000 net acres under leasa directiy
within field Bmits. The Company operates approximabaly 850 natural gas walls in this ared in which it
0wns @ 91% aversge working interest. Deliverias from the area net to the Company averaged
124 MMe! per day of natural gas and 1.5 MBbI per day of crude oil, condensate, and natwal gas
liquids in 1984, At September 30, 1995, natural gas deliverability net to the Company was approxi-
mataly 138 MMcd per day.

The current principal producing intervals are the Frontier and Mesaverde formations. Tha
Frantier formation, which occurs at 8,500-10,000 feet. contains approximataly 85% of the Com-
pany’s currant Big Piney reserves. The Company drilled 67 wells in the Blg Piney area in 1994,
Although natural gas drilling has been curtailed in this area during 1995 in responss to marks!
conditions, numerous drilling opportunities will be available for sevaral YRars,
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During the fourth quarter of 1985, the Company anticipates récording as proved undaveloped
raserves approximataly 1,100 Bef of methane contained, along with high concanirations of carbon
dinxide and nitrogen as well as small amounts of olhas gaseous substances, in the daep Wyoming
Paleczoic formation located under acreage leased by the Company and held by production in tha
Big Pinay araa. The Company i$ activaly pursuing ha consummation of a market or markets fram
savaral differant polential sources to fecilitete realizing tha value of thess reservas.

South Texas Ares, The Company's activibies in South Texas are focused in the Wicox,
Expanded Wilcox, Frio and Lobo producing horizons. The principal area of activity is in the Lobo
Trand which oceurs primarily in Webb and Zapata counties.

Tha Company operates approximataly 470 wells in the South Texas area. Production is
primarily from the Lobo sand of the Wilcox formation at depths ranging from 7,000 to 11,000 fast
The Gempany has approximately 250,000 net acrés undar sase in this ares, Natural gas dalivarias
net to the Company averagad 181 MMcl per day in 1994, At September 30, 1995, natural gas
daliverabdity from this area net to the Company was approximately 150 MMct par day which was
impactad during 1985 by the sale of selected properties. The Company drilled 56 welis in the South
Texas arsa in 1894 and anticlpates an active driling program will continue for several yaars

East Texas Area. Tha Company's activities in the East Texas area are primarily in the
Carthage field, located in Panola County, and the North Millon fleld, located in northern Harris
County.

Tha Carthage field is the Company’s nawes! area of concentration. This fleld is one of the most
prolific fislds in east Texas with production primarily from the Cotion Valley, Travis Paak and Paitit
formations. In 1995, properties were acquired that doubled the Company's acreage position to
17,000 acras. An active drilling program is plannad for the remainder of 1985 and for several yaars.
The Company has an average 71% working Interest in lts holdings. The Company has continued its
activity in tha North Mitton fisld where it now operates 19 walls and holds & 100% working Interast in
the acraage. Further drilling is planned for 1996, At Saptembaer 30, 1895, deliverability from the East
Texas area was approximately 35 MMcf per day of natural gas with aimost 1.0 MBbI per day of
condensate, both net to the Company. ' .

Offshore Guif of Maxico Area. At Saptambar 30, 1985, the Company heid an interest in 181
blocks In the Offshore Gulf of Maxico area totaling 561,000 ret acres, Of the 191 blocks, 133 are
operated by the Company. Thase interests are located pradominantlty in. tederal waters offshora
Texas and Loulsiana, During 1995, the Company acquired a 50% Irlerest in operations previously
owned by Santa Fe Minerals complamenting previously cwned interests and adding significantly 1o
the Company's offshore operations. Natural gas dellveries from this area averaged B3 MMct par day
mringWHm:tHBMm“dqmmﬁmmrﬂmmﬂimmﬂtmmmw.A
substantisl portion of such deliveries was from interests in the Melagorda trend with gignificant
volumes also coming from the Mustang lsland area. Daliverability from this area al September 30,
1095 was 160 MMol per day net to tha Company sourced principally as noted above. The Company
has-maintained an active drilling program in this area during 1984 and 1895 and anticipates a similar
program o continue for savaral years.

Canyon Trend Area. The Company's aciivities in Whis area hawve Dean concentrated in
Crockati, Sutton, Tarrell and Val Verde Counties, Texas whara the Company drilled 331 natural gas
walks during the pariod 1892 through 1994, The Company holds approximately 81,800 net acres and
now operates approximately 500 nalural gas wells in this area in which it owns a 97% average
working interest. Production is from the Canyon sands and Strawn limestone at depths from 5500
ko 11,500 fsal. In 1994, natural gas deliveries from this area net to the Company averaged 55 Mhci
per day. At September 30, 1995, natural gas deliverability from this area net to tha Company was
approximately 54 MMcf per day. The Company has maintained an active drilling program in the
Canyon Trend ares during 1985 and expects a similar program to pontinee fof Several years.

Pitchfork Ranch Flsld. The Pitchiork Ranch field located in Lea County, Mew Mexico,
produces primarily from the Bone Spring. Aloka and Mesrow formations. In 1984, dalivarias natl 1o
the Company from this area averaged 35 MMt per day of natural gas and approximately 2 MBbI per
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day of crude of, condensate and natural gas lguids, At Seplember 30, 1985, dalivarability from fhis
area nel 1o the Company was approximately 32 MMcf per day of natural gas and 3.6 MBUbI per day of
crude oil, condensate and natural gas liquids. The Company hodds approximataly 27,900 net acras
and expects to maintain an active drilling program in this field for several years,

Vernal Areg. In the Vernal area, located primarlly in Uintah County, Utah, the Company
operatas approximately 195 producing wells and presantly controls approximately 79,000 net acres.
For the first nina months of 1895, natural gas delivarias net to the Company from the Vernal area
averaged 24 MWMcf per day which represents deliverability. Production 15 from the Grean River and
Wasatch formations located at depths betwesn 4.500-8,000 feet. The Company has an average
working interast of approximatelly 60%, Tha Company drilled 20 wells in the Vemnal srea in 1994 and
has maintainged a comparable drilling program during 1985,

Casgda. The Company is engaged in the exploration for and the devalopment, production and
marketing of natural gas and crude oil and the operation of natural gas processing plants in wastarn
Canada, principally in the provinces of Alberta, Saskaichewan, and Manitoba. The Company
conducts operations from offices in Calgary. The Company produces natural gas from seven major
areas gng crude ol from three major areas. The Sandhills area in Southern Saskatchewan is the
largast single producing area whare 160 wells wera drillsd in 1994 resulting In defiverability net 1o
the Cempany from the field of approximately 38 MMcf per day at December 31, 1994. Canadian
natural gas daliverability net to the Company at September 30, 1595 was approximately 70 MMcf
par day and the Company held approximately 350,000 net undeveloped acres in Canada. The
Company expects fo maintain an active drilling program in Canada for several years.

Dutaide North Amarics Operations _ :

The Company has cperations offshore Trinidad and India and is conducting exploration in

salected other international areas. Properties offshore Trinidad and India comprised 100% of the
Company's proved reserves and production outside of North Amarica at year and 1594,

Trinidad. In Novernber 1532, the Company was awarded a 95% working interes! concession
in the South East Coast Consortium (“SECC") block oMshore Trinidad, encompassing three
undevedoped fislds, praviously held by three government-owned energy companias. The Kiskpdes
field has been developad, the Ibis field is undar developmant and the O Bird fiald is anticipated to
be devaloped over the next three to five years. Existing surplus processing and transportation
capacity at the Pelican field facilittes owned and operated by Trinidad and Tobago governmant-
ownad companias is being used to process and transport the production. Natural gas s baing sold
into the local marke! under a take-or-pay agreement with the National Gas Company of Trinidad and
Tobago. In 18994, deliverias nat to the Company avaraged MMct per day of natural gas and
2.5 MBbl per day of crude ol and condansate. At September 30, 1885, deliverabiity net 1o the
Company was approximately 186 MMcf per day of natural gas and 8.0 MBbls per day of crude oil
and condensate. The Company's net production from offshore Trinkdad was approximatsly
100 MMct per day of natural gas and 6.2 MBbI per day of crude ofl and condensate at Septambar 30,
1835. The Company held approximately 71,000 net undeveloped acres in Trinkded, |

The Company recently has baen awarded the right to develop the Lia) block adjacent to the
SECC block and is presently negotiating the terms of a production sharing contract with the
Govarnment of Trinidad and Tobago,

India. In Dacember 1994, the Company signed sgreements covering profit sharing, joent
cperations and product sales, and was granted a 30% working interest in, the Tapl, Panna and
Mukta biocks located offshore Bombay, India. The Company s designaled oparator of all thrae
areas. The blocks were previously oparated by the Indian national ofl company, Ol & Natural Gas
Corporation Limited, which retained a 40%% working intarest. Tha 383,000 acre Tapti Block containg
two major proved gas accumulations dalineated by 22 expendable axploration walls thal have baan
plugged. The Company has initiated a development plan for the Tapti Block accumulations, The
106,000 acre Panna Block and the 192,000 acre Mukia Block are partially developed with 30 wells
producing from five producing platforms located in the Panna and Mukta fislds. The flislds were
producing approximately 3.5 MBbI per day of cruda oll net to the Company as of September 30,
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1995; all associated natural gas was baing Rared. The Company intends 1o continua devalopmant of
the accumulations and to expand procassing capacity io allow crude oil production at full deliver-
abdlity @s wall as 1o parmit natural gas sales.

Cther intemational, The Company conlinues to avaluate other selected conventional nafural
gas and crude oil opporiuntias outside Morth America. The Company is pursuing othar exploitation
opportunities in countries where indigenous natural gas reserves have been identified, particularly
winhera synargies in natural gas fransporiation, processing and power coganaration can be optimized
with other Enrcn Corp. affiiated companies. In early 1985, the Company and the Qatar Genaral
Patrolaurmn Corporation signed a nonbinding ketter of intent concarning tha possible developmant of
a liguefied natural gas project for natural gas to be produced from the North Doma Fiald, The
Company and Enron Corp. may jointly hold up to a 40% working interest in the joint veniure and drill
and develop 0-be-agreed-upon reservas. In addition, the Company signed |atters of intent in early
19595 wisk the National Oil Corporation of Uzbekistan, and Gazprom, the Russian natural gas
company, 1o pursua the feasibility of joint wanture developmant and marketing of previously dis-
covared conventional hydrocarbon reserves in Uzbekistan. The Cofmpany is also in discuessions
concaming tha polentisl for conventional ol and gas development opportunities in China,
Mozambigue and Qatar, The Company holds nonoparating working inlérests in bwo conventional oil
and gas exploration prospects in the UK. North Sea.

The Company confinues evaluation and assessment of its international opportunily portiolio in
the coalbad mathane recovery arena, Including projects in South Wales in the UK., the Lomaine
Basin in France, Galilee Basin in Queensland, Australia and Hedong basin in China.

Markating
Wallhead Markeling

The Company's Morth America wallhead natural gas production is curmently being sold on the
spot market and under long-term natural gas contracts at markel rasponsive prices. In many
instances, the long-term contract prices closely approximate the prices received for natural gas
being sold on the spot markel. Wellhead natural gas volumas from Trinidad are sold at prices that
are based on a fived price schedule with annual escalations. Natural gas volumes In India will be
sold to the Gas Authority of india, Ltd. under a take-or-pay contract et a price linked 1o a basket of
world market fusl oll quotations with floor and ceiling limits. Approximataly 45% of the Company’s
wallhead naturel gas production is currently being sold to pipeline and marketing subsidiaries of
Enron Corp. The Company beliaves that the terms of its transactions and agreements with Enron
Corp. andior its affiliates are and intends that future such transactions and agreemants will be at
isast as favorable to the Company as could be obtained from third parties.

Substantially all of the Company's welihead crude ol and condensate is sold under short-tarm
gontracls 8l market rasponsiva pricas. ;

Envon Oll & Gas Markating, Inc. (“EOGM") is a wholly-owned subsidiary of the Company
sngaged In various marketing activities. Both the Company and EOGM contract to provide, under
short and long-term agreemants, natural gas to various purchasers and then aggregats the neces-
sary supplias for the sales with purchases from various sources including third-party producers,
marketing companies, pipelines or from the Company's own production, In addilion, ECHGM has
lmnmmudlmluthnudwnumlumﬂnMMthmnhmuh1mﬂu1unﬁﬁunﬂuuﬂwimnﬂu
gathering business on a strategic basis. Both the Company and EOGM utilize other short and long-
tarm hedging and trading mechanisms including sales and purchases utiizing NYMEX-related
amnmmmynuﬂﬂttuﬂimhn;JMIﬁIHHBaﬁhﬂlllﬂwmnIMhIHﬂﬂmudHﬂhcnmnmﬁﬂ
affiliated with Enron Corp. These marketing activities have provided an affective balance in manag-
ing the Company's exposura to commodity price risks far both natural gas and crude oil and
mmnnumnuuﬂulﬂpmun.sma“Mmmmﬂmuw:DunnahwandnnﬂwhlﬂFhmmﬂiCuMMmr
and Resulis of Operations - Capital Resources and Liguidily - Hedging Transactons,”
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Wellhead Volumes and Prices, and Lease and Wall Expansas

The folgwing table sets forth centain information regarding the Company’s walihead volumas of
and average prices for natural gas per Mel, crude ol and condansate, and natural gas liquids par
Bbl, and average lease and well axpenses per Mcte dediverad during each of the three years in the
perad ended December 31, 1994 and the nina-manth periods andad Septernber 30, 1954 and 1995

Ming Maoniha
Encind
_Yanr Ended Dscamber 31 mibar 30,

e T

Volumes (per “F'!‘ME”

Matural Gas
United States(1) ...... . ... ... .. ... .. 534 549 614 509 534
sBamada .............. ... .. .. .. " a0 58 72 T 75
Trimickad .. ... ... = 2 B3 [} 110
Totalt}. .o 254 T08 748 _ 743 _ 719
Crude Ol and Condensata {MBbl)
United Stales . ....................... 6.3 6.6 a.0 7.5 8.1
Camada ........ ..... ... ... ..., 22 2.2 2.0 1.9 24
Trinidad . - - N | 2.5 28 48
T 1 - - R - 23
Toldl. ..o B.5 8.9 128 12,0 18.8
Natural Gas Liquids (MBbI) -
United Stelas .. _.......... | 2 3 2 1.2
Canmda . ...... . c0iiiiii e, 4 A4 4 5 A
Total . . T ] 7 T 1.5
l“ m‘ T S | - i ) | ]
] I G“Etltnﬂg‘} 5 1 5197 $1.71 % 1.79 %
mibed States{d) .. ... ..., ... . ..., 1.8 1.897 1.71 1, 1.33
Canada ......... 1,18 1.34 1.42 1.51 95
Trinidad e - B9 93 a3 a7
Composite(@) ... .................... 1.58 192 1.82 168 1.23
Crude Qil and Condansate [$/Bbi)
Uinited States ., ... $18.28 $16.96 $16.068 51564 $17.20
CanBodd ....... i, 1680 1483 1405 1372 1631
Trinidad . .. ... .. = . 1438 1580 1520 16.18
India. ..., - = 1570 = 16,82
Composite . ................c......, 1780 16837 1582 1524 18.77
Natwral Gas Liquids ($/Bbi)
United States ........................ $11.58 51185 $12.45 $1250 %1178
Canadd ................ocovvveen... 10,05 0.48 B.45 T.88 8.68
Composte ... ........connvnnnn.. 1088 11.12 8.50 943 11.27
Loase and Well Expenses ($/Mcfa)
United States ....._.................. $ 20 § 18 5 19 § 19 § 20
Canada _............ccccevvvrnnnn... 50 48 A4 a5 a5
Trinidad . ... = 1.48 AT A5 14
e - - 13 - 1.59
Composibe . .............00iiennnn. 22 21 20 20 23

1} Includes 28 MMcf per day in 1992, 81 MMef par day in 1993 and 48 MMcf per day in 1594 and
“ln II‘LrIll nImmﬁMtndﬂﬂmhnﬁﬂ%.i mtﬂﬂmmtrn
volumetric production paymant agreament éffective October 1, 1982, as amended,

I Inchedes an avar uivalent wellhead value of $1.70 per Mcf In 1992, $1.57 per Mcf in 1993,

@ §1.27 pwmma‘?;ﬂqwﬂ.a! per Mcf and §.78 per Mcf In the riu-mmhp:mhdlm

Elpl!mhﬂll'mﬂﬂ. 1994 and 1995, respectively, for the volumes described in note (1), nat of
ansporia Costs.
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Other Matural Gas Marketing Volumes and Prices

The following table sats forth certain information regarding the Company's volumas of natural
gas daelivered under other marketing and volumairc production paymant arrangaments, and result-
ing average per unit gross revenue and per unit amortization of delerrad revenues along with
associaled costs during each of the throa years in the period andad Decembar 31. 1934 ard the
ning-month periods endad September 30, 1994 and 1985,

Your Ended Decembaes 31, Faplamber 30,

1982 1083 e 19 198S
Volumes (MMcf par :ha]r}ﬂg e e 255 293 324 az7 268
Ave Gross Revenue (SMcfN2) ... ... ....... $ 262 $ 257 $238 5241 § 147
Associated Costs (SMeDENA) . ... ............. 109 232 208 _ 213 _ 149
Margin #Maf) . ..o e $063 $025 $032 $028 5038

(1) Includes 28 MMc per day in 1992, 81 MMcf per in 1933 and 48 MMgf per day in 1934 and
in the nine-month periods ended Septamber 30, 1984 and 1985 deliversd under the terms of
vqlmnr;mn produsction pEymant exchangs agresments eflective Oclober 1, 1332, as
BrmMa .

(2) includes per unit deferred revenus amortization for the volumes detailed in note I:rjcil gl an
aquivalent of $2.51 per Mcf in 1992, $2.50 par Mcf in 1993, 52.48 per Mcf in 1994 and $2 48
per Mcf and $2.47 per Mcf in the nine-month pericds ended September 30, 1994 and 1985,
Fiag pactively.

(3) Includes an average value of $2.37 per Mcf in 1992, £2 20 per Mef in 1993, $1.92 per Mcf in
1884 and $1.99 per Mcl and $1.50 par Mcf in the nine-month periods ended September 30,
1994 and 19085, reapactively, inchedi aweraiqa aquivalant wallhead valsa, amy
transportation mumdamm?omuﬂn.fmﬁw volumes detallad in note (1).

{4) Including transportation and axchangs differentials. "
m-m@-hmmmmmmm

The following tables set forth the Company's net proved and proved developed reserves al
Decamber 31, 1893 and 1994, and fthe changes in the nat proved reserves for the year 1994 as
estimated by the Company's engineering staff. The additional disclosures that include volumes
aktribuiable to a volumedtric production payment sat forth in the following tables are presanted as
additional Information and are not Intended to represent required disclosure pursuant 1o SFAS
Mo. 69 — "Disclosures about Ol and Gas Producing Activities.”

: United States  Cansde  Trinkisd  Indls Total

Natural Gasg (Bef)
Met proved reserves at December 31, 1983 1,313.2 271.0 10056 - 18847
Additional disclosures:

.. Volumes attributable to volumetric
production paymant

.............. B7 5 - - - 8BS
Nat resarvas al I'.‘Inlmhr a, |
1 , including volumes butable o
volumetric production payment. .. ...... 14007 2710 1005 - Lr2z
MHat ﬁ.m“ resarves at December 31, 15943 1.31?.?} 2.0 "1’_9;5 - '.,m::;.;]
visions of previous estimates ...... 7. {6.5) = :
Purchases in place . .. .. ... .coaven 188 9.2 = 293 573
Extansions, ard othar
BOHHONME .....cc0cccmnrnraeronn 233.8 502 1138 - Egﬁ;
Sales N pIACE . . ... i ey - N = = |
Produetion . . .. .....ocaiereaiiiins (212.0) _;ﬁ 23.2) - _(2615)
Mat proved reserves at December 31, 1954 1,307.4 256.4 _enu 293 18395
iCantinuad on mext page)
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Addifional disclosuras:
Valumes atiribitable to volumedric
proguction payment ..., ... ..., .,

Met proved raservas al December 31,
1954, including wolumes atirlbuatable fo

- - - 708

volumeine production payment. ., .. 13783 29656 2062 293 1,910.4
Liquicts (MBEIK1)

Met proved reserves at December 31, 1993 13172 5471 2218 - 20.8E1
Revisions of previous estimates . . . . 2179 (177} 455 = 2457
Purchases inplace . . . _..... ..., ... 358 - - THITF TATH
Extensions, discovaries amd aiher ’

Aadditions ... ... .., ..., .. ..... . 5,332 2.848 2687 = 10887
Sales in place . ... ... ... ... ... .. (257} - - - [257)
Production. . ....................., 2.997)  (905) (831) _ (32) (4,865)

Met proved reserves at December 31, 1994 17 787 T.237 4428 7585 37,038

Uriad Statea Cansda  Trisided India Tatal

Mt proved developed reserves at

MNatural Gas (Bef)
December 31, 1993 ... .. ... .. ..., 1.079.8 250.6 T4 = 1.401.8
Dacarmber 31, 1994 ..., . . ... 1,128.2 2683 2062 - 18227
Ligquids (MB&IK1]
December 31, 1993 . ... .......... .. 11,165 5409 1.5M = 18,165
December 31, 1894 ., ......_.... ; 168,770 TOI3 4429 T75B5 035857
: United Siatss Canasda Trinidad incis Tetal
Mt ad developad resarves, Includi
arrpv-;Tnts aftributabla to valumetric prﬁucﬂun
paymant at
Hatural Gas (Bcf) .
December 31, 1993 .. .............. 1,167.3 250.6 T4 = 14893
December 31, 1994 .......... a 1,194.1 2883 2082 = 16838
Liguids (MBBI1)
December 31, 1983 . _.......... ..., 11,165 5408 1,501 - 18,185
December 31,1984 ... ..... ... .. ... 16770 -~ 7.073 4429 7585 35,857

(1) Includes crude oil, condensate and nalural gas liquids.

Estimates of proved and proved developed reserves at December 31, 1993 and 1994 were
based on studies performed by the Company's engineering staff for reserves in tha United States,
Cangda, Trinidad and |ndia. Opinlons by DelGolysr and MacNaughicn, indepandent petroleum
consultants, for the years anded Decamber 31, 1993 and 1994 coviring producing areas containing
B5% and 50%, respactively, of proved reserves of the Company on a net-equivalent-cubic-fee-of-
gas basis, indicate that the estimates of proved reserves prapared by the Company's anginearing
staff for the properties reviewad by DeGolyer and MacNaughton, when compared in total on & nat-
equivalant-cubic-feet-of-gas basis, do not differ materially from the estimates prepared by DaGaolyes
and MacMaughton. Such estimates by DeGaolyer and MacNaughton in the aggregate varied by not
more than 5% ¥rom those prepared by the Company's anginearing staff. All reports by DelSolyer and
MacNaughton were developed utilizing geclogical and enginearing date provided by the Company.

Thare are numerous uncartainties inherent in estimating quantitias of proved reserves and In
projecting future rates of production and timing of development expenditures, Including many
factors beyond the control of the producer. The reserve data se! forth hersin represent only
estimates. Reserve anginaaring is a subjactiva process of estimating undenground accumulations of
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natural gas and liquids, incleding grude ofl, condensate and natural gas liquids, that cannot De
measured in an exact manner. The accuracy of any reserve astimala is a function of the amaunt and
quality of available data and of enginesring and geoiogical interpretation and judgmant. As a rasult,
astimatas of different engineers normally vary. In addition, results of driling. testing and producton
subsequent to the date of an estimate may justify revision of such estimals. Accordingly, reserve
astimates are often different from the gquantities ullimately recoversd. The maaningfulnass of such
astimates |s highly depandant upon the accuracy of the assumptions upan which they wera basad,

In genaral, the volume of production from oil and gas proparties owned by the Company
daclines as rasarves are deplated, Excapt to the extent the Company acquires additional propartias
containing proved reserves or conducts successful axploration and developmant activities, or both,
the proved reserves of thi Company will decling as reserves are produced, Volumes generated from
future activities of the Company are thersfore highly dependent upon the level ol success in
acquiring, or finding additional resarves and the costs incurred In doing so.

Acreage

The following tables summarize the Company's developad and undeveloped acreage at
Decambear 31, 1984 and September 30, 1995, Excluded ks acreage in which the Company's intsrast
is limited to owned royalty, overriding royalty and other similar interests.

Davehapad Undeveloped Tioksl
Gross Nl .- Gross Hat " eees Wt
At December 31, 1994
. United States. ... .. a78.427 B37.B70 1952658 1705716 2831083 2243588
Canada .......... 501988 30799 437523 353,560 939512 561,548
fdla. . oo aea e 0,000 18,000 802 207 180,682 Az 207 198 662
Trinddad .......... 4,200 3,590 Td 851 71,108 TH.051 75,008
Cthar Imtarmational - - 13,913,600 11,756,800 13,813,600 11,758,800
Total ... .o 1IMA.NE HTIHI mﬂ!ﬂ? 1-I.IE|ETIH mﬁm 15,035,682
At September 30, 1995 i
United Siates. ..... 1,564,024 BB1,6AT 2321727 1,7751561 3875751 2438788
Canada .......... 5505634 335569 424302 348,503 583,838 585,062
[11%: [T P 50,000 18,000 602,207 180,682 a2 207 190,882
Trimidad .......... © 4 200 3,880 74 851 71,108 79,061 T5.028
Char Internatbonal - - 13,422,400 11,773.100 13,422,400 11,773,100
Totdl ...cocann ._'!,17711’53 1,019,198 ilﬂ.ll? 14,149,524 I'IEIEH 16,168,720
18
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Dritting and Acguisition Activities
During the years endsd December 31, 1992, 1983 and 1994 and e nine manihs andad
September 30, 1995 the Company spent approximataly 5396, $430, 5494 and $401 millicn, respac-
tively, for axploratory and developmant drilling and acquisition of leases and producing proparties.
The Company driled, participatad in the drilling of or Boquired wells s s aut in the bk baloe for
e paricds Indicated:

Mima Manthe
Endad
Yoar Eaded Dwoember 31, _Seplembar 30,
1§82 1993 1904 1995

Grows  Wei  Gross  Nel | Gross  Bel | Geoss N

Daveloprmant Wells Completad

Domesta
M3as ... ...l 484 39906 352 275.00 30B 24423 = 2] VIR
] if 10.80 A5 19,01 34 2957 as az.06
Dry ., oovaneian. 64 56.12 69 4883 41 3215 38 _30.80
Total, v ov v nwiin. 867 46598 458 34484 3IBI 30555 173 1408
International
GES .. i, 2 200 227 18010 250 18030 116 10768
T 13 11.70 4 350 11 BAD 13 B8
DY e _5 405 11 760 13 1150 11 B.38
Total............. 20 17.75 242 gﬂiﬁ 274 20690 140 124.25
Total Development.. ... .. 587 48373 698 54604 657 51285 311 26489
Exploratory Walls Completed
Domasiic
Gas .. i 11 872 14 10.03 13 9.80 4 252
O L 1 40 a 250 3 257 3 2.63
DY e .16 1342 3 2208 23 1817 6 447
Total............." 28 2254 449 34,61 ag 30.54 13 562
Intarnationa|
GES ..o Fi 5.75 14 11.40 g 7.90 2 1.24
Qil i, 4 3.69 2 a0 1 50 2 2.00
LT _4 285 10 735 14 1250 5 370
Total............. 15 1229 26 1965 24 2090 § 5.94
Total Exploratory . ..., .. 43 3483 75 5426 63 5144 22 1556
Total . ............ 630 51856 773 60030 T20 56429 335 98145
Wails in Progress at end of
pariod ... ..., B2 B80.75 B2 108 45 2879 53 38,72
Total,............ E 6793 E B61.20 E 593.08 E 32047
Walls Acquired
- Gd41  BOT.29° 44 2644 M 40080 271 a7.3r
il o e _28 25800 - 1280° &0 3899 5 a3
Total............. g G23.09 =-H 3|2e 1 TR.80 z_m 88.30

* Inclugas tha acquisition of additional interests in cartain wells in which the Company previously
held an interest.

All of this Company's drifing activities are conducted on a contract basis with independent
drilling contractors. The Company owns no drilling aquipmant.
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SELECTEDL CONSOLIDATED FINANCIAL AND OPERATING INFORMATION

The following table sets forih a summary of selected consolidated financial and aperating information for
the Company for aach of the five years in the period ended December 31, 1994 and the nine-menth periods
ended September 30, 1994 and 1995, This information should be read In conjunction with the consofidated
financial statemants of the Company and related notes thareto incorporated by reference hersin (588 “Incorpo-
ration of Cartain Documents by Refsrence™) and “Management’'s Discussion and Analysis of Financial
Condition and Rasults of Operations” included elsewhers in this Prospectus. Financial infarmation for Bach of
the five years in the period ended December 31, 1994 has been derived from audited financial slatements.
Financial information for the nine-month pericds ended September 30, 1994 and 1995 has bean derived from
unaudited financial statements, The interim data reflects all adjustments which, in the opinkon of the MAnNAge-
ment of the Company, are nacessary 1o presant fairly such information for the interim pariods, Regults of the

nine-month pariods are not necessarily indicative of the results expected for a full year or any othar inlarim
pariod. »
N .

oo
Faar Endad Dacamber 31, _m
1w W i L T 1084 [
in Thewssmnds, Ex Par Shawrs Amownts)
Statement of Income Db ' et
Mel operating revenues
Maturml gas. ... ... ... ... $ J01B48 § 321800 § 388580 £ 505182 § 489 psa § J65654 % 3z ons
Cruda oil, condananbe end Asturai :
oms Bouds ... ., . BE.165 82 58 58,927 55,834 78,338 53,6532 50,342
Gaing on sales of resecves end
roloted mesets. .., . ... . 3, .02 14, ey 8,037 13318 54074 2oz B2 Sl
Cwar, .. Ll . 3,525 3168 5,074 8,708 5578 3842 T 432
L - 403,137 402 58 459,028 581,020 B ARy 474,380 482 Rz
Oiparating aspnsss -
Lot mnd wall, .. ... __ ., . 43,808 45 922 45,408 50,544 840,384 44, Tz 2me
Exploration ... ................. 3,031 L] nzxra 34,821 41,811 29,847 1,550
Diyhol . .....0ooooooooun.o... 12.968 14,558 1, T 18,385 17,187 10,803 8,588
mant o unproved off amd
hﬁ ............... 20,871 12,781 15,138 20487 24,538 17,364 20,453
. arsd
wmm ........... .- 155877 180,888 1R 249,704 2432 1E2 181,645 157 &T5
Ganeral ard aomiriserathee ..., . 38,284 38218 3E 548 45374 - B1418 38,050 41,186
Taxen ofher than incorss ... .., P 182 28,348 aE,308 28,254 22,010 25806
Total. ... 320 401 A4, 204 253417 455 481 51!1 __ 4 38214
Cparating imcome ... .. ... ..., . T80 T84 105,609 115,558 158,841 - 130,038 154,128
mrmuﬂm-u::-..m-‘------ 2.153) 3215 A8 £ 435 ares.. | e 11,743
Irdoraat nak -
ﬂmtﬂm ‘ ...... M ...... A.ETS 28, 500 &2.280 8531 8489 B111 (N ]
Income Balere inoome taxes ... __ ... 84 45 688 TRLBa 112,273 153835 128,168 144,175
Incoma tax provision [beneil) .. ., [10,854) (2247} _ (VT.7HE) _ (2sTSIND B80T 20,728 LA
Hed incomes Sreessssrrnndraand e B ASABE 5 4THIE § @TSED § IBAO98 % 147004 I_1t|ﬁ..-l¢l § g
Ed#ir akFbng of Commn
SockfEl .8 M8 ms & S 8 8 @ 5 88 $ g
Average number of pofenon sheneslS) - 151 800 151,800 ﬁlg 1ﬂ£ 145 845 150, 838 158,951
Balance Shest Dwis (it pered snd):
et ol and gas propertes . ... .. ..., $1.305136 §1239668 51488011 §1548,045 §1.884.811 Cfi BT e Beas0
Tolsd nassts. . ..., ... .__.... ... TAIT830 1455608 1739002  0811,982 1,801,887, o .. 185818 200857
Long-torm dabe '
Affiliete ... L T HTaa 132 5% -l - 25,000 25,000 18320
L A 140,442 08, B 150,000086; 153,000 185,337 158,882 247 B8Z
Dakerrad revenue ., .. ........, . - . 301385 22758 184,182 198,108 224 085
Shareholders” equity. ... ............ 10,042 B3 184 BXG.DABE) 833073 1,063 4018 108,712 140,205
(Continusd on next pags)
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Hine Maonths
Ende=d

. Yaar Endad December 31, !-l!l-ﬂll 36,
1 1 e 1 1994 LT 1995
Cparating Dadac
Walread fakimes and Pricos
Hatural Gap Wolumes (Wi per dl:f:-
Lireng® SagtesT) 437 i 534 L] 13 [i1k.] LT
Cannaca . L] 24 3 L) T3 | T
Trividad. ... oo - - - 2 [ B 1
T‘Jw-l ce Ilﬁfi -l!! Shid e 744 143 Tig
Avarags Mabural Gas Prices ﬂ-'M-ETI
Unitpd Skates ... ... 5181 £ 134 LN $ 1497 § 17 £1ra %133
Cannda . B iareme . 1.47 iaz2 .18 1.34 .42 151 45
Trinidad . - - - b 53 a3 ur
Composits ..o 1.51 1L.AT 1.58 1482 . 1,82 1,53 1.23
Cruda'Condarsats Vokimos 1H!bl P"
cayl
Uniod Steiss . .. .. ........... 58 5.9 B.3 1] B0 75 ER
Camada ., . .. .. i 24 2.3 2.2 22 20 148 7 &
Trinidad . ..., _..... PR - - = 1 25 28 48
bndig . ... e - - - - i - 23
Total, I ciee B2 a2 as Bg 128 12.0 185
Avaracs CrudeCondensals Prices
eb :
Ursted States .., ... .. ......... £21.85 1924 1] ] Si18.08 $18.08 £15 84 $17.20
Cammda .. ..................... 21.m 1758 TELSD 14,83 14,05 1a.ra 18.3
Trivicks. ... .. ..., .. . - - - 1438 15.50 1520 1516
Iredia . . . e e - - - - 18.70 - 1582
Compaste .. ... ._..... .. F1.67 1E.78 17.50 1637 15,62 1424 1877
Hatural Gas Liguids volumas (MBE
par cay)
United Sagies ... ...... ...... .- A A 3 2 3 2 i.2
Canada __.............,, . . = a M A q L1 A
Tatad....... . A i-] T L] T T 1.5
Aﬂ-rah Matuiad Gag Lrn.-ds P'-Inn .
United Stales .. ........ wmEas §10.55 £10.79 £11.56 138 §12.45 §12.50 5116
Carada , T TR R - 12.48 10,05 348 845 T.868 5 85
Compossbe . ........., . 10.85 11,64 1080 1112 .90 9.43 1127
1h Inchu mnmuanﬁlum- 17 milkcen, $43 milion, nﬁhn-ﬂl:!rrﬂmmtm‘l 1983 and 1954, ra . and
1i|I~.'=.'1a'|';|":.‘hnn~rl-'||:|t1!rn mlrll_rljrfhﬂ-ﬂmhn-hdl mﬂﬁmﬂﬁ% mmmm riqw“m
lecloral Incoma tax credits and $29 milion and §7 malon n 1 1 l.m_'“m:hmmnm of a nat
apsrating ks canryforwad,
2 |Hﬂ|uﬂﬂlbl"~l1l'lnl!'|?rl'ﬂlhﬂMHMﬂﬂuﬂmwamuﬁuﬂmm—uulm TOM @ AR
of dedorrod fux requiremsnils partally offtsat An Approzinate 37 milion poadominanily B s e
Empﬂ?lwmlmh Mﬂumnmmmmq” fram Jd4% bo 35%
A Includes & baralt of approx $8 milice related to reducod satmated stats income tawes and cortain frarekiss axes, 8 portion of

which =4 treated &3 income lax SFAS Mo, 108 = “Accountng for income Taxes ™, 5nd s 55 milion bared from S reduchon o s
Company's deferned foderal income tas Tability resuling from & roavaluntion of defermsd (A requrements,

[4) nciudas & $12 million benalit assoceied wih the successiul rosoluion on awdd of federal income Baxes for cariain [Ty

{50 In May 1554, the Board of Direciors deciansd & teo-tor-ane apiit of the Gompany's Common Siock 1o ba eifecied B8 8 Aon-lBxabia
cwidend of orw share tor sach share cutstancing. Shares wers susd on June 15, 1664 to shorohoicers of record s of May 31, 1994
All share ard par gharg amounts FIvl-llntId harain are relacied on & post-spli basls.

06} In August 1992 thel Campany ail the sale of an sdditional 8.2 milkn sharas ﬂﬂmmhﬂuﬁrmﬂmh ﬁm fal
ﬂ*mmlh&ﬁm nrmﬂum t119mh1u|npmm Iu-ngmdrh.h
mrrmlitldmliﬂn mmrﬂ.mﬂm ;-m ﬂ'ﬂmwadnnrpnhng
ftarm dabd tﬂﬂl‘-urnﬂhlr gmﬂalmmﬁm

(7] Includes 28 Mbdc par h1mml-l'-tr.-fwmmlmamum:rmdqmmmnuunwmmlmu
Septeenbae 30, 1004 and 1995 dalversd under the lenma of B volumsiric produssion pawment efects Ociober 1, 1982, as smerced.
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MANAGEMENT'S DISCUSSION AND AMALYSIS OF FINANCIAL CONDITION
AMD RESULTS OF OPERATIONS

Tha following review of cperations for each of the three years In the paricd ended Dacember 31,
1984 and for the nine-month pariods anded Saptember 30, 1994 and 1995 should be read in
comjuncton with the consolidated financial stataments of the Company and notes therelo and othar
tingncial data incorporated by réfarence herain, See “Incorporation of Certain Documents by
Raferanca,”

Results of Operations
Net Operalting Revenuas
Wallhead volume and price statistics for the specfied pericds were as fallows:

» Hing Months
. Erdwd
Yaar Ended Dacember 11, Samiamber 30,
12 1983 e 18 1995
Matural Gas Volumas (MMcl par day)
Morth Amercail). . ......oceeiene.. 564 o7 6B 680 609
Trinkdad . ... _ = 2 _ 63 63 110
Total ... S8 T8 749 743 719
Te———— = T —aama T _—
Average Natural Gas Prices ($/Mcf)
Morth Amarnca(2]. ... ..oveeniinanins £ 158 § 92 § 1568 li?ﬂ & 1.28
Trinddad . ...........cc0cciiieaiins = B9 h: k3 ar
Composita .. ... 1.58 1.82 1.62 1.&9 1.23
Crude/Condansate Yolumes [Iu'IH'hI p-u.— dnﬂ
Morth America. . 8.5 B8a 10,0 8.4 11.5
Trimicad . - 1 25 2.6 4.8
L e - - A - _E@
Total ,.....oonnnns ; B.5 8.8 12.8 120 18.6
Average Crudae/Condensais Pﬂm! I_.'n'BhII
Morth America. . . . . $ 1790 %1639 § 15685 $1525 $17.01
Trinidad . = 14.38 1550 1520 16186
m.:n - - 15.70 - 1B.82
Composie .................... 17.90 16.37 1562 1524 1877
1) Includes 28 Mikc! tnﬂElE 81 MHI:IPHH n1mm MMict par day in 1994 and
(1) Inchude: | g;r Eff" 3, m”' under the terms of
mlmuu'lc alfactive Octobar 1, 1992, as
Inr:h:hilnlﬂll?l squivalent wellhead value of $1.70 per Mcf in 1982, $1.57 par Mcf in 1993,
$1.27 per Mcf in mmhmparmlmmamrmmmmmmmm
Saptember 30, 1994 and 1885, respactively, for volumes detalled in note (1), net of
transportathon costs.

Mine months 1885 compared fo mine months 1294,  During the first nine months of 1885, net
operating revenuss Increased $18 milion to $452 million as compared lo the same period in 1994,

Average wallhead natural gas prices for the first nine months of 1985 wera down approximately
27% from the same period in 1894 reducing net operating revenues by approximately $80 milllion, In
addition, a decrease ol 3% in waellhead natural gas volumas from the first nine months of 1994
reduced net operating revenues by approximataly $11 million. The Company voluntarily curtailed its
United States wallhaad natural gas daliverad volumes by an avarage of approximately 140 MMcf per
day during the first nine months of 1995 compared to approximately 110 MMcT per day during the
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same peniod in 1984 due to significantly kower Unitad Siates wallhaad natural gas prices. In addition,
the impact of the sales of od and gas reserves and related assets (nat of purchases of similar
855818) resulted in a reduction of approximately 40 MMGf per day in delivered volumes for the first
nine months of 1995 as compared 1o tha first nine months of 1994, The Company relocusad its 1995
drilling activity away from natural gas daliverability and toward natural gas reserve enhancemeant
and crude oil exploitation in the United States in responsa to the significant dacline in United Statas
nefural gas prices in recent pariods. Wellhesd crude ol and condensate avarage pricas increased
10% acding approximately $8 million to net operating revenues comparad to tha flirst nine manths of
1884, Crude oil and condensate wellhaed volumas increasad 55% adding approximately $27 malion
o nal oparating révanues compared to the same pericd a year ago primarily reflasting new
production on stream oftshore India, and higher volumes offshore Trinidad and in Morth Amarica,

Other markating activities associated with sales and purchases of natural gas, netural gas price
swap trarsactions, other commodity price hedging of natural gas and crude ofl and condensate
prices ulilizing NYMEX-related commodity markat transactions. and wolumatric production paymént
related margins added approximately $91 million to net operating revenues during the first nine
months of 1985, an increass of approximately $67 milion from the same period in 1994, Thig
increase primarily resufted from a gain of $51 million on natursl gas commodity price hedging
activities utilizing NYMEX-ralated commaodity market transactions in the first nine months of 1995
compared to a 52 million loss during the same period in 1994 and incressed marging associated with
other natural gas markating actvities. Tha average associated costs of natural gas markating, price
swap and volumelric production payment transactions, including, whers appropriate, average well-
head valua, transportation costs and exchange differentiais, decreasad 5,64 par Mcl, The average
price recelved for these transactions decreased 5.54 per Mcf. Ralated other natural gas marketing
volumes decreased 19%. The reduction in other natural gas marketing volumas and prices relates
prh'mrir,rmmnﬂcnumafmfwmnhmmmuw.mulﬂmmmnﬂu: and
decraased other markeling activities. The $.10 per Mci margin increasa partially offsat by tha
reduction in other natural gas marketing volumas increased net oparaling revenuss by approxi-
matedy 53 millicn comparad to the first nine months of 1994, Tha Company realized an $11 million
gain in the first nine months of 1995 related to certain NYMEX-ralated commadity market transac-
tions with an Enran Corp. affilialed company that wers designated for trading purposes in late 1994,
The Company had no open trading positions at Seplamber 30, 1995, See “Trading Transactions."

in March 1995, the Company exchanged existing fusl supply and purchase contracis and
related price swap agresments associated with a Texas City cogenaration plant for certain netural
gas price Swap agresmants of aquivalent value issued by an Enron Corp. atfilated company, As a
rasult of these transactions, the Company realized a $8.4 milion increase in net operating revenues
in the first nine months of 1995 over the amount realized from the exchanged fusl supply and
purchase contracts in the same period of 1994, See ""Relationship Between the Company and Enron
Corp, - Contractual Agreaments.” _

Gains on sales of reserves and related assets during the first nine months of 1985 increasad
$10 million to $83 million whan compared 1o the same period in 1994 which Increase was attributabis
1o the Company's continuing afiorts in optimizing the use of s assals,

1984 compared to 1993. During 1994, net operating revenues Increased to $626 mllion, up
$45 milion as comparad to 1883,

Average wallhead natural gas volumas Increasad approximaltety 6% compared to 1983 primariiy
reflecting the eMacts of development activities offshore Trinidad and In Canada partially offset by
voluntary curtailments of production in the United States in 1994, The voluma reductions in tha
United States &% a result of voluntary curtaliments ware more than offsat by the mew natural gas
deliveries from the Kiskadee field offshore Trinidad and increased deliveries in Cansda The
mcréase in wellhsad natural gas volumes added $28 milkon to net operating revenues. Avarage
wllinaad natural gas prices ware down significantly from 1993 reducing nat oparating revenues by
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approximately $83 million. This 16% reduction in average wellhead natural gas prices reflects the
overall decline in the United States natural gas markets during tha last half of 1994 and increased
volumes offshore Trinidad sold under a long-term contract at & price considerably below North
America spot markel prices. A 42% increase in wellhead crude ofl and condensale volumes over
1933 added $22 million to net oparating revenues primarily reflecting development activities offshore
Trinigad and increased production in the United Stales. A 5% decrease in wallhead crude oil ang
condensate avarage pricas decreased net operating revenues by approximatelty $3 million.

Other marketing activities associated with sales and purchases of natural gas, natural gas and
crude oil price swap transacticns, other commadity price hedging of natural gas and crude oil prices
utilizing NYMEX-related commodity market transactions, and marging relating o the volumatric
production payment added 550 million to net operating revenues during 1894, This increase of $41
milion from the same period in 1993 primarily resufts from a gain of $11 millen on natural gas
commitfdity price hedging activities utilizing NYMEX-related commodity market transactions in 1994
versus an $18 million loss during 1983 and increased margins associated with other natural gas
markating activities. The average associated costs of natural gas marketing, price swap and
volumelric production payment transactions, including. where apperopriate, average wellhead valua,
transportation costs and exchange differentials, decreased $.26 per Mol The average price
recelved for these iransactions decreassd $.19 per Mcof. Related other hatural gas marksting
volumes increased 10M.

Gaina on sales of selactad oll and gas reserves and related assets were $54 million in 1994 as
compared to $13 million in 1993, Whila tha quantity of squivalent resarves sold in 1594 was slightly
fass than 1983, higher average procesds received per equivelent unit in 1894 as comparad to 1983
primarily contributéd to the increased gain recognition. In continuing its strategy of fully utilizing its
assets in opimizing profitability, cash flow and retumn on investments, the Company expacts 1o
continua the sale of simitar proparties from tima to time.

1883 compared fo 1982 During 1983, net operating revenues Increased to 5581 milian, up
$122 million as compared to 1992, -

Ammmmmmmwmmmmmmm—
ily reflacting the affects of exploration and development activites relating to tght gas sand forma-
tions. Wallhead natural gas delivered volumes wane curiaibsd lesa during portians of 1983 than for
the comparable periods in 1992 due to the significant increases realized in wellhead natural gas
prices in 1982, Average wellhead natural gas prices ware up approximately 22% in 1993 over those
received in 1892, adding approximately 387 milion 10 net operating revenues. Increasas in wellhaad
nalural gas volumes in 1893 added $83 million to net operating revenuss compared 1o 1992,
Average wellhead crude of and condensate prices in 1993 were down 9% compared 1o 1992,
reducing net operating revenues by 86 million. Increases in wellhead crude ofl end condensate
volumas in 1983 added approximately $2 million to net operating revenues comparad to 1992,

Othar marketing activities associsted with sales and purchases of natural gas, natural gas price
swap fransactions, other commodity price hedging of natural gas and crude oil and condensats
prices ulllizing NYMEX-related commodity market transactions, and margins redating to the
volumetric production payment added $8 million to net operating revenues during 1993, This
decreass of $54 milllon from 1992 primarily results from shrinking margins associated with sales
undar long-term flxed price contracts and amortization of volumetric production paymant deferred
ravenus due to increases in market responsive natural gas prices associated with volumes supply-
ing these dispositions and losses on natural gas commodity price hedging activives utilizing
NYMEX-related commaodity market transactions. The average associaled costs of natural gas
markating, price swap and volumetric production payment transactions, including, whers appropri-
ate, average welthaad value, transporiation costs and exchange differentials, increased 5.33 per
Mcf. Related other natural gas marketing volumes increassd 15%.
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The mmpact of tha other marketing activities, a substantial portion of which sarve as hedges of
commaodity price risks for 8 portion of wellhaad deliveries for the respective periods, ware mors than
offgal by reductions in revenuss associated with marke! responsive prices for wellhead dalivarias
during those pariods.

Operating Expenses

Nine months 1935 compared lo nine months 1994, During tha first nine months of 1995,
operating expanses of 338 milion ware $6 millian lower than the $344 million incurred in the same
pariod in 1994, Lease and well expenses increased approximately $8 million to $53 milllon primarily
due to expanded internaticnal operations including the initiation of operations in India in late
Decembar 1994 partially offset by reductions in United States lease and wall expansas. Exploration
expenses increased $2 milicn to $32 million due to Increased exploration activities. Impairment of
unproved ofl and gas propertes for the first nine months of 1985 increased $3 million from the
comparable period 8 year ago primarily due to impairments associated with certain oMshore Gulf of
Maxico lepges. Depreciation, deplation and amortization (“DD&A") expense decreased 524 million
to $158 millicn reflecting 2 decrease in the average DD8A rate from $.81 par Mcfe in the first nine
months of 1994 1o 5.69 par Mcfa in tha first nine months of 1985, The DD&A rate decrease is
primarily atiributable to increased production from international operations with lower AVETRgE
DD&A rates than Incurred for North America operations. General and administrative BNpONSES
increased approximately $3 million to $41 million dus to expanded intemational activities and cverall
highar costs associated with cartain employes related expenses, Taxes other than income ware $4
million higher in the first nine months of 1985 compared to the same pariod in 1994 primasily dua to a
reduction includad in 1994 associated with state franchise taxes and higher production related taxes
assocated with new production in India In the first nine months of 1995 partially offset by decreases
in state sevarance taxes due to lower taxable North Amarica wellhead volumes and average prices
in 1945,

Tha Company reduced its total per unit operating costs for lsase and well expense, DD&A,
general and adminisirative expense, interes! expense, and taxes other than income by $.06 per
Mcte, averaging $1.25 per Mcia during the first nine months of 1995 compared to $1.31 par kcle
during the same period in 1994, This decrease s primarily attributable to the raduction in the
average DD&A rale as noted above partially offset by increases in per unit lease and well, general
and adminisirative expansas, and laxes othar than incoma. ’

1994 compared to 1993, During 1994, total operating expenses of $458 million warg approod-
malety $1 million higher than the $465 million incurmed in 1993, Lease and well axpenses of 560
millon were approximately $1 million higher than 1993 primarily due to increased expenses related
to new operations ofishore Trinidad partially cHset by cost reductions in North America. Exploration
expangas of $42 milion mcreased $5 milkon from the previous year primarily due to an Increased
leved df exploration activities. Impairment of unproved off and gas properties Increased $4 milkon
from 1993 primarily due to impairments associated with certain offshore Guif of Mexico lsases.
DDBA expense decreased from $250 million In 19593 to $242 millon In 1994 raflacting a $.09 per
Mcle decrease in the average DD&A rate to $.80 per Mcfe. The rate decrease ls primarily due to
increased production from offshore Trinided at an average DD&A rate significantly less than the
Morth America operations DDAA rate and a $.03 per Mcfe reduction In the North America operations
DO&A rate. Genaral and administrative expanses increased $8 milion 1o $51 milon primariy due 1o
overall highér costs assoclated with expanded international and domestfic operations. Taxes othar
than Income decreased approximately 57 million from 1983 primarity due to lower laxable United
States wellhead volumes and prices and reductions included in 1994 related to revisions of certain
prior year proguction taxes. Included In 1994 and 1993 are banefits associated with reductions in
stale franchise taxes of 34 milion and 33 milkon, respectively. The Company continues to benefit
fram certain state severance tax axemptions allowed on high cost natural gas volumes.
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Total per unit operating costs for leese and well expense, DDA, general and administrative
expenss, interas! axpense, and taxes other than income decraased £.14 par Mcle, avaraging §$1.29
per Mcfe curing 1984 compared 1o $1.43 per Mcte for 1993, The decrease was primarily dus to per
unit recections in DD&A and taxes other than income as discussed Bbove,

1993 compared to 1992, During 1993, total operating expenses of $465 milon ware $112 mil-
lian highar than the §353 millien incurred in 1992, Lease and well expensss increased approximately
810 million primarily dua to axpandad domestic and international operations. Exploration expanses
increasad approximately $4 million primarily due to increased exploration activities in Morth
America. An unsuccessful Gulf of Mexico well addad nearly $4 milllon to dry hole expenses and a
related $3 milllon to lease Impairments in 1993, Dry hole expenses also reflect tha impact of
increased drilling activity outside Morth America. DDSA Bxpense ncreased $70 million to 5250 mil-
lkan reflggfting an increase in production volumes and an average DD&A rate increass from .79 per
Mcfe in 1992 o $.89 per Mcie for 1993. The DDSA rate Increase is primarily due, as expected, to
factors associated with the tight gas ummmmwﬁuﬂmmﬂuhhﬂ rore than offset
by benafits realized in the form of tight gas sand federal income tax credits and certain stats
Saverance tax exemplions. General and administrative expenses increased almost $9 million 1o
$45 million primarlly reflecting cost reductions included in 1992 related o changes assoclated with
mmwwmmmmmnhﬂmmmmw-mur
somestic and international operations. Taxas other than incoma increased $7 malion primarily dus to
Increased production volumes and revenues In 1993, partlally offsat by continuing benefits associ-
ated with certain state severance tax exemptions allowed on high cost natursl pas volumeas and a
53 milllon reduction of siate franchise laxes resulting from refunds of prior year payments received
in 19483, -

Total per unit operating costs for lsase and well expense, DD&A, genersi and adminisirative
expensa, interast expense, and taxes other than income increased $.03 per Mcfe, averaging 51.43
par Mcfa during 1983 comparad to §1.40 per H-nf.!'nﬂm.mwimmmlulw witth
DD&A expanse which was up £.10 par Mcle um.mmmmn a reduction of
$.07 Mcfe in all other costs. "

Oither Income

Other income for 1993 includes $4 milion in interest Income associated with the Investmant of
funds temporarily surplus 10 the Company and $4 million associated with ssttiaments related to the
tormination of certain long-term natural gas contracts. '

Interest Expansa - -
Hnumwmmlmtmﬁmmmmrﬂuuﬁmsmumlanﬁmumumdtnﬂm
ur‘rmmriudl,n1ﬂ4rlh:ru1gprhﬂlrlylrﬂrwhvﬂﬂmmmmwiﬂﬁpurw.

Not interest expense in 1994 decreased approximately $1 million to $8 millon as compared 1o
1903 primarily dus to favorable interest rates on new financing acquired by a subsidiary of the
Company for oparations offshore Trinidad and the retiremant of higiher Interast rate debl. The
estimated fair value of outstanding interest rate swap agresments at Decembar 31, 1994 was a
negative $0.5 million based on termination values obtained from third parties.

Nat interdst axpansd decreased $12 million, or 55%, to $10 milllon In 1693 as comparad to 1892
reflecting the repayment of a substantial portion of the Company's long-term debt In 1992 with
procesds from the sale of common stock in August 1992 and the sals of & volumetric production
paymant in Seplambar 1982, The estimated fair vaiue of cutstanding mterast rate swap agresmeants
at Decembar 31, 1993 was a negative $3.3 milian based upon termination values obtainad from third
parties. -
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incame Tazes

Income tax provision increased $13 million for first nine months of 1985 as compared to the
same period in 1994 primarily rasulting from higher incoma badora incame laxes and lower benelits
associated with tight gas sand federal income tax credits utilized in the first nine months of 1985 as
comparad fo the same period in 1984 parctially offset by a $12 miSion banefit associaiad with tha
successful resplution on audit of fedaral income faxes for carain prior years.

Income tax provision in 1884 includes a benefit of approximately $38 million associated with
tight gas sand faderal incoma tax credit utilization, a benafit of approximataly $8 million related 1o
reducad egtmated state intome taxes and & portion of certaln franchise taxwes which is ireated as
incorme tax undar SFAS No. 109, and a 35 million benelil from the reduction ol the Company's
dafarred federal income tax liabdity resulting from a reevaluation o defarred tax requiremants.

Inaome tax Denefit in 1993 incudes a benefit of approximatsly $65 million associated with fight
gas sand federal income tax cradit utilization, an approximate $7 milion predominantly one-timea
non-cash charge racorded in the third quanier of 1993 primarily to adjust the Company's Bccumuy-
lated daferred federal income tax liability for the increase in the corporate federal income tax rate
trom 34% to 35% and a $12 million benefit from the reduction of the Company’s deferred fedaral
income tax liability resulting from a reevaluation of deferred tax requiremants.

Capital Resources and Liquidity
Cash Flow

Tha primary Sowrces of cash for the Company ouring the nine-month period ended
September 30, 1995 and for each of the years in the three-yaar period endad Decembar 31, 1994
inCluded funds generated from operations. the sale of Common Stock, the sake of a volumedric
preduction payment, proceeds from the sake of seleciad il and gas resarves and related assets and
the issuance of debl. Primary cash outflows during thass pariods included funds used in oparations,
exploration and development axpanditures, dividends and the repayment of debt.

Discrationary cash flow, a frequently used measure of performance lor exploration and produc-
tion companias, is generally derived by adjusting nat incoma to aliminate the affects of dapraciation,
depletion and amortization, impalrment of unproved oil and gas propertias, defarred taxes, gains on
sales of oil and gas resarves and related assets, certain other miscellaneous non-cash amounts,
axcept for amortization of deferred revenus, and exploration and dry hole expanses. Howaver,
based on the conlinuing practice of tha Company of saling salactad oll and gas reserves and related
assols i lurtherance of its strategy of fully utilizing s assets in optimizing profitabliity, cash fow
and return on investments, it balieves that nat proceads from these transactions should also be
considered as available discrationary cash fiow and acoordingly is prasanting those values for all
pariods shown. The Company genarated discretionary cash flow of $387 milion during the first nina
months of 1885, a 3% decreasa from tha 5401 milion generated for the same period in 1994,
primarily reflecting lower nat operating revenues, higher cash expenses and & decraasa in banafits
associated with tight gas sand federal income tax ¢redits. The Company generated discrationary
cash flow of approximately $514 milion in 1994, 5521 millicn In 1993 and $348 milkon in 1992. The
1993 amount includes §50 million associated with & federa! ncome tax refund resulting from tha
gattlament on awdit of federal income taxes paid in carain prior yaars.

Met operating cash flows for the first ning maonths of 1995 and for each of tha yaars in tha three-
year pariod ended Decembear 31, 1994 have been revised 1o reflect proceeds from the sale ol &
volumetric: production payment during 1992 and the alimination of the related amaorization of
deferred revenuas as net operating cash flows rather than as investing cash flows as previously
reported. MNet oparating cash flows of $229 million for the first nine months of 1295 decraased
approximately $72 million as compared to the same pariod in 1884 primarily reflecting the same
factors addressed above with regard to discretionary cash flow and highar working capital requira-
mants. Mat operating cash flows wera approximataly 5383 miklion in 1904, $408 million in 1993, and

ar

00900000000301



$608 million in 1992, Decreased 1994 net operating cash flows wera primarily due 1o the racaipt in
1883 of a8 refund on settlement on audit of federal income taxes paid in certain prior years.
Decreased 1993 nat aperating cash flows ware primarity due o the receipt in 1992 of $327 millian of
procesds from the sale of a volumetric preduction payment, increased net operating revenues and &
gecrease 'n provision for current laxes resulting from both increased tight gas sand federal income
tax crédit utilization and the recaipt of a refund on settlement on audit of federal income taxes paid
in certain prior years. In accordance with the requirements of SFAS No, 95 - "Statemant of Cash
Flows", net procesds from the sale of selected oil and gas reserves and related assets are not
incheded in the determination of net operating cash Nows.

Sale of Selected OW and Gas Ressrves and Related Assels

During the first ning months of 1985, the Company received proceeds of $101 malion from the
sale of selectad cil and gas reserves and related assets compared to $82 million recelved in the first
nine months of 1994. Taxable gains from the first nine months of 1995 sales generatsd income
taxes of 524 million leaving, net procesds of $77 milion. During 1984, the Company received
proceads of $81 million from the sale of selected oil and gas ressrves and related assets compared
to $42 milion recsived in 1993, Whils the quantity of equivalent reserves sold in 1994 was shghthy
less than 1893, higher average procesds received per equivalent unit of reserves sokd in 1994 as
compared to 1993 resulted in significantly higher 1984 procesds. Taxable gains resulting from tha
1994 sales ganerated incoma taxes of $20 million, leaving net proceeds of $71 million. Taxabla gains
resulting from such sales in 1993 generated federal income taxes of $8 milkon, leaving net procaeds
af $34 million. .

Sale of Volumetric Production Payment

In September 1882, the Company sold a volumetric production payment for $326.8 milion to a
limited partnarship. Under the terms of the production payment agresments, the Company conveyed
& real property interest in approximately 124 Bele (138 TBiu) of certain natural gas and other
hydrocartxons to the purchaser. Effective October 1, 1993, the agresmants ware amanded providing
for the extension of the original term of the volumetric production paymant through March 31, 1999
and Including a revised schedule of dally quantities of hydrocarbons to ba dalivered which ia
approsximately one-half of the original schedule. The revised schedule will otal approcimataly 89.1
Bete (97.8 TBtu) versus approximately 87.9 Befe (96.4 TBtu) remaining to ba deliversd undar the
original agreement. Dailly quantities of hydrocarbons no longer required to be delivered under the
ravised schadule during the pariod from Oclobar 1, 1993 through June 30, 1996 are avallable for
sale by the Company. The Company retains responsibility for its working imterest share of the cost
of operations. In accordance with generally accepled accounting principles, the Company
accountpd for the procesds received in the transaction as deferred revenue which |s baing amor-
tized into revenue and income as natural gas and other hydrocarbons are produced and delivered to
the purchaser during the term, as revised, of the volumetric production payment tharaby matching
those revenues with the depreciation of asset valuas which remained on tha balance sheet following
the salé and the operating expanses incurred for which the Company retained respansibility. The
Company expects the above transaction, &s amended, to have minimal direct impact on fubure
aarnings. However, cash mada avallable by the sale of tha volumeatrie production payment has
provided congiderabla financial fexibility for the pursuit of invesimeant aRematives.
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Exploration and Development Expenditures

The table below S€l5 out componants of actual axploration and development expenditures for
the years ended Decamber 31, 1992, 1993 and 1994, along with those estimated for the yaar 1995
and actual components of &xplaration and devalopmant expandiiures for the nine-month pariods
ended Seplember 30, 1894 and 1885

Hina Monthas
30,
Exparsditure Category AL B L ™
A I Mo
Capital
Drilling and Facilities .. ... ... _............ $260 533 5342 s287 5275
Leggehold Acquisitions ... ... . ... ... ... 23 29 52 32 17
Producing Property Acquisitions . ............. 65 g 34 14 114
Capitatized Inferast and Other ... ... ......... 14 14 14 10 9
ot i e 362 383 442 313 365
Exploration EXpanses . . .. ... ... ..., .. ... . .cc0ins 44 1 559 M 40
L= $406  $438 §501 3354 5405

Exploration and development expenditures for the first nine months of 1995 increased $51
milion compared to the same pariod in 1904, and primarily reflact the acguisiions of selected
properties o complement existing United States producing areas.

Exploration and developmeant expenditures increased $83 million, or 14%, in 1994 compared to
1993. The increase primarily reflects the acquisitions of salacted proparties to compliment existing
Morth Amerca producing areas end the addition of new Intemational activities In India. Ses
“Business - Exploration and Production™ for additional information detalling the specific geographic
locations of the Company's drilling programs and - Qutiook™ Dalow for & discussion related 1o
future axploration and davalopment expenditure plans, :

Exploration and development expenditures in 1993 increased 1o $438 million, an 8% Increass,
as compared to the $406 million expended in 1992. The increase was stiributable to increased
domastic drilling activity with reduced emphasis on development drilling expenditures associatad
with tight gas sand formations. The Company also implemented its first development program
outside of North America during 1883, instaling a jacket, platiorm and production facilities and
imitiating ratural gas production from the Kiskades field offshore the southeast coast of Trinidad,

Hedging Trensections

With the objective of enhancing the certainty of future revenuss, tha Company has, as of
Dctobar 23, 1995, antarad into hedging transactions for approximately 400 BBtu per day (approx-
mately 381 MMcf per day) and 529 BEiu per day (approximately 504 MMct per day) of its Narth
America natural gas volumes for the last three months of 1995 and the year 1998, respaciivaly. A
significant portion of the 1935 and substantially all of the 1596 hedge fransactions Imvolva NYMEX-
based commodity price swap agreemants totaling 260 BBtu per day at an average prica of $1.98 per
MMBiu and 447 BBty per day at an average price of $2.00 per MMBtu for the last three months of
1835 and the year 1996, respactivaly. The remaining hadge transactions of 140 BBtu par day and 82
BEBtu par day for the last thres months of 18985 and tha year 1996, respectivaly, include notional and
physical iransactions that involve fixed price salas contracts and volumalric production payment and
axchange agresments. Inciuded in the 1996 hedge transactions are commodity price swap agree-
mamnts totaling 200 BBtu per day of notional wolumas at a welghtad average NYMEX-based price of
£1.97 per MMbtu which include one-time options exercisabla by the counterparty on or bafore
Dacember 17, 1996 totaling 200 BBiu par day of notlional volumes in 1987 and 1998 at the same
waighted average NYMEN-based price of $1.97 per MMBtu. The Company has also, as of
October 16, 1985, hadged approximately 10,100 Bbl per day and 8,600 Bbl per day of fis Morth

29

00900000000303



Amarica crude oll and condensate volumas using commaodity price swap agreamanis at MYMEX-
based West Texas Intermediate Crude Qil {"WTI") prices averaging $18.77 par Bl and $18.90 por
Bb! for the last three manths of 1995 and the yaar 1596, respectivaly. included in the 1298 and 1995
hadge transactions are commodity price swap agresments totaling up to 3,000 B per day at WTl
prices ranging between $18.70 and $18.80 per Bbl sach of which ingludes a one-time option
exercisabla by the counterparty at various times up 1o and inchuding December 31, 1996 and for
various periods some of which extend through December 31, 2000 at the same respactive NYMEX.
basad prices as are applicable in the individual agreements for the 1895 and 1996 pafiods. The
Company continues to evaluate the potantial for antering into and may anter into, additional hadging
transactions related to cartain of the remaining months in 1995, and in future yaars. In adcition, the
Company also may close out any portion of tha existing or yet 1o be entared Into hadges as
determined appropriate by management of the Company.
- .

#
Trading Transactions
Subsequent to September 30, 1995, the Company sold call options with a notional volums of 50

BBtu per day at an average price of $2.10 per MMBtu for the pariod January through December,
1988,

The Company's long-term debt-to-lotal-capital ratio was 19%, 156% and 14% as of
Saptambar 30, 1985 and Decembar 31, 1994 and 1993, respectivaly. The Company has antered inig
an agreement with Enron Corp. pursuant to which the Company miay boffow funds from Enron
Corp. at a representative market rate of interest on a revolving basls. During 1994, thare wera no
funds borrowed by the Company under this agreement. During the first nine months of 1985, the
average ol the dally balances ol funds borrowed by the Company under the agresman! was
$2.3million, and the balance st September 30, 1995 was $16.3 millon, Under a promissory note
effective January 1, 1993 at a fixed Imrmmm.ﬂwmm'ﬁmm:mm
surplus o the Company o Enron Corp. for Investrient purposes. Dally outstanding balances of
funds advanced to Erwon Corp. under the note avaraged $200,000 during the first nine months of
WﬂﬁlndmnﬁmdLHnglmntﬂtmhﬂnmmmhgﬂmm.fﬁiurﬁ-ﬂplﬂnbﬂ
3::-.1995.Thmm-wmuurmlm,mmmunmm,1mmuwn
paper program inktiated n 1990, Proceads from the commercial paper program were used to fund
currant transactions. During 1994, total long-lerm debt increesed $37 million 1o $190 million as a
rasult of $23 milllon of new bomowings related to certaln intemational drilling activities, a $7 million
mcrease in commarcial paper, and the recording of an $8 millon capital lease chbligation, Tha
estimated fair value of the Company’s long-term debt, including current maturities of £2 million and
$30 million. at December 31, 1894 and 1993 was $188 milion and_$132 mislion, respectively, based
upmqmudmlmnhnmmmmﬂuﬂmmm“mrmlww
available io the Company at year end. . ' _

Qutiook

Uncertainty continuas 1o exist as to the direction of futura North Amarica natural gas price
trends and thers i3 & wide diverganca in the opindons held by soma.in the industry. Howavar, recant
history would tend to support, and it seams there is emerging among a larger numbsar of iniListry
representalives somewhat of & consensus, that natural gas prices will remain balow paarity with
crude oil, condensate and natural gas liquids for some tme. This situation |s baing impacted by
improvamants In the technology used in drilling and compileting ol and gas wells that are tending o
mitigate the impacts of fewer il and gas wells baing drilled, the dersgulation of the natural gas
markel under Federal Enargy Ragulatory Commission Order 536 and subsequent ralated orders,
and improverments being realized-in the availabiity and utiization of natural gas storage capacity.
However, the continually increasing recognition of natural gas as a more environmentally friandiy
source of energy along with the availability of significant domestically sourced supplies should rasult
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in turthar increases in demand and a supporting/strengthening of the overall natural gas market over
tima, Being primarily @ nalural gas producer, the Company is mora significantly impactad by
changes in natural gas prices than by changes in crude oil Bnd condensate prices. Based on the
partion of the Company's anlicipated naturgl gas volumes for which pricas have nat, in effect, bean
hedged using NYMEX-related commodity markse! transactions, long-term marketing contracls and
the salé of a volumetric production payment, the Company’s nat income and cash low sensitivity to
changing natural gas prices is approximately 340 million for sach §.10 per Mof changs in aversge
wakhead natural gas prcas. Using various commodity price hedging mechanisms, the Company
has, in effact, locked in prices for an avarage of about 50% of its anticipatad wellhéad natural gas
volumes and about 30% of its anticipated wellhead crude oll and condensate volumes for the year
1995 and abou! 85% of its anticipated wellhead natural gas volumes and about 40% of its
anlicipated wallhead crude od and condensate volumes for the year 1998. The percentage of
volumas hedged may change during the remaindar of 1885 and will change in future years.

Othar faciors represanting positive mpacts that are more certain conlinua 1o hold good
potential for the Company in fulure periods. While tha drilling qualification period for the tight gas
sand federal incoma tax cradit axpired on Decamber 31, 1932, the Company has continued in 1995,
and should continue im the future, to realize significant benelils associated with production from
wills drilled during the qualifying pericd as it will ba eligibla for the faderal Incoma tax credit through
the year 2002, However, all other faciors remaining egual, the annual banafit, which was 538 million
in 1234 and is estimatlad 10 ba approxmataly 321 milkon for 1995, is axpected to continue to decling
i future periods as production from the qualified walls declines. The drilling gualification period tor &
certain state severance tax exemplicn available on quelifying high-cost naturel gas revenues
continugs through August 1396 in its current form and in & modified and somewhat reduced farm
from that point through Awgust 2002. Consequently, néw qualifying production will be added
prospactivaly 1o that presently qualified. Other natural gas marketing activitios are also expected to
continua to contribute meaningfully to financial results. The Company completed a fairly significant
mestruciura of s othar natural gas marketing portfolle durimg 1992 with the sale of & valumetric
production payment of approximately 124 Befe (136 TBtu) for $326.8 million that was subseguantly
revised in 1993 and elimination of most delivery obligations undar four ong-term fixed price
marketing contracts. The proceeds from the sale of the volumetric production payment added
substantially 1o the financial fexibility of the Company supporting futwra development while tha
combinad affact of all slemants of the restructuring on net incoma has not been, and will nat 0 the
futura be, significant. Thesa factors are expactad to contribute significantly to sarnings, cash flow,
and the ability of the Company to pursus the continuation of an active explorathon, development and
seleciive acquisition program.

The Company plans to continue fo focus a substantial portion of its development and certain
axploration expendiiures In its major producing areas in Marth America. However, based on the
continuing uncertainty assoclated with North America natural gas prices and the continuing weak-
nass in that market, and as a resuit of the recent success reakzed offshors Trinided and opporisni-
flas avallable fo the Company In conjunction with the recant signing of agreamants in India, the
Company anlicipates axpanding an incréasing portion of N available funds in the further davalop-
meamnt of these opportunities. In addition, the Company axpects to inchude Bmited but meaaningful
gxploralory axposura in othar aregs oulside of North Americe In lis expenditure plans and will
continue o evaluata the potentisl for invohlvemant in other axploltation typa opporiunities. Tha
continuation of expandituras in other areas outside of Narth Amarica in tha near tarm is expactad to
be primarily for the evaluation of conventional oil and gas exploration and sxploitation opportunities
in tha UK. Morth Sea and China, respectively, and coalbad mathana recovary prospacts in Ausiralia
and China, Other prospects in variows locallons will also atirect the axpenditers of some funds. (Ses
"Busingss = Exploration and Production™ for additional information detalling tha specific gaographic
locations of the relatad drilling programs). The Company continues to pursua a strategy of funding
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exploration, davalopment and acguisition activitias primarily from available internaily gensrated cash
flow.

The leval of axploration and devalopmant expenditures will vary in futura pariods dépanding an
enargy market condltions and other related economic factors. Based Upon existing Bconomic and
market conditions, the Company believes net operating cash flow and available financing altama-
tives will be suflicient fo fund its naet Investing cash requirernents for the rear terrn. Howaver, the
Company has significant Naxibility with respact to its financing altarnatives and adjusifment of it
#xploration and developmant axpanditure plans as circumstances warrant, Whila the Company has
certain confinuing commitments associated with expanditure Plans related to cperations in India,
they are not anticipated to be material when considersd in relation to the total financial capacity of
the Campany,

Cthar

TtmqﬁlmnnvhmunmmpﬂmnnntunWHInhacmpm.

In March 1885, the Financlal Accounting Standards Board issued SFAS Mo, 121 -
fl:lrlhlMNLW{HMHIHWMLWMMMHBHHMGF'NH
"Eundud”:.mﬁmmwm.mmrmmw&wmmmlnm
able intangibles to hhﬂdammwmmwnHmlmrwlmimHmﬂumm
nhuunlnml.lnmImﬁmhﬂmﬂnﬂrrmgummlnlunnmmunuhmlﬂa.m
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MANAGEMENT

The current directors and executive officers of the Company and their names and ages are as
follows:

Hame Apge Poadtion

Forrast E. Hoghund . .. ........... B2 Chairman of the Board, President and
Chiaf Executive Officar; Director

Frad ¢, Ackman ........ e, G4 Diractor

Richard 0. Kinder, . ... . ......, 61  Diractor

Kenmeth L, LAy .. ............... 53 Director

Edward Randall, 0. _............ 68 Director

Joe Michasl McKinney ., . ......... 55 President-international Oparations

Ma G, Papa. ... .....ooeii. .. 49 President-Morth American Operations

Waltar . Wilsan. ., .. e 53 S»muﬁh;"\'h Prasidant and Chlef Financial

BanB.Boyd................... 54  Vice Prasident and Conftroller

Dennis M. Wlak............. . 0.0 41  Vice President and Genaral Counsal

Forrest E. Hoglund jcined the Company as Chairman of the Board, Chiaf Executive Officer and
Director in Septembar 1987. Since May 1980, he has also served as President of tha Company.
Mr, Hoglund was a director of USX Corporation from Fabruary 1986 until Septembar 1967, He joined
Texas il & Gas Corp. {“TXO") In 1977 as president, was named Chief Oparating Officar in 1979,
Chief Executive Officer in 1982, and served TXO in those capacities untl September 1987,
Mr. Hoglund is also an advisory director of Texas Commerce Bank National Association,

Fred C. Ackman is the former Chairman, President and Chiaf Exacutive Officar of Tha Suparior
Oil Company. For over five years Mr. Ackman has been a consultant to the ol and gas industry and
has interasts in ranching and invastmants,

Richard D. Kinder has bsan Presidant and Chief Operating Officer of Enron Corp. since October
1990. From December 1988 until October 1990, he served Enron Corp. as Vica Chairman of tha
Board. For over five years prior io his slection as Vics Chairman, Mr. Kinder sarved in various
managemant and legal positions with Enron Corp, and its affiliates. Mr. Kinder is also & director of
Enron Corp., Enron Global Powsr & Pipalines L.L.C., EOTT Energy Corp. (the general partner of
EQTT Enaergy Partners, LP.}, Enron Liquids Pipsline Company (the genaral partner of Envon Liquids
Pipsling, L.P.), Sonal OHshore Drilling e, and Baker Hughes ncorporated,

Kenneth L. Lay has been Chairman of the Board and Chief Executive Officer of Enron Corp, for
over five yaars. From February 1989 until October 1980, he also served as President of Enron Corp.
Mr. Lay is also a director of Eli Lilly and Company, Compaq Computer Corporation, Trust Company
of tha West, EOTT Energy Corp. (the general pariner of EQTT Energy Pariners, LP.), and Enron
Corp. .
Edward Randall, Il is principally imiolved in investmants. Mr. Randall is also & direcior of KN
Energy, Inc, and PainaWabbar Group Inc.

Joa Michaal McKinney has been Prasident-intemational Operations since Fabruary 1994 with
regponsibdlities for all exploration, drilling, preduction and angineearing activities for the Company's
international ventures outslda Morth America. Mr. McKinney joined Enron Ol & Gas International,
Inc., & wiholly-owned subsidiary of the Company, in Decambar 1991 as Sanior Vice President of
Oparations and was elected Pregident and Chiel Oparating Officer of Enron Ol & Gas Intemnational,
Inc. in April 1983, a capacity in which he continues to sarve. Prior to joining the Company,
Mr. McKinmay held operations management positions with Uinlon Texas Petroleum Company, Tha
Superior Ol Company and Exxon Company, USA,
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Mark G. Papa has been Prasident-Morth American Operations singe February 1934, From May
1968 through Januery 1984, Mr. Papa served as Senior Vice President-Operations. M Papa joined
Belco Patrolsum Corporation, a predecessor of the Company, in 1881 as Division Production
Coordinator and served as Senlor Vics Prasident-Drilling and Production, BelNorth Patrolaym
Corporation frarm May 1884 until May 1986

Walter C. Wilson has bean Senior Vica President and Chisd Financial Officer since May 1991,
Mr. Wilson joinad the Company in November 1987 as Vice Prasident and Controller and was named
Sensor Vice Prasidant-Finance in October 1988. Prior to joining the Company Mr. Wiison haid
financial management positions with Exxon Company, USA for 16 years gnd Tha Suparior Odl
Company for four yaars.

Ben B. Boyd has been Vice Prasident and Controler since March 1891, Mr. Boyd joined the
Company IpMarch 1988 as Director of Accounting and was named Conltrallar in May 1990. Prior to
|pining the Company, Mr. Bayd held financlal managemant pesitions. with DeMNovo Qi & Gas, Inc.,
Seurlock Ol Company and Coopers & Lybrand.

Dennis M. Ulak has been Vice President and General Counsel since March 1992, Mr ET
foingd the Company in March 1987 as Senior Counsel and was named Assistant Ganaral Counsal in
August 1980. Prior to joining the Company, Mr. Ulak hald various legal positions with Enron Corp.
and Morthern MNatural Gas Company.

THE SELLING STOCKHOLDER
Banafsl Dereahip ' Bamaficial .

Crwramrahip
Bafors Bock Ofterings Bhares fo Afer Block Offesings|142)
Salling Btockholder _Bhwrwa  Parcenisgs  beSokd(i)  Sherss  Percentage
Enron Corp. 128,000,000 B0% 27,000,000 101,000,000 G3%

(1) Assumes that the Linderwriters’ over-allotment options in tha Stock e not exercised. H such

lﬁh&ﬂhﬂ.hﬂ&ﬂr&muﬂﬂi.ﬂg‘ﬂ.mmmﬂ : Siock

erings and benaficlally cwn 08, shares of Common Stock [approximately
outstanding shares) after the Stock OHerings.

[2) Concurrently with the Stock Envon Corp, is offering Exchangaable Notes, which al maturity ma
b axch < for no more than 10, aharuufcummﬁrmtlmmmﬂm.mmm#
tha over- option to the Unoerwritars in the Exchangaabls Notes bs mxarcissd in full) owned
by Enron Corp., subject to sdustmant uncer cenain croumstances and 1o Enron ‘s option 1o pay an

Undarwrilers’ ower-allotment options in the Stock 3 and the Notes Offering are
amlnﬂhfuﬂlrﬂhmmnmnwanfmmﬁ'mmEMn at maturtty of the
Exmunﬁuh Hotes, Enron Corp. will benaficlally own 85,850,000 shares of Common Stock or approxi-
mataly 54% of the outstanding sharas,

axchange of the Exchangeabile Notas is being provided pursuant to the terms of a Stock Restriction
and Registralion Agreement with Enron Corp.. under which the Company has agreed that upon the
request of Enron Corp. (or certain assigneas), tha Company will register under the Saecurities Act
and applicable state securities laws the sale of Common Siock owned by Enron Corp. The
Company's obligation is subject to certain limitations relating to & minimum amount of Commaon
Stock required for registration, the timing of registration and other similar matiers. The Company is
obligated 1o pay all expanses incidenial 1o such registration, excluding underwriters’ discounts and
commissions and certain legal fees and axpensaes.
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RELATIONSHIP BETWEEN THE COMPANY AND ENRON CORP.
Ownership of Commaon Stook

Through its ability 1o elect all of the directors of the Company, Enron Corp. has the ability 1o
control alil matters relating to the management of the Company, including any determination with
raspect to acquisition or disposition of Company assets, future iIssuance of Common Stock or other
sacurities of tha Company and any dividends payable on the Common Stock. Enron Corp. also has
the ability to contrel the Company’s exploration, development, acquisition and operating expendi-
lure plans. There i$ NC agraament between Enron Corp. and the Company that would prevant Enran
Corp. fram acquiring additional shares of Common Stock of the Company.

The sale by Enron Corp. of the shares of Common Stock of the Company will cause Enron
Corp.'s ewnarship interest in the Company to fall below B0% with the result that (i) the Company will
ceass t*ba included in the consolidatad faderal income tax return fided by Enron Corp. and (i) the
Tax Aliocation Agreement batwean tha Campany and Enron Corp. described below will ceass (o ba
affactive from the time at which deconsalidation occurs lor future periods, bul will remain in effect
with regard to pericds prior to deconsclidation. The Company has entered into a supplemental
agreement with Enron Caorp. clarifying future potential adjusimants assockated with the final seitle-
ment on audit of taxes lor periods prior to the deconsolidation for Issues not addressed in the
original agreemant. The Company does not believe that the cessation of consolidated tax reporting
with Enron Corp. and effectivensss of the Tax Allocation Agresmant concurrant with deconsalida-
lion will have a material adwverse affact on its financial condition or results of operations.

Contractual Arrangements

The Company entered into a Services Agreement (the ''Services Agreement”) with Enron Corp.
effective January 1994, pursuant to which Enron Corp. provides various servicas, such as mainte-
nance of cartain employes benefit plans, provision of telecommunications and computer sarvices,
lease of office space and the provizion of purchasing and cperaling servicas and certain other
corporate staff and support services. Such services historically have bean supplied 1o the Company
by Enron Corp.. and the Sarvices Agresment provides for the further dedivery of such services
substantially dentical in nature and quality to those services previcusly provided. The Company has
agread 10 a fixed rate for the rental of office space and io reimburse Enran Corp. for all other direct
costs incurred in rendering sarvices to the Company under the contract and to pay Enron Corp. for
allocated indirect costs incurred in rendering such services up 1o & maximum of $8.7 malllen for
1994, such cap to be Increased in subsequent years for inflation and certain changas in ihe
Company's allocation bases with any increase not o exceed 7.5% per year. Approximataly $6.8 mil-
lion was paid under the Services Agraemant by tha Company to Enron Corp. in 1994, The Sarvices
Agreamant Is for an Initial tarm of fiva years through Dacember 1988 and will continue thereafter
urtil lerminated by either party,

In"March 1995, in a series of transactions with Enron Corp. and an affillate of Enron Corp.. the
Company exchanged all of its fusl supply and purchase contracts and related price swap agrae-
ments associated with a Texas City cogeneration plant (the “Cogen Contracts”) for cartain natural
gas price swap agreamants (the “Swap Agresments”) of aguivalent value, As a result of the
ransactions, the Company has bean relievad of all parformance obligations associated with tha
Cogen Contracts. The Company will realize net operating revenues and receive cormasponding cash
paymants of approximataly 381 million during the period extending through December 31, 1989
under the larms of the Swap Agreements, The estimated fair value of the Swap Agreements was
approximately 581 million at the date the Swap Agresments ware raceived. Tha net of this series of
transactions will result in Increases In nel operating revenues and cash receipts for the Company
during 1895 and 1996 of approximately $13 milion and $7 million, respectively, with offsetting
decraases in 1998 and 1999 versus that anticipated under the Cogen Contracts.
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Thi Company has been included in the consolidaled fadaral iIncome tax return filed by Enrfon
Lorp. as the common parent for itsell and its subsidiaries and affiliated companies, excluding any
foreign subsidiaries. Consistent therawith and pursuant 1o a Tax Allocation Agresment between the
Company, tha Company's subsidiaries and Enron Caorp., eithar Enron Corp. has paid i tha
Company and each subsidiary an amount equal 1o the tax benefit realized in the Ennon Corp,
consolidated fedaral income tax reum rasufling froen the utilization of the Company™s or the
subsidiary’s nat operating losses andior tax credits, or tha Company and each subsidiary has paid
to Enron Corp. an amaunt equal to the fedaral incoma tax computed on its separate taxable income
ess the tax benefits associated with any net operating losses andlor tax credits generated by the
Company or the subsidiary which were utilized in the Enron Corp. consolidated return, Enron Corp.
has paid the Company and sach subsidiary for the 1ax benafits associaled with their net operating
lossas and tax credits utilized in the Enron Corp. consolidated return, provided that a tax benefit was
realized except as discussed balow, éven il such benefits could not have been used by tha
Company®r the subsidiary on a saparately filad tax return. Tha Company entered inta an agreemsant
with Enron Corp. providing for the Company to ba pald for all realizable benafits associated with
tight gas sand faderal income tax credits concurrent with tax reporting and setiemant for the
perlods in which they were generated. The Tax Allocation Agreement applies to the Company and
sach of its subsidiaries for all years In which the Company or any of s subsidiaries are or weore
inciudad in the Enron Corp. consolidated return. To the extent a state or other taxing jurisdiction
requiras or permits 8 consclidated, combined, of unitary tax return to be liled and such return
includas the Company or any of its subsidiaries, the principles expressed with raspect to consali-
dated federal income tax allocation shall apply. The Tax Allocation Agreament will cease 1o be
affactive from the time at which deconsclidation occurs for future periods, but will remain in affect
with regard to pariods prior 1o deconsolidation, For issuas not addreased in the originat agresment,
the Company has sntered into a supplemental agresmant with Enron Corp. claritying future potential
adjustments associated with the final settlemant on sudit of laxes for periods prior to the decon-
solidation. The Company does nol Dalieve that the cessation of consolidated tax reporting with
Enron Corp. and effectiveness of the Tax Allocation Agresment concurrently with decorsolidation
will have a matarial adwarse effect on lts financial condition or resuls of oparations.

For a discussion of ransactions betwean tha Company and Enron Corp. and its affillates, ses
the Company’s Annual Report on Form 10-K for the year ended Decamber 31, 1994 Incorporated
harain by relerence. See “Incorporation of Certain Documents by Refarsmca.”

Conflicts of Interast

The nature of the respective busifesses of the Company and Enron Conp. and Its affiliates is
such as to potentially give rise to conflicts of interast batwean the two companies. Conflicts could
arise, for axampsa, with respect to iransactions Involving purchasas, saks and transporation of
natural gas and other busineas dealings batwean tha Company afd Enron Corp. and its affiliates,
potential acquisitions of businasses or oll and gas propertias, the Bsuance of additional shares of
voting sécurities, the election of directors or the paymant of dividends by the Company,

Circumstances may also arise that would cause Enron Corp. 1o engage in the exploration for
andior davelopmant and production of natural gas and cruda ol in compatiton with the Company.,
For axample, opportunities might arize which would require financial resources greater than those
avallable to the Company, which are located in areas or countries in which the Company doas not
intand to operate of which involve properties that the Company would be unwiling 1o acquirs. Also,
Enron Corp. might acquire a competing oil and gas business as part of a larger acquisition. In
additlon, as part of Enron Corp.'s strategy of securing supplies of natural gas or capital, Enron Corp,
may from time to time acquire producing properties or interasts in entites owning producing
proparties, and thereaftar angage in axploration, developmant and production activities with respect
to such properties or indirectly engage in such activities through such companiss, Enron Corp. may
glso acquire interests in ol and gas properties or companias In connection with its financing
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activities. For axample, in its financing activities Enron Corp. or any antity in which it has an intarest
may maks lpans secured by ofl and gas propertias or securities of oil and gas companies, may
acquire production payments or may recelve interasts in oil and gas properties as equity com-
ponants of landing transactions. As a result of is lending activitias, Enron Corp. may also acquire oil
and gas properties of companies upon foreclosure of sacured oans or as part of a borrowar's
rearrangamant of its obligations. Such acquisition, exploration, development and production activi-
tas may directly or indirectly compete with the Company's businass. Thare can b no assurances
that Enron Corp. will not angage directly or indirectly through entities othar than tha Company, in the
natural gas and crude oil expiaration, development and production business in competition with the
Company,

Joint Energy Development Investments Limited Parinership ("JEDI"], a limited partnarship in
which Enson Capital & Trade Resources Corp. ("ECT™'), a wholly ownad subsidiary of Eniran Corp..
owns a 50% ganeral partner intarest, has entered INto an agreament lo acquira & contralling inberast
in Coda, Coda is engaged in the exploration for, and the developmant, production and markating of,
natural gas and crude oil primarity in North Texas and Oklahoma. Crude oll accounts for approxi-
mataly B5% of Coda’s proved reserves. At December 31, 1594, Coda reported estimated provad
natural gas raserves of 29,808 MMecf and astimated proved crude oil, condensate and natural gas
liquids reserves of 39,207 MBbis. Enron anticipates that the iransection will ba consummated in
sarly 1996, subject to Coda stockholder approval and other condstons. Conflicts may arise batwaen
CﬂdﬂMJEmplndllﬂHtmmaﬁmnlﬂﬂdﬂmiEnmﬂwﬂhﬂr&mﬂ'iﬂhrﬂmummﬁﬁm
Inlmmhﬂhmﬁﬂﬂﬂﬁhﬁmuﬂmﬂwmumnmlmmhmm
JEDI and its fiduciary duties 1o the Company. ECT has entered into an agreamant with JEDI and
ather investors in Coda designed to minimize certain conflicts of Interest that may arise and
providing, amaong other things, that the Company has no obligation to offer any business opportuni-
tias to Coda. , :

Tha Company and Enron Corp. and its affiiates heve in the past entered into material intercom-
pany transactions and agrasments incidant to thelr respective businasaes, and the Company and
Enron Corp. and its affilates may be axpected to enter into material ransactions and agreemants
from time fo time in the future, Such transactions and agresments have related to, among athar
|m“mwm:mmﬂmm#muudunl.ﬂullmﬂmﬂmphuﬂm and
developmeant efforts by the Company, and the provision of certain corporale services. Tha Company
belbeves thet its existing transactions and agreamants with Enron Corp. and its affiliatas have been
at least as favorabie 1o the Company as could be obtained from third parties, and the Cormpany
immmmnllmmmmmumﬂwmmmmmﬂ Enron
Corp. and its affliates will be at lsast as favorable to tha Company a3 could be obtained from third
partes.
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DESCRIFTION OF COMMON STOCK
Authorized and Outstanding Capital Stock

The authorized capital stock of the Company consists of 160,000,000 shares of Common Sinck.
$.01 par value, of which 159,799 955 shares were outstanding on October 31, 1995. The fallowing
summary description of the capital stock of the Company Is qualified in its antirety by referance o
the Restatad Cenificate of Incorporation of the Company, as amendad, a copy of which is filed a5 an
axhibit 1o the Registration Statement of which this Prospectus is a part,

The Cemmon Stock possesses ordinary voting rights for the election of dirsctors and in respact
to other corporate matters, sach shara being enfitled to one vote. There are no cumulative wating
rights, meaning that the holders of a majority of the shares voting for the elaction of directors can
alact all the directors if they choose to do so. The Common Stock carries no presmptiva rights and is
not convegible, redeemable or assessable, or entitied to the benefits of any sinking fund. The
holdars of Common Stock are antitied to dividends In such amounts and at such times as may be
declared by the Board of Directors out of funds legally available therefor,

Upon liquidation o dissolution, holders of Common Stock are entitied to share ratably in all nat
assets available for distribution 1o stockholders after payment of any corporate dabts. All outstand-
ing shares of Common Stock are duly authorized, validly issued, fully pakd and nonassessabis.

Tha transtar agent and registrar of the Common Stock is First Chicago Trust Company of Maw
York, Jarsey City, New Jarsay. .
Limitation on Directors’ Lisbiiity. :

" Delaware corporation law authorizes corporations to mit or eliminale the personal Kability of
directors 10 corporations and their stockholders for monatary damages for breach of directors’
fiduclary duty of care. The duty of care requires that, when acting o behalf of the corporation,
directors must axercise an informed business judgmaent basad on all materal information reason-
ably avadable to them. Absent the limitations authorized by such laws, directors are accountabie 1o
corporations and their stockholders for monetary damages for conduct constituting gross neglli-
ganca in the exerciss of thelr duty of care. The Delaware laws anable corporations to limit avallable
refal to equitable remedies such as Injunction or rescission. The Restated Certificate of Incorpora-
tion, as ameandad, of the Company limits the liability of directors of the Company to the Company or
its stockholders (in their capacity as directors but nat in their capacity as officers) to the fullast
extant parmitted by the Delawara law. Spacifically, directors of the Company will npt be personally
Iilhllmmmmtmm;m—m‘amﬁh}m“lm.wm’lmw
{i) for any breach of the director's duty of loyalty to the Company or its stockholders, (i) for acts or
omissions not in good faith or which involve Intentional misconduct or a knowing violation of Llew,
(i) for unlawiul payrments of dividends or unlawful slock repurchases or redemptions as provided In
Section 174 of the Delaware General Corporation Law, or (iv) for any ransaction from which the
director darived an improper personal banafit.

This pravision in the Rastated Caertificate of Incorporation may have the affect of reducing the
likalihood of derivative Etigation against directors, and may discourage or deler stockholders or
manageamant from bringing & Mwsuit against directors for breach of their duty of care, even though
such an action, If succassiul, might otherwise have benefited the Company and its stockholders.
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CERTAIN UNITED STATES FEDERAL TAX CONSEQUENCES
FOR NON-UNITED STATES HOLDERS OF COMMON STOCK

The foliowing i% 8 summary of carlain United States faderal income tax consaquences of the
acquisition, gwnership and dsposition of Commen Stock by a holder that, for Linibed States federal
incoma and estate tax purposas, is a Non-United States Holder, For purposes of this discussion, &
"Hon-United States Halder' means a corporation, individual or parinership that is, as (o the Undted
States, a foreign corporation. a non-residant alian individual or a foredgn partnership, o a trust or
astate other than one tha income of which is subject to United States federal income tax regardless
of it gource. This summany does not address all aspacts of United States federal Incoma and asiate
Taxation and does not deal with foredgn, state and local tax consequanceas that may be relsvant to
Wen-United States Holders in Bght of thelr specific crcumstances. Furtharmore, this summary is
based gn the provisions of the United States Inlernal Revenus Code of 1386, as amended, and the
mgulancﬁis, rulings &nd judicial decisions tharsunder, all of which are subject fo change. PROSPEC.
TIVE INVESTORS ARE URGED TO COMSULT THEIR OWHN TAX ADVISORS WITH RESPECT TO
THE UNITED BTATES TAX COMSEQUEMCES TO THEM OF ACOUIRING, HOLDING AND DISPOS-
NG OF COMMON STOCK AS WELL AS ANY TAX CONSEQUENCES THAT MAY ARISE UNDER
THE LAWS OF ANY FOREIGH, STATE, LOCAL OR OTHER TAXING JURISDICTHOM.

Dividands

Dividends paid to & Mon-United States Holder ganerally will be subject to withhobding of United
Statas fadaral Income tax &t & rate of 30°% (or a lower rete prescribed by an apphcable tax treaty). If
the dividands are effectively connected with tha conduct of a trade or business within the Uniled
States by the Non-United States Holder, the dividends will be subject to the ordinary United States
federal income 1ax on net Income that applies to United Shates parsons and will not ba subject 1o
withholding if the Mon-United States Holder files a United States Internal Revenue Service
Farm 4224 with the Company or its dividend paying agant. In the casa of corporate holdaers, such
dividands might also be subject to the United States branch profits tax at a rate of 30% (or a lowar
rate prescribed by an applicable tax treaty). A Non-United Stales Hobdar may be required to satisty
certain certification requiremants in order to obtain any reduction of or examption from withhotding
undar the faregolng rules and may obtain a refund of any excess amounts currently withheld by flling
an appropriate refund claim with the United States Internal Revenue Sarvice.

Distributions in excess of the Company's current and accumulated unmlnnu and profits, as
datarmined for United States fedaral income tax purposes, will be treated first as a return of capital
to the axtent of the Non-United States Holder's tax basis in the Common Siock (and will be applied
against and reduce such holder's tax basks in the Common Stock) and thereafter as gain from the
saba ol Commaon Stock. Tha portion treated as a return of capital will not ba subject to United States
fedaral incomea tax and tha portion, if any, treated as gain will ba subject to the rules described under
* = (3ain on Disposition” below. Becausa the Company will not be able to delarmine whathar a
distribution should proparly be treated as a dvidend or as a return of capital at the tima of paymant,
it ks reguirad to treat all distributions as dividends for United States withholding tax purposes. Non-
United States Holders will ba allgibée to ciaim a rafund 1o the extent that a distribution represenis a
retwrn of capital and may In cartain cireumstances be aligible to claim a refund to tha extent that a
distribution is treated as gain. Mon-Uintted States Holders should consult their own tax advisors with
respact o distributions in excess of current and accumulated sarnings and profits.

Gain on Disposition
General Ruie _

Subjac! to special rules for individuals described below, a Non-United Stales Holder ganarally
will not be subject to Uniled States federal income tax on gain recognized on 4 sale or othar
disposition of Commaon Stock wnless (a) the gain i aftectively connectad with the conduct of 8 trede
or business within the United Siates by the Non-United States Holdar (In which case the United
States branch profits tax describad above may also apply to corporate holders) or (b) the gain is
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treated as effactively connectad with the conduct of a frade or business within the United States
because the Company is or has been a “Linitad States real proparty holding corporation” far United
States federal income tax purposes (in which case, withholding of such lax may also apply). The
Company beliaves that It is currantly, and is likaly 1o remain, & United Siates raal proparty holding
corporation. The precading sentence notwithstanding, under currently effactive United States fad.
eral Incomaé 1ax laws, gain recognized by a Non-United States Holder will not be ireated as
affectively connected with the conduct of a rade or business within the United States (or subjact 1o
withhalding) unless such Non-United States Holder hald, dirsctly or indirectly, at any lime during the
five-year pariod ending on the date of disposition, more than five percent of the Common Stock.
Non-United States Holdars should consult applicable tax freaties, which may provide lor diffarant
rules (including possibly the axemption of certain capital gains from tax).

Frnai

in addition to the rules described sbove, an Indisidusl Mon-United States Holdar wha halds
Commaon Stock as a capital asset ganerally will ba subject to tax on any gain recognized on the
disposition of such stock if such individual |s prasent in the United States for 183 days or mara in tha
taxable year of disposition and either (a) has a “tax home' in the Unied States (as specifically
defined under the Unhed States lederal incoma tax laws) or (b) maintaing an office or other fixed
place of business in the United Slales to which the gain from the sale of the stock is attributable.,
Cartain individual Non-United States Holders may aiso be subject to tax pursuant o provisions of
United States federal incoma tax law applicable to United States axpatriates.

Federal Estate Tax

Common Stock owned or treated as cwned h}r.ln individual Mon-United States Holder at the
date of death will be subject to United States federal estata tax, unless an applicable astate tax
traaty provides otherwisa. . ' I

Information Reporting and Backup Withholding :

The Company of its designated paying agent (the “payor”) must report annually to the United
States Internal Aevenus Sarvice and to each Non-United States Holdar the amount of dividands paid
to and the tax, if any, withheld with raspect to such holder. That information may aiso be made
dvailable to tha tax -n.rli'n'lliu I::d' the country i which the Non-United States Holder residas,

LUnited States information reporting requirements (other than the reporting of dividend pay-
mants described in the preceding pdragraph) and United States backup withholding (imposad at &
31% rate) genarally will not apply to dividends paid to a Non-Unied States Holder at an address
outside the United States, unless the payor has knowledge that the paysee is a United States parsan.
Otherwigse, information reporting and backup withholding may apply to dividends paid on the
Common Stock 1o a Non-Unitéd States Holder who falls to furnish certain information, including a
tax identification number, in the manner required by United States law and applicable regulations.

PaFnlrlni the proceeds of a disposition of Commaon Stock by a United States office of a
broker is subject to backup withholding and information reporting, unless the holder cartifies 1o the
broker undar panatties of parjury as o its name, address and status as a Non-United Statas Holder
or tha hokder otharwisa astablishes an exemplion. Maelther backup withholding nor Information
reporting generally will apply 1o & payment of the procssds of a disposition of Common Stock by &
foreign office of a foreign brokar that s nol & Linited States Folated Person (as defined balow).
Information reporting requiramants (but not backup withbolding) will apply 1o a payment of tha
proceads of a disposition of Common Stock by a foreign office of a broker that s a Unitad States
parson or a Unitad States Ralated Person, unless the brokar has documentary evidence in its
records that the holder is a Non-United States Related Person and certaln other conditions are mat,
~or tha holder otherwise establishes an exemption. For this purpose, a "United States Related

Person” is [a) a foreign broker, 50% or mare of whose gross incomsa for certain periods |s alfactively
connactad with the conduct of a trede o business in the Uinited States or (b & forelgn broker that is
a "controlled foreign corporation™ for United States federal income tax purposes.
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Backup withrolding is not an addtional tax, Any amaounts withhald under the backup withhold-
ing rules will be refunded or credited against the Non-United States Holder's United States faderal
Income tax fiabdity. Provided that required information is furnished to the United Statas Interngl
Revenue Sarvice.

PLAM OF DISTRIBUTION

This Prospectus relates ko the 11,000,000 shares of Commaon Stock that may be delivared by
Enron Corp. pursuant o the Exchangeable Notes and is Appendix A to the Enron Corp. Exchanga-
Abla Notes Prospactus. At maturity of tha Exchangeable Notes, the principal amount of each such
note will be mandalorily exchanged by Enron Corp. for shares of Common Stock o, at the option of
Enron Corp., cash in Beu of such mandatory exchange. For a description of the Exchangeable
Motes, see “Descriotion of the Exchangeabls Motes” in the Enron Corp. Exchangeabls Notes
Frospaciss.

Enron Corp., the Company and the Company's Chief Executive Officer have agread that during
the period beginning from the date of this Prospectus and continuing to and including the date 270
days aftar tha date of this Prospectus, subject to certain exceptions sat forth in the undarwriting
agreaments, they will not offer, sell. contract to sell or ctherwiss disposa of Common Stock, Ay
sacurities of the Company which are substantially similar to shares of Common Stock or any
securities which are convertible into or exchangeable for Common Stock or such substantially
similar securities without the pricr written consent of Goldman, Sachs & Co., excepl for the shares
of Common Stock offered in connection with the concurrent Stock OHerings.

In connection with the disiribution of the Exchangeable Notes, Enron Corp. and the Company
have agreed to Indemnily the several Undarwriters against certain Habiliies, including liabilities
under the Sacuritiss Act, or o contribute to payments the Underwriters may be required %o make in
respect thereof.

-

VALIDITY OF COMMOMN STOCK

Tha validity of the shares of Common Stock deliverable upon axchange of the Exchangeable
Maotes will be passed upon for the Company by Dennis M. Ulak, Esq., Vice President and General
Counsel of the Company, and for the Undarwriters by Brecewsll & Pattarson, L.L.P. Certaln matters
will be passad upon for Enron Corp. by Vinson & Elkins L.L.P. Mr. Ulak owns substantially lass than
1% of the outstanding shares of Commaon Stock of the Company or common stock of Enron Corp.
Bracewsl & Patterson, LLP, provides services to Enron Corp, and certain of Its subsidiaries
(including the Company) and affiliates on matters unrelated to the offering of the Exchangeabie
Notes, the delivery of the Common Stock upon exchange thereof and the Stock Offerings.

EXPERTS

The consolidated financial statements and schedule included In the Company's Annual Report
on Form 10-K for the year anded Decembar 31, 1994, incorporated by raferanca in this Prospectus,
have bean audited by Arthur Andarsen LLP, independent public accountants, as indicated in their
report with respect therato, and are incorporated by reference herein in reliance upon the authority
of said firm as exparts in accounting and auditing in giving sald report,

The latter report of DeGolyer and MacNaughton, independent petralaum consultants, Included
as an axhibit to the Company's Annual Report on Form 10-K for the year snded December 31, 1994,
and the estimates from the reports of that firm appearing in such Annual Report, are incomporated by
refarence herein on the authority of said firm as experts in pstrolsum engineering and in giving such
PEports. '
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Mo person has been aulhorized o glve
any information or to make any representa-
tions other than those contained in this Pro-
spoctus, and, if ﬂhlﬂ or madae, such informa-
tion or representations must not be relied
upon as having been authorized. This Pra-
spectus does not constitute an offer 1o sell or
tha solicitation of an olfer 10 buy any securi-
ties other than the securities described in this
Prospactus or an offer 1o s&ll or the solicita-
tion of an uHFtn buy such securities in any
circumstances In which such offer or solickta-
tion is unlawful. Meither the delivery of this
Prospoctus nor any sale made hereunder
shall, under any clrcumatances, creale any
implication thal there has been no change in
the affairs of the Company since the date
hereo! or that the Information contained
heraln |s correct as of any time subsegquent 1o

its date.
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February 28, 1994

The Honorable Lioyd Bentsen
Secretary of the Treasury
Department of the Treasury
1500 Pennsylvania Avenua, NW
Room 3330

Washington, OC 20220

Dear Lloyd:

As indicated in the attached press release, Enron Ol and Gas Company and its
Indian pariner, Reliance Industries, have been awarded the rights 1o develop and
operate the Tapti, Panna, and Mukta fields off the Western coast of India. The strong
support for our efforts on this matter from you and others in the Clinton Administration
ware vary instrumental to this outcome.

In his remarks to the Business Council last Wednesday evening, President Clinton
made the point that his Administration was committed to promaoting U. 5. business
interests abroad. | believe our success in India is tangible evidence of the results of
this policy.

At the same tima, | remain concamed that the cumrent relationship between the
U. S. and India governments is nat as positive as it probably should be. The attached
copy of an article from the February 24 Washington Post articulates this concem better
than | could. | would hopa the Administration would take affirmative steps to put these
ralations between the worlds two largest democracies on a better footing.

| want to again express my appreciation 1o you and others in tha Clinton
Administration for supporting our activity in india. We firmly believe the success of this

Q1000000000889



The Honorable Lloyd Bentsen
February 28, 1994
Page Two

activity will result in significant exports from the United States as well as assi;t _lha
Indian Government in its efforts to privatize and liberalize their economy. This is

clearly a win-win proposition for both countries.

Sinceraly,
e
30
Attachments

c: The Honorable Warren Christopher, Secretary of State
The Honorable Ronald H. Brown, Secretary of Commerce
Tha Honorable Thomas F. McLarty, Chief of Staff
The Honorable Robert E. Rubin, Chairman - National Economic Council
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Oil & Gas Company NewsRelease
PO, Bax 1188 Housian, Teaas 772511188 Far Funthar Informotion Conmae; o
A. H. Dawvis
{713) 8536941
LAND (iAS
Mrmwww

FOR IMMEDIATE RELEASE: Friday, February 25, 1994

HOUSTON — Enron Oil & Gas Company (EQG) and Reliance Industries Limited
(RIL). India's largest private sector corporation, today confirmed that a Government of India
background paper indicated the awarding of offshore development and operating rights for
the Tapti, Panna and Mukta fields off the western coast of India to their joint venture
consortium that also includes the Oil and Nawral Gas Commission (ONGC) of India.

EOG expects to own its interest in the joint venture through a yet to be formed
subsidiary of its wholly owned subsidiary, Enron Exploration Company. Panna and Mukta
are oil fields with current production and Tapt is a large undeveloped natural gas field.

Upon receiving official confirmation within a week, EQG and RIL plan to expedite
with the Indian government final negotianon of the production shanng contract, operating
agreements and natural gas sales contracts. EOG. whose working interest ownership is
expected to be approximately 30 percent, will be operator of this joint venture development
project |

*We are very pleased that the Indian government appears 1o have given us the
opportunity to contribute to the further development of its hydrocarbon reserves and to its

— more —
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privatization efforts,” said Forrest E. Hoglund, chairman, president and chief executive
officer of EQG. "As a low-cost operator with a proven record in offshore oil and gas
development of this type, we feel EOG has the capabilifies to add significant value to India's
uuminaﬁmdyﬁEMnm;

EOG, with natural as equivalent reserves of 1.9 trillion cubic feet and 1993
production of 709 MMcfid, has experience in the Gulf of Mexico offshore Texas and in the
Caribbean Sea offshore Trinidad. The company operates 15 platforms currently producing
25 million cubic feet per day (MMcf/d) of natural gas in U.S. waters. It also operates the
Kiskadee platform offshore Trinidad which is producing 50 MMcf/d from two wells.
Additional Kiskadee wells are being drilled, and an additional platform is being constructed
to develop the Ibis field upon conclusion of the Kiskadee development.

“We are particularly proud of our track record in Trinidad where it took us less
than one year to have natural gas flowing to the Trinidadian marketplace after signing the
onginal contract with the government of Trinidad and Tobage in Movember, 1992," Hoglund
said. “We anficipate using this same philosophy in India to accelerate the flow of crude ol
and natural gas supplies, which should benefit India’s rapidly developing economy.”

Prior to final negotiation of a production sharing contract with the government,
EOG and RIL anticipate cooperating with ONGC immediately to coordinate transfer of
operations in the currently producing Panna and Mukia fields. Major commitments for

drilling and platform construction will be finalized after the agreement negotiations are
completed in the next few months.

Enron Oil & Gas Company is one of the largest independent (non-integrated) oil
and gas companies in the United States in terms of domestic proved reserves. The
company's reserve base is 85 percent domestic and 93 percent natural gas. EOG is listed on
the New York Stock Exchange and is traded under the ticker symbol, "EOG."

— HEH -
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Nickoloff, Peter

——8
From: ERigk [ERiskZemail aRisks, com|
Sant: Friday, Movember (5, 2001 12:58 PM
To: peter.nickoloffi@do treas. gov
Subjact: ERisk Essentials
_=http://www.erisk.comiimages/essential_logo.gif=

Watvae changed our home page? Mo, when you lype in swasenisk com, youll get s Deter ies of all of ERisk's activites. You' Brd all our usaal
mgilorially rdepsrcient news, canmunity and redansnsn neounces under the ‘Poral tab.

I thig waak's roun g X k : mMIDEAE of sconomic, banking and PEC insurance news fram
an erdemwiss sk n-mnamenl wm&ﬂm ﬁuhalrm cuts b-:-:qd mmu but economic news continues ko b glodiry, Enion Taces bk by
compeiior; the strange case of the mysiery credil crunch; laugh Smas Ter the mengags indusing: kegal action continues over Warld Trade Cenler
daims.

Analysis
The massive scale of daims ansing from Sepbember 11 has warred many in the P& insurance marked, bt harder rates should benefit fase who ans
s¥Tog ancugh bo lake advantage of Bem. Ik his week's analyeis <hitpemail efsks comicglbin 100 Yy=ht SRODM A0 CIECEA Y TARN, wa look Bt
gy Loels of Londion bs sinugglng o comvinde rating agendces and insursics regulators thal @ i sufficently solvent 1o bounce badk from its World
Trade Centar iceses snd o bane® liom & sionger markat,

Viewpoint
Wil Dynegy clinch a cut-rate acguisilion of its inoubled arch-rival, Ennan? You can cabch up on somea of the background with ERisk's exciusive
imterdews with their chiel rek oficans: we spoke o Eneen's Rick Buy <hittp:VYemail eRisks. comdogebin104a?y=hMSRODNed 200 E0BRIDA D= aariar
this yaar, whike Cynegy RO Gienn Lahar <hitpcfems eRisks, comiagi-bind o Py=hMERIDNMITCEIMEE0A > was e subject of our CRO Profle
ir Auguest. Find out what bath men had &3 say about isk managesnent al ther firms - @l keep chacking ot the site Tor ongoing covarage of what s
e o be @ rjor rigk Manageman| alory.
SN svaialve: Profilea of FleetBoslon CRO Paul Kagan <http Vemal eRisks. comiogi-bin 10MaPy=hA SRODNAS0 CiEDEa0A> and Swis Fa

America’s Wamer Schaad <htipfemail eRisks. comdog-bin 1 0o Ty=h MSRIDNAZICI ECCIW DAY=

Feature
Bank credit processes must be up mmalﬁhra barix id bo retain control ovar credit guality in its lwn particlias. In "Bank Credil Processes and
Dparational Risk”, an axclusive nisw feal o email g R sarmitcrgi=hin 1 I o e S R DRI CIE DS WOAN> Inr ERIsk, Becky Walzak of

Bosion Portolo Advisors looks af what can ;n wIGNG. aq:-ln-ru i ingressing oost of falled deals un I1l secondary oredil markets, and olfers a solulion
nased on ideas within tha Basla || rgulalon capital reform proposals.
SHl avaklabier full-lenpth arbcles on Credit Portiolio Stress Tesling <hifpoemsl eRsks, comiogkbin 10 o ty=h S RODMIM20C] Elas T Baa> and Feal

Diptigns and Stralegic Business Risk <hip:femail eRisks com'ag-Din Mo y=hM3RIDNARICECCIDAR =,

Book of the Month
Chesch aul o kealured Book of his Manth. Oparabanad RSk - Measunmant and iodaling, by Jack King, is ore of tha firs] Dooks dedcaied o e
cutting-adios protlem of modeling bark aperational risk. We review iL and wou s andar it oniing through aur sia. Also amilable in e ERisk
Booksbors <hlipTemad aRisks comicg-pin i 0o Ty=hMERIDH A0 E0B4YIAP>, books on a wide variely of sk management topics, Inchudng croc

figk, opspratonal sk, antapaiss nsk and finandal debackes.
5D avaibahle: Fooled by Randomness <hbp:iemaileRisks comicg-tin {MeTy=h S RODNEOC EDbMa0ey'>, by Massim Talek:

To subscriba mnhmam rnnasa il Fl:i k j-bir ﬂmuw&wmﬂﬂ_‘&nnwrwhm.

To unsubsoibe, acoess i-iin M WEROD MEOCIEDB XS AR = Your usernams is the smail sddiees
whane you receheed this n'rl:.ugu

To b reminded of your pasawond, or 1o rasel i Lfﬂll:r-v this link cnrg "l'mall eﬂlsummﬂ b (e =R DN IO REROAK >
For technical suppor quenies, please amail Sup ' 3k

<http://email.eRisks.comicgi-bin 10Mosensing ?y=MSRODNM20CEH=
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Nickoloff, Peter

e — e ——————
Fram; ERisk [ERiski@email. aRisks. com)
Santk: Friday, Movemnber 16, 2001 12:54 PM
To: peter.nickoloffifdo. reas.gov
Subject: ERisk Eszentials

Weelkly

Review
In this weeek's poureg: A i b Ty= bt MG i E Db DA G of economic, banking and PEC insurance news from an
enterprise risk mmamnlparumr.n: markets reCaver m'nuurljr refifvus e &l LS plane crash; Dynegy prepanas to abaort Enron; deagreemants.
sonlinue aver e avallabiity of creds. Japarass barking hils a new crisks: Swizs Re's dispule with Warld Trade Center ipascholkder daapens; Alianz

raises s estimate of WTG claims

Analysis
Jusd 85 everyhing seems 1o be going nkcely for UIS margage lendess, in':aamnua FWBfiJ Flm -:ﬂ-:iall:nwn H‘ﬂl.ﬂ'u','nuudlu put back on
Iwﬂ'anﬂmuammnmmmhrnskmmml In Bres weaak s G hais [+ ymvpgkbind iflo Fy=hidde 1 DM A2 DCIE DhatvQb s

;Hﬂﬂsgxfﬂd repants an e conlrovarsy That Edward Gramlich's rumrhnun:u mw:s Bl'mythama Fadw.mhudmun I b the ghost

Case Study

The collapse of HIH Insurancs ks spring continues 10 reverhberabe. Tha liguidator recenlly sansuncsd thal lasses might reach as much 85 &35,3 bilion
MUBSETS bilionl, making it Ausstralia’s worst-paer comparate falure, The hesnings of the Poyal Commissian inko the affeir begin on 26 Movember and
this mewth, HIH's regulator has mieaged & néw et af proposed regulations for general insurance, 1o coms inlo Sarce in 2002 Our latest Case Study
<k email aRiaks comyag-bin 10 ty=hiie JIDNMRICIEDEAZIAS> summanises he sorry tale and looks at e key 1856008 b0 Be laarned,
SN svaiatve: Case Studies on the Calitorss power crisis d-m femall aRisks comécgi-bint e Ty=hie 0000 E 08 Folkaus= and the BOG!
=hign:femail aRisks . camdcgi-hind =h = gseandal,

Research Archive
This manth e upedale fe cperatonal isk <hitpo\emal, afisks, comiogi-bin 10 Fy= e O0MNALEOG EDBCIDAE> section of cur Reseand Anchive
<hilp-femall eRisis comicglbin 1 MoTy=nMe 00N MIDCIENCartik>. This includes links 1o & recenl survey an how guickly new ideas on oparasonal
rsk managemenl are being adopled by the banking industry, and 40 an gaard-winning paper an how pra-clalmg setbemeant caah advances, basket
insurance products and secuilisalion might hep in the tarsier of operational rsk. Plus sfickes on op nsk software implementation, ard more,
AT avadahls: Fscent research papers on credit sk <hilp:demail eRisks. comdogi-nin B oTy=nie. DO R MEOC EDBAERAA> , market risk
=nittpcitemasl afsks, comingi-bin10MeTyrehied 00N 0CEGT QAF >, ERM <hil: ieenail sFisks comdogi-bin 10 fy=hite DM A0 CIE DEaA 1A G
and business risk <ntpcemal, eRisks com fegi-bin 1 Do hy=hle DONM2 DG E DRI INAH=,

1 f'“_ ]

Loeill

1 ¥ norn than ’?W"HMHMMW recaive this email every woek, To fied oot how pour meszage could reach tham, mail us af infofilansh. com
Wﬁ

T .

The ERisk Essanlials & publisned svery Friday by ERER armgl pRaky in 10, |

To aulrssring b this newslefer, phoase regisme <l e i Gorms'og-hin 1 Dl .| DI A E DR R
To unsubacabe, access murwﬂmmmwwmm Vo emame i e smsl address
whine you received this message.

IF wio hateg Ingoiben your passwond, ymmnncwrlrn}'hlmrq' i

For fechnical support querses, please amail supportiflensk, o ;

~=hitp:/femail. eRisks.com/cgi-bin10/flosensing Fy=MeJODNMMZ0CIER >
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Nickoloff, Pater

S
From: Kickoloff, Peter
Sent: Tussday, Decembar 04, 2001 12:02 PM
To: Carleton, Morman; Schultheiss, Heidilynne
Subject: Soma EnronCnéne siores from Infermeteeek com

In no particular ordar...
Friday, November 30, 2001, 5:52 PM ET.

UPDATE: EnronOnline Still Trading

By Jade Boyd

While a bankruptcy filing by troubled energy trader Enron Corp. is widely expectad, the company
says it continues to trade more than 400 products at its online trading exchange, EnronOnline.

An Enron spokesman said Enron traders are still actively making trades via EnronOnline in 472
products. Most trades are in core energy products like natural gas and electricity, but Enron also
continues to trade paper and forest products, said company spokesman Eric Thode.

Enron averaged about 5000 trades per day on its site pricr to November. The company conducted
about 1,000 frades Thursday, when only 62 products were sold online, Thode said

Analysts say traders from other companies aren't establishing new positions with Enron, so virtually
all of Enron's current trade volume represents trades by people who are closing out existing positions
to limit exposure to Enron

Since Enron did a huge volume of trade onling — about $800 bilion since EnronOnline went live in
Movember 1999 - it may take weeks for trading to wind down completely, said Peter Fusaro,
president of the energy consulting firm Global Change Associates.

The bigger question is how long Enron can finance its trading operation. Fusaro said a bankruptcy
filing might make it easier for Enron to raise the cash it needs to fund trading operations, but that
won't resione trader confidence in the company.

Since Enron is a party to every trade on its site, either as buyer or seller, it's vital that trading partnars
have confidence in Enron's ability to stand behind the deals it makes. Analysis say that confidence is
lacking, and an infusion of cash won't be enough to restore it.

Wednesday, November 28, 2001, 4:15 PM ET,

UPDATE: Enron-Dynegy Deal Collapses; EnronOnline
Temporarily Halts Trading

By Jade Boyd

Dynegy Inc. has cancelled its proposed $8 billion merger offer for fellow energy trader Enron Corp.
Trading on Enron's picneering exchange, EnronOnling, was halted temporarily today in response to

" 01475

01200000000129



the news.

The future of Enron is now in question as credit-rating agencies today downgraded the company's
bonds 1o junk status, triggering the payment of more than $3 billion in outstanding debls.

Enron spokesman Eric Thode said all trading was halted on EnrenOnline this maming in the wake of
the Dynegy announcement, but trading of core energy products, such as natural gas, resumed this
afternoon. At no time was telephone trading suspended, he said.

Enron's onling business madel is different from most independent exchanges, which link buyers and
sellers. Enron is a party to all lransactions at its site, acting as either the buyer or seller. Enron makes
its profits by buying low and selling high, and employs an army of analysts to compile information that
could affect future prices on natural gas, electricity and the 1,500 other commeodities it trades cnline.

Thode declined to comment on reports this week that Enron traders were working fo help valued
customers by brokering deals between buyers and sellers.

“We're still in the market, and we're still conducting transactions that make commercial sense," said
Thode.

Ewven bafore halting trading today, activity on Enron's Weab-based exchange, EnronOnline, has
reportedly fallen steeply in recent weeks as trading pariners abandon the site in favor of deals with
mare stable firms, Dynegy and a number of other energy traders do business online, but none in
volumes approaching EnronOnling, which pioneered the field and once saw trade volumes in excess
of $4 billion per day.

Enron's Thode, however, said that trade volumes on EnronOnline have not declined signficantly in
recent weeks.

Owver the past 30 days, the site has averaged about 5,300 frades per day, with a total value of $2.7
billion, Thode said. That's well within the average volumes seen on the site during any 30-day period
this year, Thode said.

The New York Stock Exchange halted trading of Enron shares ahead of the Dynegy announcement,
but Enron's stock had already lost $2 95, or 71.3 percent of its value on rumors of the dissolution
Trading was halted at $1.19. Enron's stock traded at more than $20 last August.

Dynegy cancellad the deal citing "breaches of representations, warranties, covenants and
agreements in the merger agreement.”

Dynegy had sought to renegotiate the terms of the merger after Enron's stock price continued to
plummet in the wake of the Nov. 8 merger announcement.

Dynegy's announcement came as Standard & Poor's. Moody's Investors Service and Fitch, Inc.
downgraded Enron's long-term debt to below investment-grade status, The loss of investment-grade
credit means that more than $3 billion in debls to off-balance sheet partnerships are due
immediately.

In a prepared statement, Enron said it s "taking actions designed to preserve value in the company's
core trading and other energy businesses." Enron said it is temporarily suspending all payments
other than those necessary to maintain core operations,

"With Dynegy's termination of the merger and the ratings agency downgrades, we are evaluating and
exploring other options to protect our core energy businesses,” Enron Chairman and CEO Kenneth L.
Lay said in the prepared statement. “To do this, we will work to retain the employees necessary to
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the continuing cperations of our trading and other core energy businesses.”

In canceling the propesed merger, Dynegy said it would exercise its option to buy Enron’s Nerthern
Natural Gas Pipeline, something it was entitied to because Dynegy's partner, ChevronTexaco,
pumped $1.5 billion cash into Enron when the Nov. 8 merger agreemeant was struck.

Many in the industry believe Enron will be forced o file bankruptcy as a result of the Dynegy pull-out.

Enron would not comment on whether a bankruptcy filing is in the works, but the company says it 1s
reviewing its option to repay Dynegy the $1.5 billion cash, which would allow it to retain Northern
Matural Gas Pipeline

Should Enron file for bankruptcy protection, it would be the largest corporate bankruptey in U.S.
history. Enron’s third quarter balance sheet lists $61.8 billion in total assets, which eclipses the $35.9
billion worth of assets Texaco Inc. listed when it filed for bankruptcy in 1987.

ik

Movernbser 26, 2001

Reload

October 30, 2000
wowrw internetwesk comitransformation2000/coverstory/enron. itm
=http:ihwww.internetweek.com/iransformation 200Ncoverstory/gnron htm=

Enron's Web Retreat

Many of Enron Corp.'s online businesses may not make the cut as the company, exposed to billions
of dollars in debt from off-balance-sheet deals, prepares to be acquired.

Enron's ploneering moves in onling trading earmned the company the cover of Intemet\Week's
Transformation Of The Enterprise issue in October 2000. Al its apex last year, Enron had a market
value of around £80 billion, as it posted 5100 billion in revenue.

But Enron's stock plunged over the last month amid revelations that company executives had created
limited partnerships which reportedly left Enron exposed to $3.3 billion in outstanding notes. With its
market value and image decimated, Enron this month accepted an $8 billicn buyout offer from rival
Dyneqgy Inc., which has agreed to inject $1.5 killion to keep Enron's trading desk afloat,

Enrcn pioneered Web trading of energy commedities with EnronOnline, where the company buys
and sells futures on up to 1,500 products, doing more than $4 billion in daily transactions. Most of
that trading is still in energy products, though Enron had diversified into bandwidth, paper, steel,
freight storage and other commaodities. With the Dyneqy deal, however, Enron plans to focus on
“core” energy activities and dump other assets.

The first casualty is Enron Broadband Services, which owns about 15,000 miles of optical fiber and
25 network interconnection facilities in the United States. EBS envisioned buying and selling
bandwidth as a pure commedity like natural gas, but bandwidth trading volumes never approached
the level needed for a liquid market. Enron is looking to sell EBS, a spokesman says.

Enron has yet to make a decision on its other online trading businesses, including Net Works, the
incubator that developed most of the technelogy that underpins EnronOnline. Each business will ba
reviewed “based on their capital requirements and near-term growth prospects.” the spokesman
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2ays,
- JADE BOYD =mailto:jchoyddEomp. com=

Movember 30, 2004

The Internet Didn't Kill Enron

By ROBERT PRESTOMN <MAILTO: rprestonffcmp.com>

"We have a fundamentally better business model."

That's how Jeffrey Skilling, then president of Enron Corp., summarized his company’s startling
ascendancy a year ago, as Enron's revenues were soaring on the wings of its Internet-based trading

model.

It was hard to find fault with Enron's strategy of brokering energy and other commodities over the
Internet rather than commanding the means of production and distribution. EnronOnline, its year-cld
commodity-trading site, already was handling more than $1 billion a day in transactions and yielding
the bulk of the company's profits. At its peak, Enron sported a market cap of $80 billion, bigger than
all its competitars combined.

See Also
Forum: Enron E-Biz Meltdown: What Want Wrong? <hHp: e intermetweek comifgrumisnron> Mare Enron Slones

<hitp. /! int k.comienron. hitm=
Today, Enron has filed for bankruptey, the status of EnronOnline is touch and go, ENE is a penny
stock and Skilling is out of a job. Last year's Fortune 7 wunderkind, hailed by InternetWeek and
others as one of the most innovative companies in Amenca, overextended tself to the point of
insolvency.

So was Enron's “better business model” fundamentally flawed? With the benefit of 20/20 hindsight,
what can Intemet-inspired companies in every industry learn from Enron's demise?

For one thing, complex Internet marketplaces of the kind Enron assembled are fragile. Enron
prospered on the Net not so much bacause it had good technology -- though the propnetary
EnronOnline platform is considered leading-edge - but because online customers trusted the
company to meet its price and delivery promises

As Skilling told InternetWeek a year ago, "certainty of execution and certainty of fulfillment are the
twa things people worry about with commedity preducts.” Enron, by virtue of its expertise, networked
relationships and reputation, could guarantee those things.

Once it came to light, however, that Enron was playing fast with its financials - doing off-balance
sheet deals and engaging in other tactics to inflate earnings - customers (as well as investors and
partners) lost confidence in the company. And Enron came tumbling down.

Furthermore, advantages conferred by superior technelogy and information-gathering are fleeting.
Competitors learn and mimic and catch up, Barriers fo market entry evaporate. Profit margins narrow.

Enron, short of incessant innovation, could never hope to comer Internat market-making, especially
in indusiries, like telecommunications and paper, that it didn't really understand. In its core enengy
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market, perhaps Enron was 100 quick to eschew refineries and pipelines for the volatile, information-
based business of trading.

But it wasn't Internet that killed the beast; it was management's insatiable appetite for expansion and,
by all accounts, personal enrichment.

I's too eazy to kick Enron now that it's down. It did a lot right. The competition and deregulation and
vertical "de-integration” Enron drove are the future of all industries, even energy. Enron was making
markets on the Internet well before its competitors knew what hit them.

Was Enron on to a better business model? You bet it was. But like any business model, it wasn't
impervious to rules of conduct and principles of economics.

AR

Jure 11, 2001
Services

Trader Reaps Benefits Of E-Market Leadership

'Liguidity' is the key to Enron's position at the center of online value chains

By JADE BOYD <MAILTO:jchoydi@cmp.com=>

ENROM Headquarters:Houston Line of business: Energy production and marketing; online exchangs operalor 2000
Revenue: 5100.79 biion 2000 Net Income: 3579 millon Percentage of revenue from e-business activity: N/A CEOQ:
Jelirey K. Skiling Top e-business executive: Philppe Bibi, president and CEQ, Enron Net Works E-business
highlights:EnronCnline condwcied its millienth transaction in May, total frade volumes en the commodity-trading site have
excepded 3550 billion since it was established in Novemnber 1989. Enron Broadband Services conducted 580 online
{ransactions in the firsi quarter, compared with 321 for all of 2000 E-business challenges:Re-creating is success in
onlinge energy trading in dozens of olher commaodity businesses including bandwidth, data storage, forest products, metals,
coal and freight logistics Tep e-business accomplishment:With EnronOnline, Enron brought immediate and transparent
pricing ta energy markets; he sile is one of the world's leading e-commerce platforms, with daily Irade volumes in excess
of 34 Gillion Services: industry Lesdars <hiip:! Jdniemetweak comd100-01/ him=> Services: By The Mumbsrs.
<hifp:iwenw,internetwenk com'100-01/aerv htm> COHLINE EXTRA--Reporter's Maotebook On Enron
=hilip:wear internetweak comi 1 00-07serv-01, >

Uncertainty has debilitated many e-businesses, with staffers and managers alike wondering when things will
pick up. But optimism is still in the air at Enron Net Works, the e-business arm of Fortune 7 energy company
Enron Corp., which continues to expand its electronic trading model into all manner of commodity markets,

Net Works oversees EnronOnline, where Enron buys and sells more than $4 billion a day of mostly natural gas
and electric power, plus steel, coal, telecom bandwidth, data storage, freight services and 1,500 other products,

Net Works is also a new-business incubator, repackaging applications Enron originally developed for interal
use into revenue-generating online services. For example, EnronCredit.com <http-//www EnronCredit.com=>, an
offshoot of software Enron created to help its traders manage credit risk, offers a service to some 10,000
companies to quickly determine the cost of extending credit 1o their own trading partners. EnronCredit.com,
which broke even in its first year, is expected to tum a profit this year.

Met Works is pant software development house and part IT depariment, responsible for routine tasks, such as
desktop support, and critical functions, such as keeping Enron's e-business infrastructure running. The group,
with 1,500 employees, grew some 30 percent in the past vear, occupying more than four floors of Enron's
downtown Houston headquarters.

"Our job is in two parts,” says Net Works COO Greg Piper. "Help Enron expand horizontally in markets for
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new commaodities like forest products and freight services, and build a business around the tools that helped to
transform Enron.”

E-Commerce Apex

While Enron's e-business gains have been spotty in some areas—it has struggled to create liquid Web markets in
bandwidth and on paper, for instance--EnronOnline is one of the most successful e-marketplaces. It conducted
its millionth transaction late last month, and the total value of trades on the site exceeds $590 billion. Online
trading now accounts for almost 75 percent of Enron's energy transactions in North America, the company says.

Enron counts both purchases and sales in its volume numbers--unlike e-marketplaces that simply take a cul of
trangactions on their sites—-becauss the company is a "counterparty” to every trade on EnronOnline. Enron
makes its money on the spread between what it pays for commodities and what it sells them for.

When a customer clicks to buy gas, clectricity, steel or any other commodity, Enron guarantees price and
delivery time. The key for Enron isn't to own massive amounts of physical product or storage and delivery
capacity, but to arrange for third-party supply and logistics electronically. Enron stays informed about the vast
array of factors that can influence price and delivery on a minule-by-minute basis by employing thousands of
researchers, analysts, weather forecasters and other market specialists.

Enron ist’t just moving physical product on the site. Much of its online deal-making is in financial derivatives
and risk manazement,

For example, Enron is now in the market for DRAM chips. But it doesn't buy and sell the chips; it sells financial
instrumenis that let companies lock in a price for DRAMs for a set period. Ultimately, Enron hopes to buy and
sell the chips itself, just as it buys and sells gas, electric-ity and other commoditics.

Energy Trading Redone
Enron is reticent about disclosing exact volume figures for the different commodities traded on its sites. The
large majority of trades are still conducted in natural gas and electricity.

The Internet is transforming energy trading from something of an art form, dominated by person-to-person deals
negotiated over the telephone, to an automated science. By openly displaying its "hid” and "ask™ prices--and the
spread hetween them--Enron drove trade volumes through the roof in 2000. Forrester Research estimates that
the "notional value” of online energy trades grew 750 percent in 2000, with EnronOnline accounting for most of
them.

Rut competing encrgy firms are banding together to form online markeiplaces of their own. American Electric
Power, Aquila, BP Amoco, Duke Energy end others joined with Goldman Sachs and other financial firms to
form Intercontinental Exchange, while Axia Energy, Coral, Dominion TXU and Williams have formed
TradeSpark,

While these consortia may view each other as competitors, they see EnronOnline as complementary, says
Forrester analyst Jim Walker. "Everyone loves to have Enron trade on its site because Enron brings the most
valuable thing to the market, which is liquidity,” Walker says.

Enron has purchased physical assets to ensure its own supply in several key markets, such as pulp and paper and
metals, Piper says. Metals trading, he says, is up to about 1,000 transactions daily, representing about 25,0080
metric tons of stecl.

Enron conducted 580 bandwidth trades in the first quarter, compared with 321 in the past year, and it expects 1o
handle more than 2,200 trades in 2001,

However, Enron's total online trading volume represents cverything from storage services to long-haul eircuits
to dark fiber to [P services. None of the bandwidth commeodities has achieved liquidity vet, notes Kevin
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Hannon, president of Enron Broadband Services, which completed an 18,000-mile fiber optic network in 2{100
and built 25 "pocling points” to tie in with other provider networks,

A Helping Hand

Enron has plowed ahead so aggressively online that some trading partners that haven't invested in back-office
automation simply can't keep up, Piper admits. Enron is responding with CommodityLogic, software modules
designed 1o help trading partners streamline the fulfillment process and reduce data re-entry errors.

Enron will create and maintain a centralized database of information pertaining to trades, Pariners access that

information with CommedityLogic software modules designed for such tasks as quality assurance, scheduling
and invoicing. The three modules in tests are Invoicel.ogic; ConfirmLogic, an order confirmation system; and
NomLogic, which handles delivery scheduling for natural gas trades,

=Scheduling that natural gas would typically involve three to 10 phone calls and two to three faxes, and for a
deal done over the course of a 30-day month, you might have had to repeat that every business day," says Tom
Giros, the Net Works vice president in charge of CommadityLogie. "With NemLogic, that process now takes
seconds. | enter it on the screen and automatically, if it's a month-long deal, the previous day's data appears for
me so | don't have the chance to create an crror.”

The business model for developing CommodityLogic is the same one Enron used for EnronCredit.com and its
other online initiatives: Net Works develops an application to save time or improve efficiency internally and
then repackages the app for external use. The software for EnronCredit.com’s Cost of Credit service, for
instance, was originally developed to help Enron's own traders manage credit nsk.

Much of Cost of Credit informuation is free with registration to EnronCredit.com, but Enron charges a fec to
download information or get e-mail aleris of significant changes to the credit risk of companies in a prespecified
portfolic. But the main way Enron makes money from the site is by selling "bankruptcy swaps® to enlerprises
that want a hedge against the possibility that a partner will go out of business.

Whereas EnronCredit.com grew out of software Net Works developed for Enron's commodity trading business,
Enron’s latest ASP offering, DealBench, came out of software designed to make it easier and faster for Enron to
negotiate large structured deals for complex assets, such as power plants.

Enron's procurement department has used the auction functions in DealBench to buy more than 31 billion of
goods, everything from broadband networking gear to carpeting for the new 40-story skyscraper Enron is
building across the street from its 5(-story headguarters in downtown Houston.

DealBench's collaboration tools manage the complex communications that are part of any large structured deal.
Features include secure two-way messaging and the ability to deliver multimedia presentations and give
participants varying levels of access to sensitive information.

Last month, Enron added Data Room, a document management system that lets companies set up "virtual data
rooms” to streamline the bidding process for complex physical assets, such as refineries and manufacturing
plants. Normally, companies selling these types of assets have 1o stafT a physical room hosting lawyers and
engineers from every potential bidder, cach of whom require several days to pore over hundreds of thousands of
pages of technical documents, Enron has used Deal Room 1o syndicate some 53 billion of its own credit to more
than 21 financial institutions and sell more than 5240 million in assets.

With all DealBench services, companies can host any number of potential bidders simultaneously, giving each
participant the exact level of access necessary. Bidders download a piece of elient sofiware that decodes
encrypted documents on the site, so even if sensitive documents are sent to unauthorized users, they can't be
opened, says Jeffrey Bartlett, a principal at DealBench.

Rather than take a percentage of the overall deal, Enron sells DealBench licenses to the deal managers and hosts
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the platform. Enron wouldn't reveal specifics about pricing, which varies based on the length of contract,
number and size of prospective deals and the number of polential bidders.

Centerpiece OF E-hiz

For the time being, energy trading--and trading in financial products related to those trades--will remain the
centerpiece of Enron's online business. Forrester estimates that notional trading for U5, natural gas futures and
options contracts amounted to about 3.6 times the total quantity of physical trades and 12 times the amount of
physical delivery in 2004,

"Electricity in the U.S. is a 5300 billion market, but the velocity at which that S200 million 15 being turned over
is increasing,” says Bob Christensen, an energy industry analyst with First Albany Corp. "The same power—and
all the fuels related to it--can chum and change hands a dozen tmes a day.”

As other companies convert their frading systems to online models, Enron hopes to sell its expertise in this area.
{Enron says ils own online-enabled back-end systems reduced its marginal cost per transaction by 75 pereent in
2000.)

Enron stands to gain twice: first, by providing the services itself, and second, by further increasing online trade
volumes in a market where it has a clear ownership stake.

Tracking: Recipiant Raad
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Enron Records at SEC Sought by House Encrgy and Commerce Fanel
2001=12=10 13:15 (New York)

Enron REecords at SEC Sought by House Energy and Commerce Fanel

Washington, Dec. 10 (Bloomberg) -- The U.5. Houee Energy and
Commerce Committes asked the Securities and Exchange Commisaion to
praduce by next Monday all reviews and reports it hae dome on
Enron Corp. since 15957,

Committee chairman Representative Billy Tauzin and James
Greenwood, chairman of the panel's oversight and investigakione
subcosmictes, made the reguest in a Dec. 7 letter to SEC Chalrman
Harvey Pitt released by Tauzin'e office today.

"“The apparent collapee of the company has resulted in the
lese of substantially all of the eguity walue in Enron, and the
logs by many participants of sizeable portions of their retirement
gavings, '’ sald Tauzin of Louisiana and Sreenwcod of Pennaylvania,
both Republicans. ““It alsoe highlighted the lack of transparency
in Enron's derivative positions in the snergy market. '’

Tauzin and Greenwood reguested SEC reviews of all Enron
guarterly and annual filings with the agency beginning January
1537 up to the date the SBEC launched its own formal probe into
Enron, Tauzin and Oreepwood alse want all propesed adjustmenta to
Enren filings submitted to the ZEC by Enron auditora.

--Vicky EStamas in Washington (202) 624-1%56, or
vstamasdbloomberg. net fba

Story Illustraticn: To compare Enron's steck performance with
market indexes, cype {ENE US <Eguitys COMF =G0=),

Company news:
ENE US <=eqguity= CH

Fi
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Enron Lobbied Hard to Limit
Oversight of Trading Operations

By MICHAEL SCHROEDER and (G REG TP
Staff Reporters of Tug Ware STREET JoussaL

WASHINGTON -- A year ago, when most of the political world was obsessed with the deadlocked
presidential election, Enron Corp. was quietly but aggressively lobbying Congress, Lis object: a litthe-
noticed bill shaping federal policy toward the complex financial instruments known as over-the-counter
derivatives,

In 1989, the Houston energy giant, originally a utility that produced and transporied natural gas and
electricity, had begun shifting it focus to energy rading. It soon came to view the burgeoning market
for derivatives - financial instruments that derive their value from an underlving commodity or wager
on the future -- as the key 1o ils ambitious expansion plans. And it wanted as little government
interference with that market az possible,

The company’s lobbying campaign was so aggressive that staff members of one congressional
committee asked a lobbyist for an Enron-led industry group to negoliate major aspects of the bill
with regulators. [n the end, Enron had provisions inserted in the law that blocked federal oversight of
some of its major corporate product lines, such as energy and metals derivatives, and its EnronOnline
energy-trading network,

Mow, once-mighty Enron is in bankruptcy court. [1s market value has plunged since last year to about
£500 million from more than $§77 billion. But one of the most striking features of its rapid decline was
that financial regulators had little ¢lue what was going on inside Enron. That's at least partly because
Enron - as much as any company in America - had invested a lot of lime and money over the past
decade in keeping government out of its business.

"Crisis of Confidence®

Wednesday, the House Financial Services Commitiee belatedly jumped in. Lawmakers heard from
loseph Berarding, chief executive of accounting firm Arthur Andersen LLP, who said that Enron's
collapse had created a "crisis of confidence™ in the accounting profession. And they heaped cnticism on
the company and on Andersen, its awditor, for issuing linancial statements they said failed to reflect the
shakiness of Enron's condition.

P ‘ Rep. John LaFalce, a New York Democrat, echoed the sentiments of many
"_::“ ;T::E: " || committee members when he called Enron's collapse a wake-up call. "How
Enfon. many more Enrons are out there, and what are the systemic factors that made

thiz collapze and other future collapses possible? asked Mr. LaFalee.

2l.ismm o the Encon . o
“"Inearing in the House, || Wednesday, the Securities and Exchange Commission said it is considering
by arrangement with new regulations this year to require more precise disclosures ahout

http-interactive. wsj.com/archive/ retrieve. cgt Tid=58 1082020669793 56000, djm&emplate=... 12/13/01
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Heanngs.cam. You will companies’ accounting policies. And federal energy regulators said they are
nead RealPlayer, available | planning new rules for energy-derivatives accounting,
frae”.
| The Enron debacle spotlights an enormous void in the nation's system of
e financial regulation, and it is rekindling a difficult debate over just how that
gap should be filled.

"'Enrnn Linwils
—|Re=iructuring Plan | Inpovations in technology and finance have helped obliterate clear
g:"wt‘ﬂm:'“"m' distinctions between banks, brokerage firms and newer hybrids, such as
Enron, which built @ privately run online trading empire that handbed huge
5Enm ould Spark volumes of electricity and natural gas.

Mew Attention te
BECOUNing Multiple Standards
T

These days, it's possible for exchanges, which once required centralized trading floors crowded with
traders, to spring up overnight in cyberspace. Meanwhile, financial regulators, hewing to decades-old
divisions of authority, continue 1o keep a close watch on banks, brokerage firms and conventional
exchanges, while leaving new entrants such as Enron to police themselves.

There now is a widespread consensus among policy makers that, at the very least, the nation needs
stricter accounting rules that would force companies such as Enron to do a better job of disclosing their
financial conditions. Other industry watchers would go further, Enron, they say, was onc of the COUNry's
leading commuodities markets. It had amassed a 519 billion portfolio of derivatives,

In many ways, the Enron debacle raises the same questions that arose three vears ago, after the near-
failure of hedge fund Long-Term Capital Management — a private investment fund for wealthy
mdividuals that made leveraged bets on financial markets, Long-Term Capital's misplaced wagers, many
based on derivatives, almost triggered a melidown in global markets during 1998,

In the months following that near-calamity, many policy makers, such as then- Treasury Secretary
Robert Rubin, vowed o change the regolatory system to avert similar risks in the future. While they
opposed tighter regulation for derivatives trading, they argued there was at least a need for greater
disclosure in the dernvatives market,

Since then, however, a broad industry coalition including Enron has worked with sympathetic regulators
and legislators to beat back pressure for more oversight of over-the-counter derivatives, And in some
cases, they have rolled back powers that regulators had had,

Most regulators and financial -industry executives insist that the financial system remains sound. The
fact that Enron's collapse doesn't as yet appear to have been caused by its derivatives trading, or to have
triggered a broader crisis, scems to bolster their argument.

Advocates of denivatives say the instruments give companies, investors and lenders a way to reduce their
exposure to many kinds of finencial risks. Indeed, that's the main reason for their popularity.

Mew types of derivatives have emerged in recent years, allowing traders to bet on electricity prices,
telecommunications bandwidth and the influence of the weather, all of which Enron dominated. Enron
also was a big player in credit derivatives, which ct as an insurance policy against corporate hankrpicy
by promising 10 pay back a lender's money in exchange for a premium.

http:/finteractive. wsj.com/archive/retrieve.cgi?id=SB1008202066979356000, dim&template-... 1271301
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The market for credit derivatives, which barely existed five vears ago, has grown to an estimated $360
billion, according to the Office of the Comptroller of the Currency. And it says the nominal value of
derivatives on the books of commercial banks soared to $51.3 trillion at the end of September from $6.%
trillion in 19940, with nearly 320 willion of thal growth coming since 1998,

Behind the Times

Federal oversight hasn't kept up. The Commodity Futures Trading Commission regulates futures and,
along with the Securities and Exchange Commission, options traded on exchanges, but not derivalives
traded off-cxchange, or "over the counter.” The latter term describes trades that are privately negotiated
between large financial institutions or corporations, How such derivatives are regulated depends on what
kind of firm sells them. For example, bank regulators such as the Federal Reserve can scrutinize
commercial banks’ activity, while the SEC can examine that of brokers who conduct business in the U.5.

Enron — which started trading natural gas, then expanded to electricity, metals and more-exotic
derivatives — fell through the cracks of this regulatory framework. As a publicly traded company, Enron
routinely provided the SEC with general information about its finances. But it wasn't ohliged to give the
agency any detailed information about its OTC trading activities. In fact, the CFTC's only peek into
Enron's vast irading operation was through a tiny registered futures affiliste, Enron Trading Services
Ine.

EnronOnline, the electronic marketplace Enron launched in late 1999, also fell outside federal
jurisdiction. The exchange came to conirol a quarter of all wholesale energy trades amaong LS, utilities,
independent power producers and other market players. In many ways, the Web-based trading system
resembled its heavily regulated counterparts, such as the New York Mercantile Exchange.

But Earon and its imitators didn't fit regulations written for the likes of conventional markets such as the
Nymex. Those exchanges bring many traders together and cater (o a broad range of investors, both large
and small. But Enron's marketplace was limited to big, sophisticated players.

Moreever, Enron jealously guarded its independence. While some companics voluntarily discuss their
derivatives trading with the CFTC, Enron regularly failed to do so, say people familiar with the agency.

Enron spokesman Mark Palmer says the company’s unregulated status was appropriate. "With o deep
hilateral market of sophisticated buyers and scllers, that regulation was not needed,” he said. Though
Enron did some trading for its own account, Mr. Palmer disputes suggestions that his firm was similar to
a hedge fund, adding that most of the $19 billion in derivatives contracts on its balance sheet were
commitments to deliver, or take delivery of, natural gas or electricity.

In the roaring 1990z, with the deregulation movement at its zenith, few in
Washington dared even to suggest more regulatory oversight of derivatives. One
of the few who did was Brooksley Bom, who President Clinton named to head the
CFIC in 1996. Her comments in speeches and in a discussion paper about the
need for more oversight and regulation of OTC derivatives triggered an uproar
among derivatives dealers — from 1P, Morgan & Co. to Enron. They quickly
complained to Congress and other regulators that the uncertainty Ms. Born was
creating could destabilize their markets.

The industry complaints ged a sympathetic hearing from many politicians and
regulators — particularly at the Fed and the SEC -- who sow Ms. Born's campaign

htm!f'f'ihmm:livc.wsj.mnﬂmhiv:-"rul:r.i:v:.c-gi‘?id=SE!ﬂﬂEEﬂlUﬁﬁ??ﬁ}ﬁﬁﬂm.djm&lmphtﬁ.-. 121301
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as a bid to expand her agency's authority.

Al the industry's urging, then-House Banking Chairman Jim Leach, an lowa Republican, called a private
emergency mecting of the regulators in late June 1998, summoning Ms, Hom from Georgetown
University Hospilal, where her daughter was undergoing knee surgery. The regulatory staff and
lawmakers berated Ms. Born for more than two hours in a fruitless effort to persuade her to stop her
campaign

Three months later, the Long-Term Capital Management crisis erapted, "You are welcome to claim
some vindication,” Mr. Leach told Ms. Born at an October 1998 congressional hearing.

In the subsequent months. Ms. Born intensified her campaign for greater derivatives regulation, And she
appeared to be gaining support. Several studies, task forces and panels were formed, recommending
lenders perform better due-diligence when dealing with high-risk traders and that trading firms improve

risk-management models.

A coalition of regulators, including the Fed, Treasury, CFTC and SEC, meanwhile, wanted to force
hedge funds 1o make public more information about their holdings, a recommendation Rep. Richard
Baker, a Louisiana Republican, incorporated into a proposed law. They also recommended extending the
powers of both the SEC and the CFTC over unregulated affiliates used by regulated firms to conduct
particularly risky trades. That could have brought Enron under the CFTC's jurisdiction, since Enron had
a futures brokerage affiliate that was already registered with the agency.

An industry panel with Gerald Corrigan, a former president of the Federal Reserve Bank of New York
and now a managing director at Goldman Sachs Group Inc., acting as co-chairman made several
recommendations, One ¢alled on banks and Wall Street dealers to make a quarterly disclosure to their
regulators of their 10 biggest exposures in each of several categories of risk. It also called for them to
identiry the parties on the opposite sides of those transactions,

Nao Consensus

Though some Wall Street firms, including Goldman, now meet informally with regulators to discuss
their exposures, the panel's recommendations were never formally implemented, "There simply was not
a consensus" among either regulators or dealers "that it was worth the time, energy and cost 1o do "
says Mr. Corrigan,

Meanwhile, the derivatives industry was fighting the push for more regulation. The effort was
spearhcaded by trade groups like the International Swaps and Derivatives Association and the Managed
Funds Association, which represents hedge funds. Enron also joined the batile.

Over the years, the company had built a formidable lobbying machine, wrth a staff of 28 in Washington
alone, moest of whom have been laid off since the company’s recent collapse. Enron also paid $2.1
million last year to about a dozen Washington lobbying firms to work on a range of energy and financial
issues, more than double the fees it paid in 1997, according to the Center for Responsive Politics, a
nonprofit group that studies the role of money in politics.

To date, the only significant changes in OTC derivatives laws have been those largely endorsed by the
ingusiry, such as removing legal obstacles to the creation of common clearing comorations for seitling

derivative trades among multiple parties. Another change, removing legal obstacles to two participants
treating offsetting contracts with each other as 2 single position, is expected to be part of new

hl:l_'p:-"ﬂnt:m-:t:iw.mj.cmllfﬁruhivn‘r:lﬁﬂt.::gi?id=53IEH}EEGIZUESWQlﬁﬁﬂﬂﬂ.djm&templat-E'—... 12713401
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bankruptey legislation.

The reforms opposed by Enron and other derivatives traders were killed. Rep. Baker's proposed hedga-
fund disclosure law died in the House Banking Committee. No one introduced any legislation to give the
SEC or CFTC more authority over derivatives.

Some of Enron's political muscle comes from well-connecied members of its team, In 1993, Enron
niamed Wendy Lee Gramm, a former CFTC chairwoman and wife of Texas Sen. Phil Gramm, to its
board. The collapse has put Ms. Gramm, whao is chairwoman of the board's audit commitiee, in the
hotseat. One of Enron's key outside lobbyists is Ken Raisler, a former CFTC general counsel and now a
law partner at Sullivan & Cromwell in New Yaork. Late last year, Enron hired Linda Robertson, a senior
Clinton administration Treasury official, to head its Washington office.

Dwring the last election, Enron made political contributions of $2.4 million, more than double the next-
most-generous energy and natural-resource company, Republicans got 72% of Enron's contributions.
For the same period, House and Senate agriculture-committee members, who oversee commodilies
trading, and other key lawmakers received $50,338, up from $38,256 in the previous election cycle.

All of this gave Enron unmistakable clout. In the fall of 1998, after the LTCM debacle, when Ms, Bom
was paining support for her effort to press for derivatives regulation, Enron lawyer Mr. Raisler met with
one of Ms. Bom's supporters, CFTC Commissioner John Tull. Mr. Raisler asserted that Treasury wanted
Mr. Tull to oppose Ms. Bom's initiatives. Mr. Tull told Ms, Born about the mecting and that he was
withdrawing his support at Treasury's request, according to people with knowledge of the meeting,

Mr. Raisler confirms he met with Mr. Tull. "I den't remember what we discussed other than that, 1, on
behallof my clients, said we were dismayed at how Brooksley was handling hersell during that period,"
he says. Mr. Tull, who has retired io his Arkansas rice farm, didn't return phone calls. Ms. Born said she
couldn’t confirm or deny the incident.

In Iate 2000, Enron won sweeping legislative guarantees against future regulation of its trading
businesses. People involved in negotiating the Commuodity Futures Modemization Act say that Enron
representatives were lanatical about preventing any hint of derivatives regulation. lis refusal to budge
put it at odds with some moderate members of its own lobbying coalition, including Goldman Sachs and
Morgan Stanley. Mr. Raisler denied that there was any such split.

Enron was so forceful in pushing for energy and metals commodities to be exempled from oversight that
the exemption provision was sometimes referred o by Capitol Hill staff as the "Enron Point,” That and
other Enron=friendly provisions made it into the hill.,

Enron's Mr. Palmer says, "We were never shy about our views" on leaving OTC derivatives trading
unregulated, but he added that many other market participants felt the same way. "Enron," he adds, "is a
bit of a lightning rod.*

Michael Greenberger, former director of the CFTC's trading and markess division, blames Congress for
giving derivatives dealers a blank check to operate "opague and nontransparent to the government as a
whole."

S0 little 15 known about the operations of Enron and other derivatives players that its hard to predict the

economic impact of their missteps. "You don't know the leverage of these things. Thev're playing with
fire," adds Mr. Greenberger, now a professor at the University of Maryland law school. "One of these
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emergencies won subside.”

Write to Michael Schroeder at mike schroeder@iws com® and Greg Ip ot grepip@wsi 7
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Enron's Creative Obscurity
By Robert 1. Samuelsen
Wednesday, December 19, 2001; Page A2

The collapse of the energy company Enron has inevitably become a metaphor for many of the sins of modern
capitalism. It may be, but the story is more complicated than a simple tale of victims and villains. Capitalism
derives its strength from the power of self-interest and the ingenuity of the human spirit. But its weaknesses also
stem from human nature, which can convert the guest for riches into self-deception and dishonesty. The dangers
mount in periods of economic &nd financial exhilaration when -- as we've just experienced -- the stock markes
seems the fastest path to instant wealth. People veam for their pot of gold and, to get it, stretch rules and lapse
into wishful thinking.

The cult of share prices seduced managerial elites, ordinary investors and workers alike, with ollen disastrous
consequences. Among top corporate managers, it led to widespread embellishing and doctoring of financial
reporls. Accounting rules were twisted or evaded to enhance reported profits, because higher profits would
{presumably) mean higher share prices. Creative obscurity became commonplace. The same spirit gripped many
investors and workers, People suspended skepticism and counted their paper profits. The dot-com and telecom
debacles are well-documented resulis. Now Enron joins the list.

Ta work well, capitalism needs accurate information. Even with ideal information, markels make mistakes.
Miscalculation is inevitable, because risk implics failure as well as success. But false or misleading information
compounds the dangers, and the booming stock market inspired a boom in misleading information. For
example, there's EBITA -- earnings (profits) before interest, taxes and amortization (debt repayments).
Companies emphasized earnings on this limited basis in their news releases and played down the more complete
reports. The justification was that investors wanted to see & company's raw "operating profits” without the
clutter of debts or taxes. The trouble, of course, is (hat companies have to pay debts and taxes.

The Securities and Exchange Commission and the Financial Accounting Standards Board, an accountants' self-
policing organization, did little to check these abuses. By and large, people wanted to believe the best, and the
temptation to present the glossiest face was Enron's undoing. At its peak, the company's stock traded at 590 a
share: now it's selling for about 50 cents. The simplest explanation for its bankruptcy is a loss of credibility in its
financial statements. Fitch, the bond-rating agency, gives the following chronology. On Oct. 16, the company
announced it would take a2 §1 billion charge to reflect losses in "broadband” communication and water
businesses, among others. It also announced another $1.2 billion loss on a transaction outside its balance sheet.
On Nov. B, the company said its profits from 1997 to 2000 had been overstated by 5591 million.

Though large, these losses shouldn't have single-handedly devastated a company that had reported $2.7 billion
in profits between 1957 and 2000 and claimed year-end 2000 stockholders' equity of $11.5 billion. But the
revelations destroyed the faith of customers and creditors in Enron's numbers. Were other losses lurking? If you
fear not being paid, you stop dealing with Enron or lending 1o it. Once that happened, the company collapsed.
The skepticism was warranted. At the end of 2000, Enron reported debts of $10.2 billion on its halance sheet. In
its hankruptey filing, it listed debis of almost 540 billion, including $22 billion on its balance sheet, nearly §7
billion "off balance sheet” and almost $11 billion for "project linancings.”
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Among the collapse’s higgest casualties are the workers who lost jobs (about 5,600 so far, including 1,104 in
Europe) and had their retirement savings wiped out. Many were dangerously oveninvested in the company’s
stock. About 58 percent of the assets of the company's 401 (k) retirement plan were invested in Enron stock,
reports a survey by DC Plan [nvesting, a newsletler. Bul Enron wasn'l exceplional. The survey found that 95
percent of Procter & Gamble's plan was in company stock, 77 percent of General Electric’s and 54 percent of
Dell Computer's. Mo matter how well-run the companies, these high dependencias are risky. "A lot of
employess invest in the company stock if they like the company,” says Louis Bemey, the newsletter's editor, "It's
a grime perpetrated by the employees against themsclves."

Lawsuits may uncover wrongdoing, but outwardly, Enron's 4001(k) program seems laicly typical, savs Jack
VanDerhei, a pension expert at Temple University, According to company spokesman Mark Palmer, Enron
matched employee investments with a 50 percent stock contribution: If T invested 55,000, Enron would put up
52,500 in stock. The stock contributed by the company could not be sold until a worker reached 50; but there
were 20 investment choices -- including buying Enron stock -- for personal contributions. True, there was a total
trading ban from Oct. 29 through Mov, 12, because the plan's outside administrator was being changed. But,
savs Palmer, investors were informed of a ban in late Seplember and early October. They could have sold then
ar anytime earlier. Enron's stock had dropped all vear, from 368,50 in February to 549,10 in June to §27.23 in
September. Obviously, many didn't.

Enron's downfall stemmed mainly from its own mistakes. Whether some corporate officials crossed the line
between creative obscurity and illepal concealment is an open question. But in a larger sense, the collapse
reflected the financial fever of the past decade. The profit motive -- the promisce of reward for risk and cffort --
is a great incubator of invention and wealth, But those who glorify capitalism’s trinmphs ofien forget that it's
also vulnerable 1o the frailties of human nature, There was 8 mass merchandising of dreams and delusions that
was indiscriminate in its effects. Candor was commoded, judgment clonded. Pursuing self-ennchment, people
often follow the path of least resistance. It sometimes leads to a cliff.

£ 2001 The Washington Post Company
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Nickoloff, Peter

S —— R
From: Wiedman, Mark
Sant: Monday, January 0T, 2002 10:27 AM
To: Bilsberger, Timothy, Careton, Norman; Schultheiss, Heidilynne; Mickoloff, Peter
Subject: FW: SECRETARY ON ENRON

From mead the press.

--—Criginal Message----

From: ‘Wiedrnan, Mark

Sent: Handay, lanuary 07, 2002 10:21 &M
To: Wiedman, Mark

Subject: SECRETARY ON ENAON

MR. RUSSERT: Enron, the biggest bankrupley in our nation’s history-people at the top were able to trade out
their stock and bring home some money. People at the bottom were not able to do that because of some of the
regulations imposed upon them. As secretary of Treasury, will you investigate Enron?

SEC™Y O°NEILL: You know, I think what we've been doing and what we’ll do going forward is look and see if
there are regulatory actions or rules that could be put in place that would avoid this kind of situation. I think the
dust hasn't cleared yet on this case and it's not clear whether the company fulfilled all of its obligations under
the existing rules. If they did, it suggests that we need rule change. 1f, on the contrary, it turns out that they
didn’t fully comply with all the rules, we have a different issuee on cur hands.

ME. EUSSERT: That's criminal behavior,
SEC™Y O'NEILL: Well, I don't know. You're jumping to a conclusion. [ wouldn't do that.
MR. RUSSERT: If they don't comply with the rules.

SECTY O'NEILL: I would tell you from my own experience, again, having run a Fortune 50 corporation, that T
thought the rules were very clear on what's required for reporting. And I think we’ll see fairly soon from the
work that’s being done by the SEC and others whether or not the corporation fully complied with its reporting

responsibilities.
MR. RUSSERT: Are you going to lock into some of the offshore investments?

SEC™Y O°'NEILL: Well, T think we necd to look at their compliance with mules, and to the extent that takes us to
that issue, yes,

MR. RUSSERT: Do you believe the Treasury Department should look at this aggressively because of the
pelitical considerations that some are suggesting”

SEC™Y O'NEILL: 1 think we need to be constantly looking at the rules and the schemes that exist for the way
private enterprise operates. With this in mind, investors and the general public need to be able to rely on the
truthfulness and completeness of what enterprises report, It's a critical aspect of why our economy has done o
much better than the rest of the world. It's because capital believes, people who invest believe, that they can rely
on information that’s provided to them and the U.S. economy. It's a principle we need to protect and cherish and
extend because il is so important to the fundamental operation of our kind of economy.

MR. RUSSERT: Do you think that Enron is a big story, a serious story?

e
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SEC'Y O'NEILL: Well, it’s obviously a big and serious story when millions of people are economically
impacted by the meltdown of a major corporation. OFf course, it's a very important story and it"s something that
we need 10 pay allention to, Bul we need to pay attention to, again, whether or not all the facts have been
dutifully reported and people were given the information required under law to make intelligent decisions.
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Page One Fealure

Enron Lobbied Hard to Limit
Oversight of Trading Operations

By MICHAEL SCHROEDER and G REG [P
Staff Reparices of THE WalL STREET JouRNaL

WASHINGTON - A vear ago, when most of the political world was obsessed with the deadlocked
presidential election, Enron Corp, was quietly but aggressively lobbying Congress, Iis object: a little-
noticed bill shaping federal policy toward the complex financial instruments known as over-the-counter
derivatives.

In 1989, the Houston energy giant, originally a utility that produced and transported natural gas and
electricity, had begun shifting its focus to energy trading. It soon came to view the burgeoning market
for derivatives - financial instruments that derive their value from an underlying commodity or wager
on the future - as the key to its ambitious expansion plans. And it wanted as little government
interference with that market as possible.

The company's lobbying campaign was so aggressive that staff members of cne congressional
committee asked a lobbyist for an Enron-led industry group to negetiate major aspects of the bill
with regulators. In the end, Enron had provisions inserted in the law that blocked federal oversight of
some of ils major corporate product lines, such as energy and metals derivatives, and its EnranOnline
energy-trading network,

Now, once-mighty Enron is in bankruptcy court. Its market value has plunged since last year 1o about
$500 million from more than $77 billion, But one of the most stiking features of its rapid decline was
that financial regulators had linle clue what was going on inside Enron, That's at least partly because
Enron — as much as any company in America == had invested a lot of time and money over the past
decade in keeping government out of its business,

'Crisis of Confidence”

Wednesday, the House Financial Services Committee belatedly jumped in. Lawmakers heard from
Joseph Berardino, chief executive of accounting firm Arthur Andersen LLP, who said that Enron's
collapse had created a "crisis of confidence” in the accounting profession. And they heaped criticism on
the company and on Andersen, its anditor, for issuing fnancial stalements they said failed to reflect the
shakiness of Enron's condition.

T T ¢ iRep- John LaFalce, a New York Democrat, echoed the sentiments of many
’" See full covarage of |\ nittee members when he called Enron's collapse a wake-up call, "How

“|the risa and fal of .
Enran. B ries A many more Enrons are out there, and what are the systemic factors that made
this cellapse and other future collepses possible? asked Mr. LaFalce.

zLim-usvr'u 1o the Enfan . o o o
hearing in the House, || Wednesday, the Securities and Exchange Commission said it 15 considering
by arrangement wilh new regulations this year to require more precise disclosures about

hitp://interactive. wsj.com/archive/retrieve cgiTid=5B 10082020669 79356000 djm&template=,.. 1211301
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Heasings.com. Yaou wil companics' accounting policies. And federal energy regulators said they are
need RealPlayer, avadable || planning new rules for energy -derivatives accounting.
freg”.

The Enron debacle spotlights an enormous void in the nation's svstem of
e financial regulation, and it is rekindling a difficult debate over just how that
gap should be filled.

"Enrun Unwvails
Restrucluring Plan || Innovations in technology and finance have helped obliterate clear
E::mi:;f'w'“' distinctions between banks, brokerage firms and newer hybrids, such as
Enromn, which built a privately run online trading empire that handled hoge

5Emn Could Spark volumes ol electricity and natural gas,

Mew Atenficn 1o
Accounting Multiple Standards
e T TIPCI R—

These days, it's possible for exchanges, which once required centralized trading floors crowded with
traders, to spring up overnight in cyberspace. Meanwhile, financial regulators, hewing o decades-old
divisions of authority, continue to keep a close watch on banks, brokerage firms and conventional
exchanges, while leaving new entrants such as Enron to police themselves,

There now is a widespread consensus among policy makers that, at the very least, the nation needs
stricter accounting rules that would force companies such as Enron to do a better job of disclosing their
financial conditions. Other industry watchers would go further. Enron, they say, was one of the couniry's
leading commodities markets. It had amassed 2 $19 billion portfolic of derivatives,

In many ways, the Enron debacle raises the same questions that arose three years ago, afier the near-
failure of hedge fund Long-Term Capital Management - a private investment fund for wealthy
individuals that made leveraged bets on financial markets. Long-Term Capital's misplaced wagers, many
baged on derivatives, almost triggered a meltdown in global markets during 1998,

In the months following that near-calamity, many policy makers, such as then-Treasury Secretary
Robert Rubin, vowed to change the regulatory system to avert similar risks in the firare, While they
opposed tighter regulation for derivatives trading, they argued there was at least a need for greater
disclosure in the derivatives markel.

Since then, however, a broad industry coalition including Enron has worked with sympathetic regulators
and legislators to beat back pressure for more oversight of over-the-counter derivatives. And in some
cases, they have rolled back powers that regulators had had,

Maost regulators and financial -industry executives insist that the financial system remains sound. The
fact that Enron's collapse doesn't as yet appear to have been caused by its derivatives trading, or to have
inggered a broader crisis, seems to bolsier their argument.

Advocates of derivatives say the instruments give companies, investors and lenders a way o reduce their
exposure o many kinds of financial risks. Indeed, that's the main reason Tor their popularity.

New types of derivatives have emerged in recent years, allowing traders to bet on electricily prices,
telecommunications bandwidth and the influence of the weather, all of which Enron dominated. Enron
alse was a big player in credit derivatives, which act as an insurance policy against corporate bankrupicy
by promising to pay back a lender's money in exchange for a premium.

http:/finteractive.ws).com/archive/retrieve.cgi Tid=5B 1 00820206609 793 56000 djm&template=, . 12/13/0]
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The market for credit derivatives, which barely existed five years ago, has grown to an estimated $360
billion, according to the Office of the Comptroller of the Currency. And it says the nominal value of
derivatives on the books of commercial banks soared to $51.3 trillion at the end of September from 36.8
wrillion in 1990, with nearly 320 trillion of that growth coming since 1998,

Behind the Times

Faderal oversight hasn't kept up. The Commodity Futures Trading Commission regulates futures and,
along with the Securities and Exchange Commission, options teaded on exchanges, but not derivatives
traded off-exchange, or "over the counter.™ The latter term describes trades that are privately negotiated
between large Rnancial institutions or corporations. How such dervatives are regulated depends on what
kind of firm sells them. For example, bank regulators such as the Federal Reserve can serutinize
commercial banks' activity, while the SEC can cxamine that of brokers who conduct business in the U.S.

Enron — which started trading natural gas, then expanded to electricity, metals and more-exotic
derivatives - fell through the eracks of this regulatory framework, As a publicly traded company, Enron
routinely provided the SEC with general information about its finances. But it wasn't ohliged to give the
agency any detailed information about its OTC trading activities. In fact, the CFTC's only peek into
Enron's vast trading operation was through a tiny registered futures affiliate, Enron Trading Services
Ine.

EnronOnline, the elecironic marketplace Enron lounched in late 1999, also fell outside federal
jurisdiction. The exchange came to control a quarter of all wholesale energy trades among 115, utilities,
independent power producers and other market players. In many ways, the Web-based trading system
resembled its heavily regulated counterparts, such as the Mew York Mercantile Exchange.

But Enron and its imitators didn't fit regulations written for the likes of conventional markets such as the
Nymex, Those exchanges bring many traders together and cater to a broad range of investors, both large
and small. But Enron's marketplace was limited to big, sophisticated plavers.

Maoreover, Enron jealously guarded its independence. While some companics voluntarily discuss their
derivatives trading with the CFTC, Enron regularly failed to do so, say people familiar with the agency.

Enron spokesman Mark Palmer says the company’s unregulated status was appropriate. "With a deep
bilateral market of sophisticated buyers and sellers, that regulation was not needed,” he said. Though
Enron did some trading for its own account, Mr. Palmer disputes suggestions that his firm was similar to
a hedge fund, adding that most of the $19 billion in derivatives contracts on its balance sheet were
commitments to deliver, or take delivery of, natural gas or electricity.

In the roaring 1990s, with the deregulation movement at its zenith, few in
Washington dared even 1o suggest more regulatory oversight of derivatives, One
of the few who did was Brooksley Bomn, who President Clinton named to head the
CFTC in 1996. Her comments in speeches and in a discussion paper about the
need for more oversight and regulation of OTC derivatives triggered an uproar
among derivatives dealers - from 1P, Morgan & Co. to Enron. They quickly
complained to Congress and ciher regulators that the uncertainty Ms, Bom was
creating could destabilize their markets.

The industry complaints got a sympathetic hearing from many peliticians and
regulators - particularly at the Fed and the SEC -- who saw Ms. Horn's campaign

]|t|;|_1:.’a'inlu:ra-:mr:.wsj.canﬂnrchiwr'rmcvc.cgi'?idﬂ]'ﬂlDﬂBEUIMﬁQTEEﬁELH}D.djm&ImplaIF.., 12/13:01
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s 2 bid 1o expand her agency's authority,

At the industry's urging, then-House Banking Chairman Jim Leach, an lowa Republican, called a private
emergency meeting of the regulators in late June 1998, summaoning Ms. Bomn from Georgelown
University Hospital, where her daughter was undergoing knee surgery. The regulatory stafT and
lawmakers berated Ms. Born for more than two hours in a fruitless effort to persuade her 1o stop her

CampAign.

Three months later, the Long-Term Capital Management crisis erupted. "You are welcome to claim
some vindication," Mr. Leach told Ms. Bom at an October 1998 congressional hearing.

In the subsequent months, Ms. Bom intensified her campaign for greater derivatives regulation. And she
appeared to be gaining support. Several studies, task forces and panels were formed, recommending
lenders perform better due-diligence when dealing with high-risk traders and that trading firms improve
risk-management models.

A coalition of regulators, including the Fed, Treasury, CFTC and SEC, meanwhile, wanted to foree
hedge funds to make public more information about their holdings, a recommendation Rep, Richard
Baker, a Louisiana Republican, incorporated into a proposed law. They alse recommended extending the
powers of both the SEC and the CFTC over unnegulated affiliates used by regulated firms to conduct
particularly risky trades. That could have brought Enron under the CFTC's jurisdiction, since Enron had
& futures brokerage affiliate that was already registered with the agency.

An industry pangl with Gerald Corrigan, a former president of the Federal Reserve Bank of New York
and now a managing director al Goldman Sachs Group Inc., acting as co-chairman made severl
recommendations. One called on banks and Wall Strect dealers o make a guarterly disclosure Lo their
regulators of their 10 biggest exposures in each of several categories of risk. It also called for them to
identity the parties on the opposite sides of those transactions.

Mo Consensus

Though some Wall Street firms, including Goldman, now meet informally with regulators o discuss
their exposures, the panel's recommendations were never formally implemented. "There simply was not
a consensus” among either regulators or dealers “that it was worth the time, energy and cost to do it,"
says Mr. Cormigan.

Meanwhile, the derivatives industry was fighting the push for more regulation. The effort was
spearheaded by trade groups like the International Swaps and Derivatives Association and the Managed
Funds Association, which represents hedge funds. Enron alse joined the battle.

Orver the years, the company had built a formidable lobbying machine, with a staff of 28 in Washington
alone, most of whom have been laid off since the company's recent collapse. Enron also paid 52.1
million last year to about a dozen Washington lobbying firms to work on a range of energy and financial
igsues, more than double the fees it paid in 1997, according to the Center for Responsive Politics, a
nonprofit group that studies the role of money in politics.

To date, the only significant changes in OTC derivatives laws have been those largely endorsed by the
industry, such as removing legal obstacles to the ereation of common clearing corporations for settling

derivative trades among multiple parties. Another change, removing legal obstacles to two participants
treating offsetting contracts with each other as a single position, is expecied o be part of new
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bankruptcy legislation.

The reforms opposed by Enron and other derivatives traders were killed. Rep. Baker's proposed hedge-
fund disclosure law died in the House Banking Committes. No one introduced any legislation to give the

SEC or CFTC more authority over derivatives,

Some of Enron's political muscle comes from well-connected members of its team. In 1993, Enron
named Wendy Lee Gramm, a former CFTC chairwoman and wife of Texas Sen. Phil Gramm, to its
board. The collapse has put Ms. Gramm, wheo is chairwoman of the board's audst commitiee, in the
hotseat. One of Enron’s key outside lobbyists is Ken Raisler, a former CFTC general counse] and now a
law partner at Sullivan & Cromwell in Mew York. Late last year, Enron hired Linda Robertson, a senior
Clinton administration Treasury official, to head its Washington office.

During the last election, Enron made political contnbutions of $2.4 million, more than double the next-
most-generous energy and natural -resource company. Republicans got 72% of Enron's eontributions.
For the same period, House and Senate agriculture-commitice members, who oversee commaoditics
trading, and other key lawmakers received $50,338, up from $38,256 in the previous clection eycle,

All of this gave Enron unmistakable clout. In the fall of 1998, afler the LTCM debacle, when Ms. Bom
was gaining support for her effort to press for derivatives regulation, Enron lawyer Mr. Raisler met with
one of Ms. Borm's supporters, CFTC Commissioner John Tull, Mr. Raisler asserted that Treasury wanted
Mr. Tull to oppose Ms. Born's initiatives. Mr. Tull told Ms. Borm about the meeting and that he was
withdrawing his support ai Treasury's request, according to people with knowledge of the mecting.

Mr. Raisler confirms he met with Mr. Tull. 1 don't remember what we discussed other than that, I, on
behalf of my clients, said we were dismayed at how Brooksley was handling herself during that period,”
he says. Mr, Tull, who has retired to his Arkansas rice farm, didn't return phone calls. Mz, Born szid she
couldn't confirm or deny the incident.

In late 2000, Enron won sweeping legislative guarantees agains: future regulation of its trading
husinesses. People involved in negotiating the Commaodity Futures Modemization Act say that Enron
representatives were fanatical about preventing any hint of derivatives regulation. Iis refusal to budge
put it at odds with some moderate members of its own lobbying coalition, including Goldman Sachs and
Morgan Stanley, Mr. Raisler denied that there was any such split.

Enron was so forceful in pushing for energy and metals commodities to be exempted from oversight that
the exemption provision was sometlimes referred to by Capitol Hill staff as the "Enron Point." That and
other Enron-fricndly provisions made it into the bill.

Enron's Mr., Palmer says, "We were never shy about our views" on leaving OTC derivatives trading
unregulated, but he added that many other market participants felt the same way. "Enron,” he adds, "is a
bil of a lightning rod.”

Michael Greenberger, former director of the CFTCs wrading and markets division, blames Congress for
giving derivatives dealers a blank check to operate "opaque and nontransparent to the government as a
whole.”

So little is known about the operations of Enron and other derivatives players that its hard to predict the

economic impact of their missteps. "You don't know the leverage of these things. They're playing with
fire,” adds Mr, Greenberger, now a professor at the University of Maryland law school. "One of these
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emergencies won'l subside.”

Write to Michacl Schroeder at mike schroederfilwsj.com® and Greg Ip at grepip@wsjcom”
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From: InvestorGuide Daily [daily@investorguide. com]
Sant: Monday, December 31, 2001 10:36 AM
To: pater. nickoloffig@do. reas.gov
Subject: InvestorGuide Daily - vear end isaue
InvestorGuide Daily ecember 31, 2001

brought to you by
InvestorGuide [portall htep: f fwww, investorguide .. com
Investordards (glossary) htep: / fwww, investorwords . com
WebFinance Consulting http://www.webfinanceconsulting ., com

The following is a special year-end edition of InvestorGuide Dally.
Eelow are links ko che beat year-in-review and year-ghead finance and
inwesting storiee from arcund the web. InvestorGulde Daily will return
to 1ts standard format on Wednesday, Enjoy and have a happy MHew Year!

Contents;
Market Summary
Looking Back: 2001 Business
Looking Back: 2001 Investing
hdvertise With ImvestorGuide
Looking Ahead: 2002 and Beyand

marhket S ummakrE y

Weekly Market Data Btart End Change
paw Jones Industriala: 10035,34 10136.39 +1.01%
Hasdag Compasite 1945.73 1587.27 +2.13%
SEP 500: 1144 .83 1161.401 +1.41%
30-year Treasury Bond: E.456% £.542% +0 . 086
looking back: 001 businesg

The Econcmist presents a series of articles on economies and
industries £from arcund the globe, Technology, airlines, auwtomobiles,
insurance, drusgs, and wmedia are all addressed. Descriptioma of how
these sectars changed and how major companies were affected im 2001
make for a comprehensive reviee of the year. (source: Economist]
htep: )/ fwww. investorguide . com/egl-bin/weskly .cgi? 05524

A lot of companies, businsss leaders and workers would 1ike Bo put
2001 behind them. And that's not including the unfortunate employees
possessing an Enron 401(k] plan. ABC News sorts out the good, the bad,
and the bankrupt. (source;: AEC Hews)

http:/ fwew . investorguide , comfegi -hin/weekly . eqi?05525

Honest CE0s. Harebralned ad campaigns. Appalling outfite. They've all
earned a place an Fartune's list of the best and woret of business for
2001. {scurce: Fortune)

htep:/ fwww. investorguide  comfogi-bin/weekly . cgi? 05526

It's a big world of charity out there awaiting your year-end,
tax-deductible contributions-pechaps too big, The IRS recognizes more
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than A1%,000 charities, with 45,000 few ones added in just the past
year alone. How to choose? Which of the noble-seeming goals are indeed
worthwhile, and which charities work toward them with the skill,
innovation, effectiven=as, and strategic imsight that you'd expect
from a for-proflt company vou would consider investing in or worklng
for? Which charities, in short, are deserving of your eupport? Worth
presents the 100 best charltiea from the past year {and a few to
avaid) . {socurce; Worth)

hetp: f fwe . ivestorguide. comfegi-binfweskly ., cgi? 08527

looking Back: 20901 investing

MarketWatch's year-in-review includes sector wrap-ups, winners and
losers, and aconomic analysis. A writer aleo takes a comprehensive
look at the advertising market. Finally, there ip aome commentary and
a look at the year ahead. [source: MarketWatch)
nttp;fﬂwww.inuc:tnrguide-:amf:gi—hinfwtekl?.Egi?ﬂ5523

CHMMoney presents a series of stories wrapplog up 2001, summing it up
as "a year of loss.® hAlongeide the top ptories of the year and reviews
of the markets and the economy are picke and predictions for 2002.
(source: CHNHMoney)
nttp;ffwww.inv:ntnrguidc.:nmjtgi-hinfwe&kl?.cgiTDSEEE

For an instant take on how 2001 treated inveators, all you had te dao
wag flick on your TV, Gone wers the frepstic performance-touting spots
of yeara past., It was anothar tough year for investora. AT least thes
turmoil inm the markets flushed away some really bad ldeas. Fortune
presents the best and worst of investing. [(source: Fartune)

heep: ffwww, inveatorgulde, com/egi -bin/weekly . cgi?a8830

adwvertiaae with inwvestorguidae

Operate a financial web site? Want more traffic, more subscribers,
more customers? There'a a simple soluticon: adwvertise in this
newsletter, It'a a great way to reach owver 60,000 online investara...
and best of all, we're offering a Z5% discount for all placements
reserved in January. Emall advertipe@investorguide.com and mention
proms cade JOxT4 to lock in this special rate. (Availability is
limited, 8o this iz a first-come, first-served offer.)

leokiling ahead: 200492 and bevyvond

Forbes editors and writers 1ift the 1id on 2002. Some of the
most-knowing minde in the bupiness give you a head start on running
vour business betkber and lnwvesting more profitably in the coming year.
[source: Forbes)

http:/ fwew. investorguide . comfegl-bin/weekly.ogi®ns5531

As a public service, this columnist sticke cut his neck and proposes a
list of 10 potential surprises in the new year. In a show of holiday
gpirit, they're not even all negative. (scurce: The Street)

hitp: S Swww. investorguide . com/egi-bin/weekly . egi?05512

There ia plenty of evidence to suggest that companies are rejigging
their IT budgets in response to the dissal econosy and the ongoing
terroriast threat., Accordingly, two old buzzwords -
return-on-investment (ROI} and security - will be heard more
frequently next year. IT budgets may be tight, but finance chiefs
can't afford to ignore these ten tech innovations. (source: CFO)
hitp: S fwww. investorguide . comnfegi-bindweekly  ogl?05533
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That hardy workhorse of capitaliasm-the joint-stock company-locks
surprisingly durable., But pressureé on ik is increasing. The Economist
laaks at 'the future of the company'. (source: Economist)

hetp: f/wew, investorguide . comfegi-bin/weekly . cgi?08524

Copyright 2001 by Investorduide.cam, Ioc.

InvestorGuide Daily la deaigned to keep you informed of the labest
investing news. It includes a market summary, top news, IPDE, ®arnings
and more. . .everything you neesd to inveskt better, every day. You can
aleo fimd this newsletber every evening at

http://fwew, investorguide . com/daily. html

Thie strictly opt-in newsletter is published by InvestorSuide.com
(http:/fwww. investorguide.com) , and i eent cnly to those who have
specifically reguested it. Mo information gathered from newslecter
subscribera, including e-mail addresses, iF ever shared with or sald
ts any third-party. If you know others who might like ba receive
Invesbordulde Daily, feel free to forward this i1ssue to them. To
gubscribe, send any message to dally®@investorguide.com. To
unewbecribe, send any message to investorguidedaily-off@mall-list.com.
If wvou would like o advertise in this newsletter or on any of the
Investorguide websites, please contact advertiseainvestorguide.com

InvestorGuide.com has no control over the sites we link to, is not
affiliated with these sites, and cannot take responsibilicy for their
guality ar sultability. The news, earnings, and TRO informaticon ig not
meant to be comprehensive, and data provided is not guarantesd to ba
accurate. We are not responsible for claims made by advertisers and
gaponsors. Anyone who makes investment decisions bassd on what they
read here dees so at their cwn risk and cannot hold WebFinance Inc.
(DEA Investorfuide.com, Ing.) or its employees respongible. For che
complete disclaimer please ses

hitp: ffwaw. investorguide. comfdisclaimer . heml
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Mickoloff, Peter

From: Mickoloff, Pater

Senl: Friday, Movember 02, 2001 1:16 PM

To: Carleton, Marmam; Schultheiss, Headilynng
Subject: Ancther Enrom story

The New York Times

Movember 2, 2061

The Rise and Fall of Enron

Earlier this yvear, most companies would have loved to have Enron's problems. Californians resented the energy
trading company’s huge profits during their energy crisis, and Democrats in Washington raised questions about
Enron’s influence within the White House and about the cozy relationship between Enron's chairman, Kenneth
Lay, and Vice President Dick Cheney. Nobody seemed better positioned to thrive during the Bush presidency
than this Houston-based apostle of deregulation,

Wall Street was impressed with Enron's strategy of swooping into formerly regulated markets to broker
contracts for natural gas, electricity or unused telecom bandwidth, The company was celebrated as a paragon of
American ingenuity, a stodgy gas pipeline company that had reinvented itself as a high-tech cleaninghouse in an
ever-expanding roster of markets. Enron's push to force utilities into the Internet age with its online trading
systems, at a seemingly handsome profit, became an epic tale of the dot-com revolution.

It now appears that Enron's lale may be more cautionary than epic. Enron envy has crashed, along with the
company's stock price, as serious questions emerge about its bookkeeping. Enron disclosed earlier this month
that 1.2 billion in market value had vanished ag a result of a controversial deal it entered into with private
partnerships run by its chief financial officer, Andrew Fastow.

Most alarming was Enron's reluctance to shed light on management's wheeling and dealing. "Related-party
transactions,” as the accountants call them, are fraught with conflicts of interest. Though much remains to be
learned about these transactions, their scope and lack of transparency suggest that Enron may have in effect
created its own private hedge fund to assume some of the risk and mask the losses of its complex trading. The
extent to which company insiders profited from the parinerships 15 not yet clear.

Enron has scrambled to dampen Wall Street's concemns, acknowledging its credibility problem while insisting on
the health of its core businesses. On Wednesday it brought in William Powers, the dean of the University of
Texas School of Law, to review the transactions, The Securitics and Exchange Commission has launched its
own formal investigation, Mr, Fastow was forced to resign, following JefTrey Skilling, the man credited with
driving Enron into new cutting-edge businesses, out the door,

Enron's former admirers on Wall Street, mindful of recent scandals involving high-profile compamies doctoring
their earnings, and of the spectacular collapse of the Long-Term Capital Management hedge fund in 1998, are
alarmed, Carole Coale of Prudential Securities summed up the prevailing sentiment when she told The Times:
"The bottom line is, it's really difficult to recommend an investment when management does not disclose facts.”
Analysts, as well as the media, are not entirely blameless. Enron did mention, albeit in passing, the troubling
related-party deals as early as March 2000, But few analysts bothered Lo raise questions at a time when the
company’s revenues, profits and stock price were scaring.

Harvey Pitt, the new Securities and Exchange Commissioner, must pursue the Enron inquiry aggressively in
order to assure investors that he will be as vigilant as his predecessor, Arthur Levitt, when it comes to protecting
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the integrity of financial markets. Indeed, even if Enron is cleared of any wrongdoing and regains some of its
past luster, as it well might, the company that preaches the merits of self-regulating marketplaces has reminded
us all of the need for a strong regulator on Wall Street.

Tracking: Rocipient Resd
Carderlon, Morman Read: 117201 215 PM
Echulheiss, Hediynne Read: 117201 116 PM

" 01696

01200000000352



Nickoloff, Pater

Fram: Mickaloff, Peler

Sant: Thursday, Movamber (8, 2001 10:45 AR
Ta: Carleton, Morman; Schultheiss, Heiddynne
Subjact: Enron to be scquirad

From the Mew York Times:
Movember 8, 2001

Dynegy Is Said to Be Near to Acquiring Enron for $8 Billion
By RICHARIY A, OFPEL Jr. and ANDREW ROSS SORKIN

The ‘man:l u::f‘ Dnmegy Inc. (news/quote q’redirecﬁma:km“'atchﬁ'edlmn.mi
MW= teh.comy/customymyi-com/himl b=D"YN=) lentatively

approved a |:|.1:.|1l last night to acquire the Enron Corporation (news/guote qrcdurmﬂmarkelwatcqumm;ja_
M W=http://custom. marketwateh.com/eustom/nvi-com/himl-companyprofile asp&symb=EME™>), the once-

mighty energy-trading company laid low by a financial crisis and government investigation, exocutives close o
the transaction said,

A deal would enable Dynegy to buy the much bigger Enron at a fire-sale price - about 38 killion in stock, or
roughly $10 a share, for a company that less than a year ago had a market value of nearly 370 bilhon. But with
stock and bond investors Aeeing, some of its trading partners refusing to do business with it, Enron had few
choices but to falk o Dyvnegy.

As part of the deal, Chevron (news/guote </redirect/marketwatch/redirect.cix?

MW=http://custom. marketwatch. comy'custom/myt-com/himl-companyprofile.asp&symb=CHY =) Texaco
{news/guote <redirect/marketwatch/redirect ctx P8 W=http:/eustom marketwatch. com/custom/nyt-com./himl-
companyprofile asp&symb=TX>), which owns a 27 percent stake in Dynegy, would give Enron a cash infusion
of at least $1.5 billion up front and an additional 31 billion when the deal closed.

The execulives said the companies hope to finalize the details and announce the deal today.

If completed, a takeover by Dynegy, a company only aboul one-quarter its size in revenue, would represent a
remarksble humbling of Enron, the nation's biggest buyer and seller of natural gas and electnicity, Enron had
£139.7 billion in revenue for the first nine months of the year.

As recently as last spring Enron was lionized by invesiors as an innovator that had in many ways created and
cleverly dominated the nation's deregulated encrgy markets. It would also vindicate not only Dynegy, which
took a more measured approach to doing business in those markets, but also eritics uncomfortable with energy
deregulation who said Enron's energy trading was ruthless, its finances murky and its power and influence too
extensive.

The company's chairman and chief executive, Kenneth L. Lay, is a close friend of President Bush. He has been
one of Mr. Bush's largest campaign contributors, and no other energy company gave more money to Republican
causes last year than Enron, Mr. Lay would be on the board of the combined companies, the executives said, but
it was unclear if he would have an operational role.

Enron's problems came to light last month when the company disclosed 81 billion in write-downs and an
unusual $1.2 billion reduction in shareholder equity. The reduction in equity arose from transactions with
investment partnerships involving Andrew Fastow, the chief financial officer, who was forced to resign on Oct.
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24. The Securities and Exchange Commission is investigating those transactions.

Enron is expected today to send the 5 E.C. answers to questions the agency has posed in its investigation. The
answers have been reviewed by Dynegy officials, the executives said, and are expected to be released publicly.

Enron is scheduled to meet its creditors tomorrow about the company’s continuing erisis - and about the merger
deal, il there is one,

People close to the deal say the company hopes that a deal with Dynegy, and the release of the answers 1o the
S.E.C., will calm the crisis that has engulfed the company and led other energy companies that trade with Enron
to curtail their credit exposure to the company.

Besides worries about the huge losses and the 8. E.C. investigation, investors and creditors are nervously
wartching Enron's credit rating. Moody's Investors Scrvice and Standard and Poor's have already cut the rating to
twio notches above junk status, and on Monday, Fitch Ine. cut it o one notch above junk.

As part of the acquisition, Dynegy would be taking on Enron's $12.8 billion debt load - a number that does not
include billions of dollars of other debt, accumulated off the balance sheet, that has played a major role in
Enron's current problems, The exccutives said they expected the deal would lead to the sale of some Enron
assets to pay down the $12.8 billion debt.

Should Enron lose its investment grade rating, other energy trading companies could curtail their business with
the company even further, and Enron could be forced to issue tens of millions of shares of siock o cover off-
balance sheet debis that it has guaranteed.

Early Wednesday, shares of Enron plunged 28 percent, to about $7, on fears that the company was unable to line
Up NEw LNVestors,

But the stock ook back most of its losses in the afternoon after CNBC reported the talks with Dynegy. Shares of
Enron closed at $9.05, off 62 cents. Dynegy shares closed at £33, down %3,

In addition to both companies' very large presence in energy trading, Enron owns the Portland General Electric
Company (news/quote </redirect/marketwatch/redirect ctx ?MW=hip:// _marketwatch.com/custom
com/himl-companyprofile. asp&symb=PGR=), a utility in Oregon it had already agreed to sell, and Dynegy
owns the [llinova Corporation, a retail electricity and natural gas utility in [linois,

Regulators may take a hard look at those utilitics in reviewing a merger deal, said Jeff Dietert, an analyst with
Simmons & Company in Houston, "Then you've got concemns about market power,” he said. "It's just a lot of
different issues to deal with before we get too excited that this deal is going to get done.”

The acquisition would combine Enron, which dominates United States trading of electricity and natural gas and
has been shedding its hard assets, with Dwvnegy, a company that has pursued a much different strategy of using
trading to maximize earnings from its power plants.

Enron has always concentrated on sophisticated financial trading strategies, a senior executive at a rival energy-
trading firm, said. “Dynegy has always been more of a logistical player of physical assets," he said. "Those are
very different cultures and very different mentalities.” The executive noted that there had been an immense
talent drain from Enron in the last two weeks. "It has become a freney,” he said.

Tracking: Recipient Read
Carlelon, Horman Ragd: 11801 1048 AM
Schultheiss, Heiditnee Read: 11801 10045 AM
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Nickoloff, Petar

—
From: Mickoloff, Pater
Sent: Friday, Movembar 05, 2001 1:20 PM
Tao: Carkelon, Norman, Schultheiss, Haidilynne
Subject: interview with Enron's Chief Risk Officer

From Erisk.com

CRO Profile: Rick Bay — Enron Corporation

Asked about the biggest challenge he faces, Enron’s chief nsk officer could never be accused of
aiming low: Rick Buy aims to condense all the risks of Enron Corporation into a single metnc.
This would comprise operational, market and credit risk and incorporate risk- adjusted retum on
capital (RAROC), value-at-risk (VaR) and extreme value theory into what Buy calls a single
“pseudo capital-at-risk figure™ that can be shown to the Enron board of dircclors.

It's a daunting task for the CRO of a company that encompasses business lines as diverse as
running a vast natural gas pipeline network, wholesale power marketing, energy trading, project
financing and consulting, as well as engineering and construction. That's without taking into
account mew ventures such as Enron’s entry inte the UK water business through Azurix; its
involvement with weather derivatives through the launch of temperature-linked bonds; its launch
of a B2B exchange for trading bandwidih; and its foray into onlne credit risk management for
third parties, Enron Credit.

Ranked 18th in the Fortune 500 index, with revenues of 100 billion in 2000 {compared with
$40 billion in 1999) Houston-based Enron is seeing its list of counterparties growing towards the
20,000 mark, a rise that Buy attributes parily to the development of the Enron Online e-trading
platform - which has reputedly tumed Enron into the world’s biggest e-commerce company
since its launch last year,

The size and complexity of Enron’s diverse business lines and counterparty list makes the idea of
a single risk measurement for the whole firm seem almost incredible. Buy admits that one of his
other goals — of achieving enterprise risk management (ERM) across the whole group — is only
about 30 per cent complete so far, but says a lot of progress has been made in aggregating risk
across the company: “We understand that, for example, credit exposure to Shell in London has to
be added to Shell elsewhere, and we routinely assess how exposed we are in this kind of way™

Buy joined Enron from Bankers Trust in 1994, and as CRO now reponts directly to president
Jeffrey Skilling as well a5 to the board. He is on Enron's executive committee and heads the risk
assessment and controls (RAC) group. Enron's separate risk commitiee was disbanded a year
ago, and the risk function now comprises Buy and his RAC group, the board and senior
management. The board sets the firm's appetite for risk, while the RAC group measures and
reports on risk throughout the company.

“The board tends to be vague on the details of risk positions, “says Buy. “[ try to ascertain their
comfort levels with certain market moods and P&L swings. We then try to set our limils
structure to accommodate that risk appetite. You have to read between the lines of the board’s
views to some extent — they know that we need to take on risk, but alse they take the view that
we're not a pure frading house.” Individual transactions to the value of 3750,000 and above get
referred directly to Buy’s RAC group, while anything above the value of 875 million has to be

approved by the board. 01 69 9
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Nickoloff, Peter

E——
Frarm: Mickadoff, Pafer
Senl: Friday, Movember 23, 2001 12:08 PM
To: Carleton, Morman; Schultheiss, Headilynne
Subject: Enran and risk management

Fram ERIsk.com

Wllhing ﬂn Alr

Movember 20, 2001

There's a much-loved moment in the warld of cartoons when the heroes and villaing chase each other way beyond the
edge of 2 cliff or high bullding, sustained by their momentum. It's only when they notice the drop beneath them that thelr
confidence fails, their lags siop moving and they plummel ke a stone.

I¥'s mo surprise that the economic boom of the 19908, followead by the sharp slowdown and geo-political turbulence of the
past 12 months, have given rise 1o a few moments like that in the corporate woeld. IE's more worrying Mat nslilubons
whise principal akills are o identify and manage risk have also managed o walk on air' for an extendad period,

The latest air walker o come to grief seems to be international energy giant Enron, which after & difficult few months
<hittpfwwe. chron. comice/CDAstary hisbusiness1 130683 is preparing to be swallowed up by Dynegy in an act that will
rather resemble a shark being eaten by a goldfish. Commaentalons Began to point aul

<hiip:ifglobalarchive it com/globalarchivelarticle. ntmi #id=01 112000087 84gueny=enron® this week that though the deal will
probably go through, its not wet a certainty, | depends upon no adverse material changes becoming apparant with regard
la the SEC enquiries, Enron's balance sheat, litigation and so on.

It's too early to be sure &t any forensic level what went wrong with Enron, But even more vertiginous drops have happened
this year acrass a spectrum of industries that has, al its heart, the competent management of financial risk. Some headling
examples are the ::-n::lapEEr of the 1..IH."5 ma;:anuant Insurance, the liquidation of Ausiralia’s HIH Insurance

: - BN CAGE AGE h:andﬂ‘mfa’lufﬂupanurﬂanklnll‘raﬁ

The link between these diverse debacles is a failure in corporate reporting. In a firm that manages risks this is mpaortant
for e distingt reasons. The first is thal most risk management companies - and nal juest banks, 85 Enron is discovering -
depend heavily upon markel confidence in thew cregitvonhiness in order 1o reise and preserve funding, and to make
bransactions in e markels thal are thelr feblood, When that confidance disappears, a vicious spiral of riging funding
costs, asset deterioration, coundesparly worries and liguidily risk beging to suck a company down. (The mechanism S

discussad in this <hbp:hewew erisk cominewsfeaturestiguidity pdf> ERisk fealura.)

The second distinct reason is that the way in which companias report risk in internal and external accounts is cribcal in
cofmpanias that are, in essence, portfolios of intangible risky assels and liabdites, Last week Ellen Seidman, retiring head
of the US Office of Thrift Supervision, used her swansong speech to make that point

«htipdiwene erisk cominews/dailynews_daily sm.asp?ME= 2001 11 15 news Q000-0002-

KEYWORD. Missing,xml> with regard lo the embarrassing failure of Superior Bank. She said that the approval of
Superior's accounts, despile the bank's optimishic valuation of a highly volatile subprime lending portfiolio, paints ta @ larger
problem with bank accounting,

Across the risk management industries, risk-based fransactions and portfolios are becoming more complex, valuations ara
increasingly based on models and estimates, and in turn risk estimates are increasingly used to justify comples rigk
retention or risk iransfer strategles, Without a framework of sophisticated risk reporting and corporate governance, the
baoks of a firm can prove a warld of smoke and mirrors, hald logether by a collective act of faith in the execulives or
boards that rule e corposation,

Oiccasionally, that faith proves unjustified. And when that happens, history shows that equity mvestors have often walked
hand-in-hand with executives to the edge of the cliff.

Investars, unlike other stakeholders, are often happy thal a company becomes more risky so long a5 lis prophecies of
fulure rewards are growing even faster. Executives know that leveraging a firm's future riskirewand prafile can be achieved
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by various means: increasing markel share st thin rigk-pdjusted marging, incurring difficult-to-measure long-1al liabilibes;
shaping a finm's cashflows and liabilibes using reinsurance contracts and opbions, or investing heavily in potentially
lucrafive but increasingly risky ventures.

There's nolbing wrong with any of these, providing a business succesds in clearly commumnicating its risk position to
imvestors, has limited stakeholdars cther than sharenalders and doss nol depend on external perceplions of il soundness
e remain in business. Mos! risk managemant finms fail on one or all of these caveals, and when things go wrong, analysis
suddenty find themselves shifting from a plausible tale of profits to one of losses that don't hawve a verifiable floor. They
begin lo suspect they will discover the raal answer not in the next conference call, bul years [ater in the dry franscripts of
courts, liguidatars, regulators and commissions, [The Royal Commission on Ausiralia’s HIH Insurence begins sitting nesd
wieek and will report in mid-2002.)

One angwer to the problem ol air walking & to strengthen the connection betwesn risk reporting, company statements and
ihe spedific duties of boards of directors. & research paper

=http:lwww newyorkled crglrmaghomelecon_poli2001/801jmas himl> racently published by the Economic Policy Review
of the Fedaral Resane Bank of New York points out that to becomse Rable for a bank failluse in the US, directors have o Fail
witerly to establish a reporting system for risk. The aulhars of the paper argue that this is too soft, given the increasingly
crifical nature of such systems and the vansty of stakeholders in 8 bank. They recommend stead; “In order to avold
liability, directors of banks have & continuing obligation 1o develep and mainiain a delaled and elaborate system for
mnitaring and oversight.”

Elsewhere, the infernational accounting authoriies and the reguiators of both the banking and Insurance industry are
moving o ighten up best practcs in company accounts and the reporling of risk. Away from the fiebd of regulatory capital
reform, e Basle Committes’s accounting task force isswed & report <hitp:/hwaie. bis orglpublbebsfid im> in August on
the internal awdit function In banks, Among olher recommendations, it stressed that a bank's inbernal audit group should
regularly carry out an independent review of the risk management system developed o et the bank's capital levels, The
same committes ks currently preparing 2 survey of how internal audit works in practics,

But these are lang-tarm efforis, and to be effactive they will have to cross many professional and industng bowndarnes,
Meanwhile, risk efficers might ask themsehies a simpler question. If a rumowr circulates tomaorrow that their firm ks in
frouble, could they convince an outsider that the cogs in their financial reporting, risk reporling and corporats govermance
syslems are all meshed together?

Tracking: Recipient Read
Cartaton, Noman Read: 112301 12:08 PM
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Nickoloff, Peter

—
Fram: Mickoloff, Peter
Sent: Monday, December 17, 2001 S48 Ab
To: Carleton, Morman; Schultheiss, Heidibhmng
Subject: Enron and Metting

From ERisk...

Unwinding Enrnn 5 Tanglal:l Wab

December 12, 2007 Enron’s lenders,
counierparties and invesiors have been quick 1o estmate their exposure to Amerca’s bipgest corporaie bankrugloy, but
replacing those esfimates with actual losses will take rather lenger - and observers suggest two main sowrces of
uncerainty.

Firgt, the sheer scale of Enran's involvement in the derivatives marked promises to be the first real test of the industry's
praferred method for closing oul Iransactions when one counterparty goes bankrupt - and thera's no certainty that the
industry will find an ally in the U5 bankrupicy codé.

Despile the best efforts of the International Swaps and Dervadives Association (1sda <hitp: Swww. isda orglindes. htmix] to
promobe legislation thal would give indusiry practice legal certainty, lewyers are advising concerned counterpartes that
heiir ability to ferminate transactions by calculating & net gain or loss is nof guaranteed.

-E-ef:-und the widespread use of Enron's debt as collateral in struciured credi

=hitp:iwww. erisk cominews/analysis/ngws_analysis?001-08-16 01 asp> traruaﬂh:m means & long wail for holders of
that paper, as Enron's frustees value the company's assets and determine the level of recoveries,

If doesn't end there, The two issues overlap to a considerable extent. Synihatic collateralised debt obligations (CDOS) - the
structured credil instruments most badly affecled by Enron’s bankrupley - rely on credit defaull swaps to pass on exposure
1o iwvestors, and credit derivatives documentation is arguably the most legally unproven of a8 detivabive products,

The mast recent commantary =hitp:/iwenw. standardandpoors com/ForumMarketAnalysis Enron/Aticles 1 20801

= igswed by rating agency Standard & Poor's (S&P <hittpffeww standardandpoors comi=) on the Ennan
collapse reflects the difficully in divining he extent of the exposure faced by the enengy firm's lenders, counterparties and
investors: “Credi expasure to Enron likely exceads the 3332 bilion on Enron Corp's balance shael” A marg precise
astimate is not offered,

Faor imesiors thal have expasure 10 Enron throwgh structured credit, the picture is perhaps the clearest - a8 of the raling
sgencies moved quickly fo assess the impact of Envon's demise on the noles they cover. “We currently exppact 20 cents an
i gdallar to be recoverad,” says Mitchell Lench, manager of Filch's <htip:ieane fitchratings com'> European GO0 leam in
London, whi confirms that synthetic CORDS hanai besien hit hardest simply because they tended fo incorporate exposure 1o
Enron on a routing basis.

Synithetic CO0s are issued most often by European banks, keen to shift some credi risk o what 5 usually & small,
sophisticaled pool of nvesiors, he explaing - and In that context, Enron was & favourte name becawse the banks were
expectad to build the pool of debt by including repraseniatives from a diverse rangs of indusiry sectors, and Enron
continued 1o be seen as one of the strongest energy companies until very recandly.

Mtheisgh synthetlc deals sre generally composed of up to a hundred names, all of whom will generalily Be investment
gradae, Lench says thal Enron's bankruptcy could be enough to prompt & downgrace of the deal. *Iif Enron is 1 per cent of
the deal, and you're losing 80 cents an the dollar, thal's 80 basis points of credit enhancement you no longsr have,”

S&pP has bean raviawing
ndpoors com/Forum/RatingsCommentaries/CorporateFinancelArticles1 1.3001_anron, himl= the

ut.u’ma of 44 CDO transactions it has rated, all conlaining same e:tnmure o Enroan md m'aral have since been

graded <htip:iwenw . standardandpoors.comdForumi'Marketinalys .
lher'n synlhﬂl:_'; Mik Ehakees, a directar in S&F's structured finance grﬂup in I'-.Iaw "r'uft 5EYE ﬂ1.at thie todal nofional value of
the 44 deals exposed o Enron is 378 billion - but the tolal amount of Enren's expasure included in those deals adds up to

) 01705

01200000000361




a relatively small S600 million. Despite Enron’s popularity as a component of CD0s, and despile the downgrades suffered
g5 a result, it is clear hal investors in synthetic COOs generally won't be oo worred.

However, S&P also rated six transactions called credi-linked notes (CLNs) says Khakee, and the loss potential here is far
groaber - they reprisent 32,7 billion in direct esposure to Enron. CLNs use a similar siruciure to synihelic CDOs: 2 special-
purpose vehicle (SPVY) issues noles o nvesiors, accepling their funds in return, and then transacis a credil defaull swap
with the firm that is holding the debt, The big difference is that a single name backs the CLN, rather than a pool of different
nameas. “With thesa CLMs, the invstor is buying exposure b5 2 pool of one,” says Khakee.

Enron also transacted theese siructured coadit deals of its own that were rafed by S&P, issuing a tolal of $3 bilion in notional
value, says Khakes. “In these deals, Enron is Ihe courlesparty - hey were one counterparty in a credi defaull swap and
the counterparties on the other side of the deal are facing risk from Enron nof because the company is part of their
partfolio, but becauwse tha deal will have to b termesaled.”

For invastors in Enron’s own structured credit, it is unclear what happens next. Khakee suggests inat the counterparty will
need 1o seek a replacement value for the termnated default swap, and will palentially have a claim againgt Enron equal to
the net difference batwean the value of the swap when fws! fransactec and the current market value of a replacement -
they will mark the deal to markel, and accept either a net gain or loss.

Fitch's Lench, however, says thal's not necessarily the case. “It depends on the structure,” he says, "My understanding |s
that, on day one of the iransaction, in order to delink the rating of the notes from Encon, investors’ funds would be used to
buy sovereign debt. In the event of Enron’s bankruplcy, those bonds would be liguidated to repay the mvesiors.”

The uncartainty about close-out procedures for Enron's structured credit deals redoubles when aflention swilches to the
company’s derivatives activities, which covered the whole gamut of assets from commodities and currencies lo inferest
rales, credit and equity. One area that could have been stickies! was Enron’s role as a credit derivative dealer - raders
admit that the enargy company was a8 major player in the market, standing alongside some banks in terms of tha voluma
of its deals and appetite for credit risk. Add 1o that the numiber of iransactions in which oter counterparties wene buying or
selling Iheir own expasure to Enron - contracts now triggered by Enron's defaull - and you have the biggest event ever to
hit thve credit derivatives market

“It's by far tha largest default of any US corporate and il's been the largest ngger since Conseco triggered,” says Greg
Rosen, director and default swap trader with CSFB in New York. “Enron was also a very large seller of profection -
definitety a net seller - and we estimate that between 33 and $4 bilion was sold lo the marked.”

Firms that have been frading Enron credit risk via the default swap markel have been going back through thesr
documentation to check the terms of their ransactions and settle the deals - CSFB included. “I's cerlainly been time-
conauming,” says Rosen, noting thatl there could be anywhere up to 36 billlon in swaps with Enron as the underlying cresdil,
Meverihelass, hie says: “it's been very positive m lerms of reassuring people that the proeducts work as advertised. We
expect the trades 1o sellle in a timely and orderly manner,”

Those firm that had Enron ags 2 counterparty, meanwhile, have had to find new protection - which Rosen expects 1o resull
in a large liabildy for Envon. “Everyona's lost the protection they thought they had, and gone oul 1o find new protection.
Spraads are likely to hawve widenad since their arigenal ransaction, so they'll have a claim againsi Enron baged on the
differance betwesan the arginal and the repacement,” he says.

But what aboudt firmig that have a multitede of diferent derivatives transactions wilh Enron? The energy giant's prasenca in
a range of derivalive markets, and i well-docurmented appetite for risk maans that many counterparties will need to
replace nol just & default swap, but a whole baskel of different transactions, from elecincity swaps 1o forwards fo interast-
rabe swaps and delsull swaps.

Ideally, counterparties should be able to terminate all of their fransactions with Enron, &nd work out & net sum, to be paid
from one party fo the otfver, representing a gain or loss acress all of the defaulied deals. At least, thal’s how tive mdusiry
wald like it bo work.

Kimberey Summe, general counsal wilth Isda in New York, says that industry documentation makes specific provision for
cross-product netting, pointing ouwl that a8 varieties of derivative are recognised and provided for under industry-standard
decumentation known as the master agreement. But getting the bankrupdey courls (o keep wp with changes in the
derivatives industry hasnl been a simphe maller, and some lawyers have been warmning their clients for years that cross-
product netting may not be enforceabda, no matter how much the indusiny wanis it fo be.

One lawyer - who asked not 1o be named because she didn’t want to “be seen giving ammunition to the bankruptcy court” -
says thera’s no guaraniee that bankruplcy lawyers n the Enron case will recognise the arguments of the derivatives
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“The S bankruplcy code mposes restrictions on all of the things that are essential to the derivatives market - like
dermanding paymenl, collateral and natling - but over the yvears provisions have been added for different derivatives
mglnemenis, Peaple have baen irading for the last 10 years on the assumpdlion that those provisions will work, Everyone
expacts them to, bul il hasn't been tested,” she says.

Bankruplcy law is caraful aboul the allowances made for preferaniial treatmant - the general idea being, says tha lawyer,
that the goal is 1o preserse the value of the bankrupt company, and ten to divide ils assets among credifors. Dervatives
rearket prachce, including netting, could place some creditors ahead of ofhers in the quewe. The industry has argued that
this is essential for the safe functioning of the financial sysiem, and US lawmakers have lended to agree - but the latest
fegislation thal woudd enshrires the rights of dervatives market padlicipants to net acress a range of products has not baan
passed in ils entirely. As things stand, there's a dangar thal Enran's rusteas will see attempis to net across derivative
producis as a dilution of Enron’s value, argues the lawyer,

Moast significantly, there's no definite provision for credit default swaps under the existing legislation. “Are they swaps af
all?™ she asks. “If nod, they don't it into any protecied category. People could be sitting there with 2 useless default swap
friom Enron - af the same time, they could have other obligations which they have 1o pay in.”

Izda lsn't keen on the suggestion that cross-product retling mighl not work, “The masler agresement & intended to cover all
types of contracts,” says Summea. "“Counterpartes should be able to net across product types.” She concades that Isda has
been brying hard 1o gel nelling legislalion passed “because we need an updale of he definitions.” bul noles that allhough
lzda praduces the industry's legal documanis, it does not offer legal opinions. Amyone wanting to know whether cross-
product netting will work “would get a better idea from a law firm®,

Tracking: Reciplent Read
Cavlelon, Manman Fead: 1200701 10:02 Ak
Schulthedss, Heldihnng Resad; 12MBNH E:43 A
13
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Nickoloff, Peter

From: Carleton, Morman

Sent: Thursday, December 13, 2001 4:42 P
To: Schultheiss, Heldiynne; Mickaloff, Peter
Subject: Hearing on Dec. 18 -- Enfan
December 13, 2001

Senate Commerce Committee Sets Dec. 18 Hearing On Eron

Dow Janes Newswines

WASHINGTON -- The Senate Commerce Committee will hold a hearing Dec. 18 on "issues
surrounding the collapse of Enron Corp.”

The hearing was announced by Sens. Ernest Hollings, D-5.C., and Byron Dorgan, D-N.D. Hollings
chairs the Commerce Committee and Dorgan heads the panel's Cubcommittee on Consumer Affairs.

The committes said a witness list will be made public later.

-By John Coonor, Dow Jones Newswires; 202-882-59273;
John, Connoradow]ones . com
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Nickoloff, Peter

From: InvestorGuide Daily [deily@investonguide.com)

Sent: Thursday, December 13, 2001 5:44 PM

To: peter nickoloff@do reas.gov

Subject: InvestorGuide Dally - Decembers 13, 2001

Investorifuide Daily Decambaer 13, 2041
brought to you by

Investorduida rpnr:ali http:ffwww.inventnrguid:.cgm

InvestorWords i(gloasary) htkp: / fwwe . investorwards , com

WebFinance Consulting htep:/ fwww.webfipanceconsulting, com

If a friemd forwarded you this message, get a free subscription by
ending any emall mesgage to daily@investerguide.com

=

Concence:
Market Zummary
Businesa News and Analysis
Earnings
Word of the Dav
Motable Cuotable

mathket aummaeEy

s

The major indices saw steep loses taday after the release of retail
sales for November, which dropped 3.7%, much lower than the expected
2.9% decline. Tech stocks weighed on the Wasdag; Lucent and Ciena
igsued profit warnings for the next few gquarkters. Even though jobless
claims fell, new job cut annsuncements from Applied Materials, Qwest,
MocGraw-Hill and Astna reminded everyone that the weak economy is not
yet ready for a speedy recovery. AL the close, the Nasdag lost &4.87
polnte and the Dow shed 128,38 points.

Dow Jones Industrials: QTES 45 -128.36 -1.30%
Hasdayg Composite: 1946.51 =G4.87 =3.23%
SeP S04: 111%.348 =17 .68 =1.56%
Jb-year Treasury Bond: 5.531% +0.079

For more news and informaticon on the market, investing, and personal
finance, please visit http:// www, investorguide . com

business news and analveis

Online consumer spending in the U.E. roee Eo US55.3 billion in
Hovember, a 10 percent increase gver 2000 lewvels, accordimg to &
recent report. The growth rate was the smallest monthly increase
recorded so far in 2001 by the eCommerce Pulse index, compiled by che
two firms. (scurce: Ecommerce Times)

http:/ fwww. investorguide .com/cgi-binfdally.cgi 705443

Yahoo is making a 5436 millien unselicited bid for the career Web site
Hotdaobs in hopes of beating an earlier offer from the parent company

of Monster.com. (source: MENBC)
htrp: / fwww . Invesrorguide . comfogi-bin/daily cgi?05444
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Analysis:

Amarican retail sales in Wovembsr saw the biggest drop in a decade
according te the latest government figures. The Federal Reaserve cutc
interest rates again this week, for the eleventh time this year and
for the firat time pince the economy was ocfficially declared to be in
recession. Seme of the current opbimism tchat a swift and stcrong
regovery is under way may be overdone. [gEource: The Economist)

hettp:/ fwew, investorguide. comfcgi-binfdaily . cgi?05445

Inveatoras who lost their shirts on Envon don't plan on sticking around
in cape there is a se=cond act to this tragic comedy, and Enromn's
former rivale are bearing the brunt of this sudden concern. Shares of
energy companies plunged early as investors bailed on the sector,
concerned that Earcon's misleading accounting could be an industry
acandard and that other companies could be mini Enroms just waiting to
implode. (source: Marketwatch)
http:ifhuw.invzstnrguid:.numfcgi—hin!dai1y.ngi?ﬂ5{4ﬁ

The sofftware gilant's antibrust saga now spans two centuries, and the
issus just seems ©o Kesp gedng., It {8 a very slgnifiecant win for che
states and federal government that they were able to brand Microsoft a
mancpolist, which means it is a company that is subject to apecial
regulation and scrutiny in the future amalyst say. (scurce: The
Skrest]

http:/ fwww. investorguide comfegi-bin/daily.cgi?05447

If you have any friends or colleaguss whoe would appreclakte gebting
this news every day, follow this limk {or if you prefer, elmply
forward this issue to themi s

htep:/ fwww. investorguide. com/egi -bin/recommenddaily . ogi

Tou can research companies mentloned in today's news by Following
thase links:

Aetna htep: [/ fwww.investorguide . comfegl -bin/r.cglPname=AET
Applied Mat. htep: /fwww. investorguide . com/ecgi -binSr.cgd Fname=RMAT
Ciena btep://www . investorguide . com/cgi~-bin/r.cgiPname=CIEN
Enran hetp: / fwww. investorguide . com/cgi=-bin/r.cgiPname=ENE
HotJobs. cam http:/fwww . investorguide , com/egi-bin/r.cgiFname=H2TJ
Lucent http:/ fwww, investorguide . com/cgi-bin/r. ool Pname=1L1
Mcdraw Hill http: S fwww. investorguide.comfegi-bin/r.cgitname=KHP
Microsoft hoop: ffwww, investorguide ., comfogi-bindr. cgl Fname=MSFT
Dracle http: /fwww, investorguide . com/cgi-bin/r. cgl Fname=0RCL
Qwagt hetp: / fwew . investorguide . comfegi-bin/r.ogitname=0
Yahoo hotp: ffwww . inveatorguide . comfegi-bin/r . cgi fname=YHOO

You can regearch any publicly traded company by following this link:
hotp: ffwsw, Lnvestorguide ., comf research. hkml

gaarninge

Gracle posted & second-quarter profit that met revieed analyst
estimates Thursday, but revenue remained flac and net income fell 12
percent. Excluding one-time cosce, Oracle announced a epecond-guarter
profit of 5549 millieon, or 10 cents a share, compared with last year's
pecond -quarter proflt of 56231 million, or 11 cents & shars. Hall
Street analysks had expected revised earnings of 10 cente a share,
lsource: CHETI

htep:/ fwww. investorguide.comfogi-bin/daily, cgi? 05448

Thureday's major earnings reports:
Company Mase (Tickerl: actual, expected, same g last year

Adobse Syat VRDBE) & o014, 022, %0.3
Yatema ; 4 01718
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CIENA Corp [CIEN): 30.05, 50,08, 50,14

H.J. Heinz Co [(HHZ]: 50.549, 50.589, ED.ED
Oracle Corp (ORCL) : 50.10, 50.10, E0.11
Tektronix [TEEK] : 50,12, S0.,09, 50.38

Friday's major expected earnings reports:
Ho major earnings echeduled.

Far more earnings informaticn, check ocut
htep:/ /www. investorguide . comfearningscalendars . html

w oo T od o f t he davy

ingubator - A company or facility designed to foster entrepreneurahip
and help startup companies, wsually technologyrelated, Eo grow through
the use of shared rescurces and intellectual capital.

For more financlal terms, please wisit http://www. investorwords.com,

notabklaea quotabloae

"It i going te be the bargalim &f the sentury. It is going to look
like we bought the ilaland of Manhatean for 57.5 million and some
beade, " - eCompanies co-founder Sky Dayton on his 57.5 millicn
purchase of the domain name Business. com in Howember 1959, in an
Internet World interview

Copyright 2001 by InvestorGuide.com, Inc.

Imvestorfuide Daily is designed to keep you informed of the latest
imvesting news. It includes a warket summary, top news, IPDe, earnings
and mare. . ewverybhing you need to invest better, every day. You can
alea find thiz nswsletier every evening at

hrop: /fwww, investorguide  com/daily . htm]l

Thig strictly epb-in newsletter is published by InvestorGuide.com
(http: # fwww. Lnvesterguide.com], and is sent only to thoee who have
gpecifically requested it. Mo information gathered from newsletter
gubscribers, including =-mail addresses, is ever shared with or acld
to any third-party. If you know sthers who might like to receive
Investorduide Daily, feel free to forward thie issue to them. To
gubscribe, send any message to daily@investorguide.com. To
unsubseribe, send any message to investorguidedaily-cftemall-llat.com.
If you would like to advertise in this newsletter or on any of the
Investorfuide websites, please contact advertlaseg@inveskborguide.cam

InvestorGulide com has no control cver the sites we link te, ie mot
affiliated with these sites, and cannct take regponeibllicy for Eheir
gquality or suitability. The news, @arnings, and IPQ information is not
meant to ke comprehensive, and data provided ls not guaranteed ta be
accurace. We are not responsible for claims made by advertisers amd
EPONECTE. MANyone Who makes investment decisions based on whakt they
read here doss s0 at thelr own risk and cannot hold WebFinance Inc.
(DBA InvestorGuide.com, Inc.) or ibks employees responsible. For the
complete disclaimer please see

htep:/ fwww, investorgulde . com/disclaimar  html

01719

01200000000375



MNickoloff, Peter

* — R —— —

From: ERisk [ERiskiDemail eRisks com.traas.gov]

Sant: Friday, December 14, 2001 537 PM

Ta: peter, nickalofifido raas gov

Subjact: ERizk Essentials

_=http://www erisk.com/images/essential logo.gif>  paralerisk.com <ntiprawerisk comyhome asgs

Apologies 8 thoms readers who had difficulties reading last week's ERisk Essentlals. This was -:augh:.- SEMVEr OGS @l CUr BMal Service provider
Weekly
Review

In this werk's round-L0 <hilp e erish cominews iweakhineas_woakhZ001-12-14_01.asp> of sconamic, banking and insurance irdustry rews fram
&1 erlerprisa nsk managamenl peeapective: SEC's Pitt fighits for accouniing regulalion; invesions deal o Calpine's pless; baras Sghl e kaw: Emst &
Yiowing Braces for Supeniar frefighl; Lioyd's gots bulish. irdurers face losses of $25 odlion from Enran collapas

Analysis
Eron's derivalivg counterparties <hip:fwws. erisk cominews/analsishews_analyss3001-12-12_01 saps are operating urder the assumption that
theyy will ba able ki clase cut all of Tair frades with a tidy net payment, bl Lrwyars are waming thal it may not be 50 easy, Stucheed cedt inveslons,
meaanwhie, may fnd thermsebas caugn! ool by 8 confluences ol legal and valuation rigks,

Viewpoint
T introduction of & singke Eurapean cumency <hip: i s cominesaiisnpoirdnows_vewpointai-12-11 aso> g & praject huge encugh o
dayr any risk manrager, Ag the desdirs for switching ower 8 the new cumency disws claser, we loak at some of the challanges acig one campany,
HICR, which aims & convwerl arcund haif of the ATHS In the aurozone 1o the new curmency.

Feature

I may e yoars bedore the problems that brougnt cown Envcn are Tully undersized, but same of the issuas thal brought down the cres-mighty energy
gant ara alraady Basoming desr in this exclusive ERisk festune <hiip: iy sisk comdnewsmmss i huras. s>, Rok Jameson recaunts B histary
of Enran from ils humble ongins as an ambSous natral Gas irader 1o its dark final days of orisis anid Bankiuplsy,

Research Archive
This month we've added same inloresting papars D S Market Risk <hip: s eris oomeferancaanehiesied_anshine_marketzspe section of our
Fasaarch Archive <hip:iwww.ariak.comirelarencairel_archive.asp> an topics including ihe roke of Sgudity shocks in some market collapses, he
prabiem of whether it makes sense (o diversify imestments around the world when marets are becoming more integrated, the effect of the minmat on

Wa insuranice marked prices, how 1o price digitel oplions, ard ‘sxpeciad shortfall' as an sdunct o valse-ai-risk meiodooges.

Bookstore
Cur tgaturad Dok <hitp.iwww.esisk comestare’siore_booksions asp> Mis mont is The Chasfoning: inside e Crisis hal Rocked the Glohal Firansisl
Syelem ang Humbled Ife IMF, By e Washington Fosts Paul Bluslein. With Argenfna teetering on e edge of anaiher eimHNging mavket crisis,
Biustein looks af tha inrer workings of intermational manetany regulators during the 1597-5 francial cisis in the Far East, lator o spresd around Be
wedd wilh b raising consequences. Chack it out in the ERisk Backsiore hilpcibewer. arsk, comistoraiaione bookslore g

i nﬂl

.ilhmm#?.mnmmmmlﬁﬁanﬂnﬂym Ta find auf how your meseage could reach tham, mail us af il Sernsk com
e — ol

T
P

!
The ERisk Essentials 5 published every Friday by ERisk.oom =hitp-wws, grisk oom bome, e

To subscribe fo s rewslater, plaase mplsier <ttpotww arisk comtiliegisten gapo on our website,

To unsubedrive, oGS pour docount <hisn:iwew arisk comilivasmynt 5. Your usemame 5 T emall aodess whers you received s message.
If you hava forgotien your password, Balow this link <hip: (e ar gk, comuiFianol poed gspe to reset il

For teechinical suppert guanes. plaase email sucpomiDerisk com <maitio:suppanierisk coms>

: 01720

01200000000378



Nickoloff, Peter

—

From: Info @atm [infoi@atmarkets.ong)
Sent: Monday, December 17, 2001 4:51 PM
To: Irife gatrm

Subject: imharkets Newslatter

WO W W W W OW W W OW W WY W WY RN Y OY WY YWY OW WOV W W W W N R R WY OV W W W R W R W W W W Y WY Wy

dMarkets Newsletter
EMarkets Asscociation Hews
Wal.l, Imsus &

Magazing Freview

Four articles in the November/December igsue of @Markets magazine
have been poated to Che Web site, including a case study of an online
marketplace that found an lnnovatiwve way to boost transaction wolume,

Online Marketplace Acquires Buyer's Coop

EcPond, a California-based online marketplace gerving the industrial food
industry, has ftound an innovative way to accelerate the growth of
transacticn wolumes. The company bought Master Dairiea, a Maryland-based
buyer's cooperative, and expects the deal to pay off in sewveral different
waye. Peter Buxbaum repcrts.

"With the acgulsiticn of Master Dailries comes the need toc preoceas
auctions and negotiatione for mulciple buyere on a wider variety of
products. The coosp, which 1 mow organlzed ae a divialon of ecFood, is
bringing deals to other ecPood customera, thereby aggregating greater
demand and achieving lower prices for all concerned,

“Our ¢lients in sarkets thabt bump up againet Master Dalries members
ars now taking advantage of deals we are pubtting together for the
cooperative, ® says Joe Buchanan, vice president for strategic sourcing ak
ecFocd, "When we ran an auction for milk powder, an entire range of other
ecFopd customers wanted in. We had no idea that companies that make juice
wore buying milk powder. We were able te plug them into the coop deal.”

For the full text of the article, go to
ww atmarkets. org/content/currentarticles. agpfa=71
<hHbtp: S www.atmarkete. org/content /ourrentarticlea. aspfa="1=

sMarkets@Expo

on How, 28-30, @Markets Association srganized six panel discussicns
on varleue aespects of online marketplace evolutlon aa part of the annual
Expo conference in Chicagoe sponsored by the Futures Industry Asacciation.
Ahudio Eiles of the six sesslons have been posted on the Web slte, as well
as summaries of thres of the panels, More summaries will be poated agon,
ao Kesp checking the aicsd

Far Coaference Program and Audio Files, go to
www.;tm;rk:t:.mrgf:antzntfmﬂnrketlﬂﬂxpnaudiu.ulp
shttp:/www.atmarkecs . org/cantent /aMarke tswExpoandio. aap=

For Session Summaries, go to wa-atmarkctu.argf:nntzntfprEViEH.&Ep
zhttp://www.atmarkets . org/content /preview., asp>

Member Newa

CheMateh Transaction velumes Surpass Five Hillion Mectrie Tons
hetp: /fwww. chematch. comfaboutUe fviewPreseReleass. Jhiml P ReleapeID=42Frapasi

toriestifHeadlinestiFCheMatch+Transaction+ValumsssSurpass+Five+Hillion+Met
ric+Tans.htmls

ChemCannect Signs Hew Slobal Partners
http: /Swwe, chemconnect . com/about /press_releases/Hovl3-01. html
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CHME Expands HBenzene Trading Hours
htep:/ fwww, hedgeworld.com/news,/ read_sxcite.cgi?storyfile=/sections/dail/da
il5415.html

EMETRA Clarifles Enron Relaticnship
htep:/ fwww . emetracms . com/ nevaarea/ emetranews . htm

RateXchange Successfully Completes 53.32% Million Private Flacement
http:/ fwww.ratexchange.com/news/press,/ pr20611130, html

Fefco Announces New Enhancemeants to MarkebVolceSM
http:/ fwww. refoc. comfpr_ 20001014 . himl

TriMedia Hameg New CED
http:/ fwww. trimedia.com/pr20d11210-1 . heml

Winnlpeg Commodity Exchanoe Completes Demutualization
hbtp:f}uww-wc:.mb.cafwn:ufnew:relcauenfﬂﬂﬂlfpr-ll-Ul-ﬂl.htm

Legielative/Regulatory Update

Cangrese Beging Probimg Enron Collapss

The =ollapse aof Enrcn, untll recently the moet oubstanding example
of a succesaful online businese-to-business exchange, has sent shockwaves
through the ensrgy markets and in Washington, where the Securities and
Exchange Commission and at least four Congreseicnal committees have
launched investigationa.

Most of Washington's attention to date hase focueed on Enron®e
accounting practices amd the use of certain partnerships to move debt off
ire balance asheet and inflate the company's sarnings. Howsver, same
attention has been drawn to Enrondnlime and the larger business af ensrgy
trading, ralaing the gquestion of whether more transparency and mare
regulation are needed in this market.

Several lawmakers have cited Enron &5 providing another reasan for
appraving legieslaclen that would revise the netting provisions of the
bankruptoy code, Netting refers to the practice, in case of a default, of
reducing exposures by caleulating the amounts due betwesn swaps
counterparties as ane net amount, inestead of a much larger flow of
cffsetting paycents. The legislation ia currently incorporated into a much
larger bankruptoy reform bill, but awape industry lobbyiste and financial
regulators are wrging Congress to carve ouk the pettblng provieslons and
pass them separately.

The first h=aring was held by Che House Fimancial Services Commibtee
on Dec, 12 and fooused on Enron's aceounbing practices. Hext up will be
the Senate Commerce Committes, headed by Sen. Fritz Hollings, D-5.0.,
which hastily called a hearing for Dec. 18 Lo explore the "issues
aurrcunding Enron's collapse."

Meanwhile, the House Energy and Commerce Committes, chaired by Rep.
Billy Tauzin, RB-La., is laying the groundwsrk for a hearlng in early
January that is expected to focus an the affect of Enron's collapse on
energy markets, as well as off-the-balance-shest partnerships that appear
to be at the root of Enron's financial problems,

The Senats Energy and Natural Resource Commitbaa, chaired by 5en.
Jeff Bingaman, D-N.M., also plans ko hold a hearing in January to
investigate Enron's effect on U.S. energy markets. Bingaman said HNow. 2%
that Enron's dewnfall highlighte the importance of "data transparency and
competition® in the natural gas and electricity markets, and said his
committes i "keenly aware of the need for enhanced oversight and market
menitering, "

In related news, the S5EC on Oct. 31 upgraded an infermal inguiry to
a formal imvestigation of Baran and ice awdit firm, Arthur Andersen. The
SEC has not disclosed what if any violations it is purauing, but the
agency's top accounktank said on Dec. 5 that Enron®s collapse, coming on
top of several other widely publicized prablems and reacatemance,
suggeated that there is "a threat to the confidence in our system of
financial reporting and our capital markets."
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Federal prosesutars have expressed interest in monitoring the
invescigaticn, a sign that they mey consider £iling crimimal charges
against the company and its officers. And the Department of Labor has
opened an investigation inko questions raised by Enron'e handling of its
workere' retiresment bensfit plans.

Enron declarsd bankrupboy on Dec. 2 under Chapter 11 of the 0.5,
bankruptoy code, which provides companiss with some protection from
creditors while they prepares a repayment plan. Enrcn aleo filed a lawsuic
geeking 510 billion in damages against Dynegy, another Texas energy
company, for breaching its agreemenkt to acguire Enron,

Enran's downward spiral began in Dctober with a seriea of regulatory
filings revealing the use of guestionable accounting practices to mave
debt off its balance sheet and inflate profite by 3586 millieon Eram 1957
o 2000.

The company reportedly is negotiating with Citigroup, UBS and J.P.
Horgan Chase about the peesible pale of ibte brading eperacicns, which cnce
accounted for roughly 25 percent of the trading ln natural gas and
elactricity in Morth America.

Details of Baron Chapter 11 Recrganizaticn
http:/ fwww.enron.com/corp/pressroos,

Enron Prepentatlon to Credibtors Committes (powerpoint presencationd
htip:/ fwwe, enron . comf cerp/pressroon/ chapterll/creditorpresentation. ppt

Sen. Bimgaman Statemsnt an Enron Collapse
htkp:ffenergy . senate.gov/ [(go to Press section)

House Financial Services Committes Press Eelease on Enren Hearing
hekp S fwwe, house . gov/ financial services,/ 120401pr . htm

Labhor Department Etatement on Enron Investigation
hebp: ffwes . dal . govfopa/media/press/opa,/0PAZ001459 , him

SEC Iszsu=s Financial Disclasure Cauticnary Advice
http://www,sec.gov/news/headlines/fdadvice . htm

Marketplace Update

Energy Exchanges Report Surge in Trading as EnronfOnline Goes Dark

With tradere backing away fram Enronfnline because of credit risk
concerns, Two other energy exchanges--InterContinental Exchange and the
Hew York Mercantile Exchange--are reporting larges increases in turnower.
Both exchangea are aleo esphasizing the differences bebween their mackes
modela and Enron's.

ICE, which appears to be the main beneficiary of Enrocnonline’s
decline, reported "tremendous growbh" in November, with total wolumes up
68 percent from the previous meonth and the number of users up 30 percent.
Power trading at ICE set a record of 16.7 million megawaktts on December
I1.

"He bBelisve rhe inherent credit concerns in the OTO market have
gpawned interest in a many-to-many trading platform cpposed to a
afe=to-many platfarm, " Jeffrey Spreche=r, CE3 of Intercontinental, said in
a gtatement Howv., 2%,

The Atlanta-based exchange recently launched several additicons in
the electricity complex, insluding pewar for delivery inka AEPR and into
Southern hubs aa well as hourly, off-peak, and weekend power markezs ak
geveral huba in the West and the East.

AL HYMER, natural gas futures hit a mew volume record con BMow, 25 and
natural gas options hit a record the next day. WYMEX aleo hae expanded ite
line of products in the natural gas arena, with particular emphasis on ite
clearing capabilities. The exchange has launched new products such as
cash-settled natural gas swaps and exchange of futures for swaps, and has
begun permitting "large order execution® in natural gas futures during
certain parts of the open ocutcry sessicom.

"Recent events im the natural gas market hawve served to relnforce
the necessity of counterparty credit riek managemenkt and have accelarated
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the Exchange's plans to intraduce a full array of risk management tools
under the umbrells of our elearisghouse, * HYMER President J. Robert

Colline said im & statement released Oct. 30,

ICE Statement on Growth Trend
hteps: /Swww, intex . com/presanovild. html

HYMEX Anncunces OTC Clearing Plana
htep:/ fwww . mymex . com/ news/pr_detail . cfm?id=35%9

HYMEX Pulls the Plug on eNymex Blaeform

In separate but related newe, NYMEX haa guietly decided to shelwve
further development of eMymex, ite leng-awalted online commedities
exchange. Instead, NWYMEE is putbing ite rescsurces lato ACCESS, an existling
electronic trading platform that was origlnally designed for after-hours
trading of NYMEX futures. WYMEX asays it intende to use thia platform te
ateract traders who formerly used Enrondnline, and hae cpened the aystem
te a wider range of Craders.

The plan ko creake elymex was announced in May of 2000, at & tims
when online business-to-business exchanges were proliferating rapidly.
NYMEX officials said at the time that elymex would trade a wide range of
commodities, starting with energy and metals, and predicted thae the
exchange wauld Be up and running fn the third gquarter of that year.

ACCESS came into ite own in September, when the terrorist attacks on
the World Trade Cencer forced NYMEX to evacuate its building and close its
trading flocr, Urgently sesking some way to reopen its markets, the
exchange decided to accelerate a pre-sxisting plan to open the ACCESE
syatem to Internet crading.

NYMEX subsequently reopened its tEradimg floor, which is located just
two blocks from ground zerc, and resumed trading futures throwugh the
traditiconal open cutcry method. Howewer, many firms are continuing to rely
on ACCESS to handle their futures trades, and the average dally trading
volume on the syetem has risen 23 percent since before the attacks.

CME to Clear Metals Trading through BOTCC

The Board of Trade Clearing Corporaticon, the sldest independent
clearing organizaticn in the futures industry, has announced a partnership
with Commodities Management Exchange, an onlins metals trading exchange
with close ties to the awto indusbtry. BOTOD will process and administer a
guarantes of certain OTT transagtions listed on the CMXchange, which will
assist the exchange's customers in their price risk management and FAS
Compliance., With custcmere including DaimlerChrysler, Ford and General
Motora, the CMiMchange currently provides Internet-based spot and forward
trading in a number of base metals, and expects to begin trading aluminum
and ocher metalas swaps traneacticns cleared by BOTCC during the first
guarter of next year,

http:ffwuw.butn:.cnmfmzmhzrnfpreusreleuueufEi!liﬂﬂm;thange.html
http:/ fwww, cosichange . com/BMExchange/About /Press_Releases//presa_releases  CF
M

PartMiner Hames Mew CED

PartHiner Ine,, an online marketplace for electroniec components, has
named Christopher Meyer as CBED, replacing Daniel Nissangff, the founder of
the company. Meyer has served on PartMiners board since March 19339 and
comea to PartMiner from IHS Inc., a supplier of technical information,
where he was presldent and chief operating officer. NWissanoff will remain
with PFartMiner as chairman of its bpard of dirsctors.

PartMiner also anncunced that it will begin charging a subscripticn
fee for access to iks component database, which previously was provided
for [res,

wwe . partminer. com chttp:fwww. partminer. com= (go to Dec. 10 press relsase)

omnexue, Elemica Bhare Technology
Cwnexue, an online plastice marketplace, has formed a "strategic
alliance” with Elemica, the chemicals network backed by an industry
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consortium. The alliance, which was announced on Dec. 4, will allow both
marketplaces and their customers to ghare cechnelogy in e-procurement and
gupplier chain inktegration.

1http:ffwww.nmncxun-:umfﬂmncxu:fengfﬂln:cdfhtmlIﬂmnexunﬂeu:dpr_12_04_01.ht
ml=

Ralfe & Holan Joins with TruBxchange in Processing Partnership

Rolfe & Holan, a leading software provider for the fubures and
options industcry, has announced a partnership with TruExchange, a wvendor
of trading and mabching engines for electronic exchanges. The twa
companies plan toe offer a Stralght Through Proceegsing {ETP) eolutlen for
the derivatiwves industry. Thie new solution will be an integracion of the
TruBxchanges trading engine and the market data syatem managed by Rolfe &
Wolan, This product will ke jointly marketed and wlill handle front-end
order capture, exchange routinglaccesa, trade matching, executicn,
back-office clearing, and pettlement,

http:/fwww. truexchange . com/newe eventas//press releases/pr-ralldd. html
http:/fengine.ecllidd . com/aerviet/SolDisplayipurpose=viewpreasreleagekprass
id=94Lusername=rol feiuaernamel=1456465891

GTWh Survey Findes Transaction Velume Dramatically Higher

The Global Trading Web Aagociation, a group representing online
marketplaces agsociated with Commerce One, lssued a report on How, 132
finding strong growth in transaction and sales volume amcng ita members.
The group, now up to 33 members, projected a tokal of more than 2.1
millicn transactions and 56.2 billien in sales on member exchanges by the
end of the year.

chttp:f#www.gtw:-netfnewsfzﬂUIllll_grnwth.htmlb

Aberdesn Group Iesues Report on "Best Practices" Among Omline Markets
hAberdesn Sroup, a Bastaon-based consulting firm, has recently

published several reports of interest to Martkets Association members,

including an analyals of what factors play a critical rele in making soma
anline markets successful and a report on the "second coming” of net

markecs,

chttp: / fwww. aberdeen. com/ab¥5Foompany hottopics /netmarkets2 001 /thankyou . ht
ma=

EEETEETAECEEEEEEEE RSN NN EEE RN RWmE .

If you would like this newsletter sent to cthers within your firm, please
contact David Bruderle at dbruderlegatmarkets.org

If vou do not wish to receive the EMarkets Newsletter from us in the
future, you may opt out by notifying us wia e-mail at
mailto:optout@atmarkets.org or by writing us ak 2001 Pennsylvania Avenue
M.W., Suite g00, Washington, DC 20008,

Comments and suggesCions #ay be sent te David Bruderle at
diruderle@atmarkets., org
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Nickoloff, Peter

—  ________ ——
Fram: Byrne, Kathleen
Sant: Tuesday, December 18, 2001 8:05 &M
To: DL Market Group; Andrew D. Sacher {E-mail); David Griffiths; E.A. \Wayne, Enrique Perez
{E-mail}; Eric H. Otta (E-mall); J.P- Reid; Jay Hoffman; Meg Lundsager, Philippa Malmgren;
T.Jd. Shevlin
Subject: AM Global Financlz! Markets - December 18, 2001

= The themes of broad yen weakness, selling of longer-dated U.S. Treasuries, and thin, end-of-year trading
conditions persist.

Foreign Exchange: The yen is weaker across the board, moving convincingly above the Y 128 level against the dollar to
fresh three-year lows. Participants ciled yesterday's comments by Japanese FinMin Shiokawa and Vice FinMin Kuroda
conveying apparent acceptance of a weaker yen, and discounied EcontlinTakenaka's lone assertion thal the yen's
exchange rate was nearing levels compatible with fundamentals. Although shorler-l1erm speculative accounts fook profits
abowe the Y128 level, dealers continue to expect a fairly rapid move in dollarfyen above Y130, ance rumorad oplions
barriers around that level are broken throwugh. Althowgh the dollar and the euwro are lithe changed against most other
currancies, marke! 1alk that Britien Petrolesm may buy Enron-owned gas stations in Germany was ciled as fulure support
for the euro; dealers took in siride loday's Financial Times reports of a possible flood of counterfeit euro notes produced by
eastern European countries and noted that euro notes will be accepted at stores in the United Kingdom after Jan, 1.

Japan: Participants are focusing on the BOJ's two-day policy mesting, which concludes tomomow. FinMin Shiokawa said
today that "we are sirangly asking the BOJ fo provide abundant liquldity to the banking system” and called on the central
bank to provide more than 14 trillion yen in liquidity in the run-up to year-end, comments which foreign exchange market
pariicipants also 1ok as taclt approval o sell the yen.

Emerging Asia: In confrast fo recent weeks, emerging Asian currencies are beginning to respond negatively to Ihe yen's
depreciation. Today, the New Tawan dollar fall to a four-maonth low against the US. dollar. After aulperfarming the yen
for @ number of weeks, the Korean won depreciated 0.6% yesterday and was littie changed overnight.

Europe: Euro-area consumer price inflation for Novernber wiss on expectations, but area industrial production fell by more
than expected. As a result, euro-area soverglgn debt is rallying, with yields 1 to 7 bps lower and short ends outperformting
Implied yields on near-dated eurbor futures contracts (March and June) are 3 to 4 bps lower,

Commeodities: In very thin Irading, crude ol prices are consolidaling ahead of the release of API data late this aftesnoon.

U.5. Assats Ovarnight

The front-manth DJIA, Masdag 100, and S&F 500 futures contracts are all irading moderately higher, suggesting posiive
mavemeant in prices at the New York open, Treasury prices are liltle changed to modestly lower, the long bond
outperforming. The ten-year yild rose to a fve-manth high, reflacting hedging activity by mortgage investors.

Today's Events: Actual Consensus Expectation Previous Period

Two-day BOJ board meeting starts - no change expected but a faw contacts look for tinkering at the margins to ncrease
liquidity.

ECH President Duisenberg gives guarierly testimony befora the European Parliament &t 10:30 AM.

Euro-ares CPI, May. final 2.1% 21% 2.4%
Eurg-area industrial production, Oct  -1.4% mim -1.0% radm -0.5% mim
.5, housing staris, Mow. #:30 a.m. 15408 1552 K

Two-day Brazilian COPOM mesling stars — no change in SELIC rate expected
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Forvign Exchange: The wen is wesker scross the board, moving convincingly above the ¥ 128 ::: : ':'i:: ﬂ
level against e dollas to fresh three-year lows. Participants cined yestenday's comments by :_n':_m" " et o
Japanese Finhin Shiokawa and Vice FinMin Kuroda conveying appanent accepiance of & il § 45162 .
wigker yen, s discounted EconbinTakenska's lone assenion the: the yer's exchanpe fle WS |5 b 414 N1
mearing levels compatible with fandamentals. Although shomer-iznm speculative accounts ook bmiian rgead 1014 EIETL

profits slhave tee 7124 level, derlers continue to expecta fairly raphd move in dallarfyen 2bove i1kLd

¥ 1M, ance rumoeed aptioss hemriers around that level are broken through, Althcugh the dollar
arsd the eurn are [#le charged apainst most other currencies, markel talk tat British Pefraleum
may buy Enron-oemed gas stations in Germisny was cited as fumne sspport for the cane, dealers
inck in stride sodey's Finamcial Tinits pipons of 2 possible food of coanmerfl e sdie
produced by ezstors Earopean countrics and soted that sun notes will be accepted ai stoees in
thuz Unitied B ingdom efter Jan. 1.

Japan: Participants are focusing on the BOJ's wa-day policy mesting, which concludes
wearrew. Findie Shicknwa said indey that "we are sirong ly ksking the BOJ to pronide
abvandant ligaidity 80 the banking sysiem® and called ca the central bank 1o provide mare than 14
wrillinn yen in Liquidisy in the run-up e year-end, comments which Forcign exchange market
participanis also took e lecit approval 8 sell the yen,

Emerging Asia: I oomirast io recent weeks, emerging Assan currenchs are beginning 1o
respond negatively to the yen's deprecsacion. Todsy, the New Tanwan, dollar Fell 10 8 fokr-monsh
Jow agninst the U5, dollar, Afler cutperforming the yen for a number of wecks, the Ranin won
deprveiared 6% yesterday and was liftle changed overmaght,

Euwrspe: Euro-area consusner price mflation for Novembsr was of expectalions, but area
indusarial prodiction Fell by moee than expecied, As & result, curn-area sovereign debd s
rallying, with wichds | to 7 bpg bowecr and shont ends cuperfomaing. Implicd yiclds os sear-
dated euribor futures comtracts (Manch and Juse) are 3 i 4 bes lower,

Commeditiess [n very thin iwwling, erode odl prices are consolidating alhsd of the relense of
AP dain |mie this afternoon.

LLE. Assels Orvermight

The Fromt-montk DFLA, Masdag 1H, and S&F 500 fotures contracts arg all rading
maderpiely higher, suggesting positive mavernend in prices al the Mew Yok open. Tressury
pricis are limle changed o modestly lowir, the long band putperfiooming. The fon-yeir yield
oz 13 A five-mmomih high, reflecting hedging activity by morgige inwestors.

|yt J3H
Tervacnils UK. bulls
I LLE. ik

Todu's Events: Achual Lonesngus Dxpecistion Preyious Perlod
Twiorcay B0 beand reeling sians - no change sxpecied byt & few coatacts ook for Snkerng al the manging I inceease lQuidty.
ECE Pragideri Dusenberg gives quanary leilmany bifone ihe Evrogaan Pariament st 10250 Ald

Eurz-anan 5P, Mo, Tinal 1% 21% 24%
Eurgearea indusinal pmdecien, O -1.4% am =1, i 0.5% mim
LS. housing stars, Hov. B3 am 50K, 1555

Twg-tay Brazkan COPOR mieeting 5208 - no change m SELC rali s el

Kabinen bP. Bying
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Today's issue is sponsored by CyberTrader:

Desire to know more absut the power of direck access trading? dain the
knowledge vou need to be a suscessful CyberTrader. Practice your
pkills without lesing any money on CyberTrader's Simulateors. What are
you waiting for? Open an account today!

http:/ fwww, cybertrader. com/bannera/investorguids/banner

marhket Eummacry

After a big jump at the open powered by an encouraging increase 1n
houging starts, the markets lost momentum and traded sideways for much
of the day. HMowewer, investors jumped on buying epportunities in bthe
late afterncon and pushed the maior indices to some of the lofbiest
territary of the session. The Dow especially benefived from a GE
announcement detailing an aggressive expansion plan for the coming
years that is expected to offeet any slowing of the econcsy. AL the
close, the Hasmdag wae up 17 points, and the Dow managed a triple-digit
gain of 10&.

Dow Jones Industriala: 959@.159 +106 .42 +1.08%
asdag Composite; 2004 . 7€ +17.131 +0 8Tk
ZuP 500: 1142.32 +B .58 +0.75%
i0-year Treasury Bond: 5.BI6% =0.130

For more news and information on the market, investing, and personal
finance, please vigit htop:/fwew.investorguide.com

business newes amnd analyeilas
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Taking advantage of unseascnably warm weather, homebullders began
construction on new houses at a stronger-than-expected pace im
Mewvember, the gowernssnt sald on Tuesday, a sign of the housing
market's resiliency in the face of a recession. (source: Fox Hews)
hicp:/ feww. investorguide . comfegli-bin/dally . cgi?08473

General Electric'e new chief, Jeff Immelt, on Tuesday laid oub an
aggresaive sxpansion strategy for 2002 and 2003, saying growth from
cost savings and acquisitions would offset the drag of a weak sconomy
and any potential slowdown in the global power market. {source: Yahoo
hetp: / fwew. investorguide, comfegl-binfdaily . cgi?05474

hnalysis:

Emack-dab in the middle of the holiday season, the economic statistics
are beginning te reglater more pluses than minuaes. Thie doesn’t mean
that Ehe U.5. sconcery is about teo coms roaring back, but it does
puggest that we will enter Z00Z in better shape Chan many expect.
{acurce: HarketWatch)

htep: / fwww, investorguide . com/ogl -bin/daily . cgivi5475

on Monday, the Masdag announced that it would be kicking 13 slumping
tech firma out of the mich-fallowed Wasdag 100 index, on which the
exchange-traded fund called the Q07 is based. Of the replacements, B
are health-cars and biotech companies. According to thia columnist,
the Masdaq's rejiggering of the MHasdag 100 makes the index an ewven
lesg reliable proxy for tech than it already was. {source: CHEMoney]
http://wew. investorguide. comfogi-bin/daily . cgi?0B476

Bid Enren have pomething contagiosus? On one hand, it makes sense that
Dynegy and others in the energy industry would get a hard second look
after the dramatic implosion of its strongest player. On the other
hand, wasn't Bares, in both ite glory and its fall, supposed o be a
unigue beast, a unicorn in a world of hogs and helfers? (scurce:
Forbes)

htep:/ fwww, investorguide, eom/ogl-bin/daily.cgi?d6477

In Brief:

- Wireleas technclegy lesder Motorola announced that it would suffer a
lose this guarter and cut %,400 jobs, but that it expecte to be
profitable in 2002,

If you have any friends or colleagues who would appreciate getting
this news every day, follow this link {or 1f you prefer, simply
forward thie issue to them):

http: /! fwew. iovestorguide . com/sgi-binf recommenddaily . ogi

Y¥ou can regearch companies menticned in today's news by fallowing
these linkas

Dhymegy htbp: / fwww. investorguide. com/cgi-bin/r. cgi Pname=DYN
Enran htep;: / fwww. investorguide ., comfegi -bin/r.cgl ¥name=ENE
General Eleckric http://www.investorguide.com/cgi-bin/r.cgi?name=GE

Motarcla htep:/fwww. investorguide. camf/egl-bin/r. ool Pname=MCoT

¥ou can research any publicly traded company by fellowing this link:
http:/ fwww, investarquide. com/research.ht=l

earnlnges

Tuesday's major earnings reports:

Company Hame (Ticker): actual, expected, same g last year
i0am Corp (QOMS] : -50.14, -80,.323, -50.18
Best Buy (BEY) : $0.37, §0,35, 50.27
Cinkaa Corp [STAS): $0.34, 30,33, 50.33
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Cireuir Ciiy {C0): S0.10, £0.0&, -50.33

Migren Tech (MU} : -50.44, -50.41, §0.54
Red Hat (REAT): Eg.01, 0. 00, -£0.01
Wednesday's major expected sarnings reporbts:

Cospany Hame (Ticker). evpacrad, same g last year
Coldwater Cresk [CWTR): 50,14, 0. 84

FuelCell Energy |(FCEL): -50.14, -40.05
InterValece [(INTVI: E0.04, £0.03

Morgan Stanley (MWD} S0.68, $1.06

Palm Ine [PARLM) 1 -50.07, £0.04
guikailwer (EQK]: §0.09, $0.42
Riverstone Wowrke (RSTHI: §0.02, Wik

Laba Saftware (SABA) -50.10, -&0.32

For more =arnings information, check out
hetp: /fwww, investorguide . com/earningscal endars . html

waord o f the day

e

agreaement among underwriters - A coatract between members of a
gyndicate, appeinting the originating investment bank as the lead
underwriter, defining the members® proportionate liability, and
authorizing the manager to alleocate unite to a selling group.

For more finaneial terme, please visit http: S www.investorwords.com.

& n this= date

December 18, 1899%; The Dow Jones Industrial Awerage suffers its Sth
worat aingle-day drop, B.7%H.

naoatcahblae Juoibabhble

")When the forecast comes in close to the ackval, cn= ar Ehe ather i
suspect.” - Economist Bdgar Fiedler

Copvright 2001 by InvestorSuide.com, Inc.

Investorduide Daily is deaigned to keep you lnformed of the latest
inveating news. It includes a market sum@ary, Cop news, IPDa, earnings
and more. . everything you need to invest better, every day. ¥You can
alego find this newsletter every evening at

http: S fwew. lovestorguide . comfdally html

This etrietly opt-in neweletter 1s published by InvestorSuide.com
(http:/ /www. investorguide. . com} , and is sent anly to those who have
apecifically reguested it. Mo informaticn gathered from newsletter
subscribers, including e-mail addresses, is ever shared with or ecld
to any third-party. If you know others who might like to receive
Inveatorfuide Daily, feel free to forward this i1ssus Ea Ehem. To
subscribe, send any message to daily®investorguide.com. To
unsubscribe, send any message to investorguidedally-offémall-liat, com,
If vou would like to advertise in this newsletter or on any of the
Investorduide websites, please conbact advertisesinvestorguide.com

Invescargulde. com has ne control over the sites we link teo, is not
affiliated with these sites, and cannot take responsibility for their
guality or sultability. The newe, earninge, and IPQ information ie not
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meant to be comprehensive, and data provided is not guaranteed to be
accurate. We are not respeneible for claims made by advertisers and
sponasrs. Anyone who makes investment decisions based on what they
read here does so ac their own risk and cannot hold WebFinance Inc.

(DERA InvestorGuide.com, Inc.) or its employess responelble, For the
complete disclaimar pleaze ges

http:f!www.inventnrguid:.:nmfdiutlalmer.hLml
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Hir:lcuiuﬁi Peter

From: ERisk [ERiski@email aRisks.com.reas. gov]
Sent: Friday, Decemiber 21, 2001 12:34 Py
Ta: peter, nickoloff@ido. reas.gov
Subject: ERisk Essentials
< ' if =

Tm EFtsk Portal will be aking a braak owver the holiday season; (he sits il resd be updated on January 7. The Essenfiala will redum on Jaruary 12
W wish hedppy holidays ard a progperous New Yes o all of our readers,

The Year in Review
In & depdrtore from our wsudly Waekly Resew, ERisk jaurnalsts and sdiars e a look Back at 201, from he Caliomia powar cnsis 1o e
Sephambser 11 altacks and Enron's &3 from grace. Pul the yaar in permspectie wilh ous Year in Revew

<hiipsivwawansk. cominewstvesidyineas_weekhy2007:1 22101 asp>, induding the chalienges of banking nsk managamant in 2001,

Reflections on Risk
Fior iz apsscial Saalure <hbpfweaw snisk coménewadeat res ERisk 2001 Yoo nifeview pdf=. bank risk maragers inclding fhe president af a LS
community bani, tha CFD of @ savings & loan, chia? risk aficars of o of She world's largest hanks, and spacaliala in maked, cradil and aperaling risha
ikl ERisk's Duncan Wood what had prescoupled Shem and their insthuSions in 2001. Yow can read what they kad ta say in our Reflections on Risk
L LT

Viewpoint
After Enron's colapsa, oiher encegy firms came under seruling a5 immsiors began womying about sndemic weakness. Calping - a0 ambilous
irdependent power producer - sutiened the masl, despite the company’s pratestafions. In our ladest CRO profile
<hstp:iveaw sk, comnawshiewpoinbnaws_dawpnintitd -1 2-20.asp>, ERisk ks to Enrigua Mejorada, nevdy promobed head of Calpine’s risk
wantrals funchion, and profiles Calpine's lurbulens year.

LhY avavadde: NCH's lan Busian <hitpivess SR COMTES virapanliness_vewpmnt200 1 -12-11.65p> on the introduction of the eura and Dewlscha
Bank's Kevin Rodgers <hilpfwew aisk. cominessiiswpointiness wiewpanl2001-11-21.asp> an macrosconomic dervatives and corrersalions wilth

many more leading figuras <httpcfSawer ensk comirewsnews_viewpoinbasp® in risk.

Feature
It may be yeas bedona the problams Sal becight down Ennon ane Tully undersiocd, bul some ol th issues thal broughl down Fe once-mighty anangy
giant are alreacy bacaming thear. In this exclusive ERIsk feature <hittpctwwa ansk. cominews/naws feabums asns Hob lamasan recaunts e hislory
al Envon from ils hismble ofiging as an ambiliaus naturs gas irader 1o ils &ak final days of crisis and bankrupbcy.

Oithar Envan covevage an ERizk Our February 2007 intendes weth chief rsk officer Rack Buy
<hitpivess. Grise comdnawsiawponbreas_viempointZD01-02-01 aspe and our analysis of the company’s Engled wab

<htipUwews, erisi comdnewsfanalysiamews_analysisiDol-12-12_1 asp> of oradt

H‘ll--‘\- ]

ﬂ, '-J_Hﬂﬂ ffpan =amnﬂm$sﬂwmﬂha AN Eiy Waak. To imd aur haw pour mMasaame fouln mach them, meal 15 & Aainfhansk

<manp. % Hnifbensk com=

| 1
The ERlr Exsnials I publannd svary Froay by EFISk.Com =haiwew. ansk comnome, ases.

T aubacring b this newshatiar, please fgal ; ¢ lirggislar AR on Gl wabaila.

To ursubsorbe, acoess vour acoount <hiipwveseosk comiuliliaceounl.asps- Your username is the emai addrass whans wiu resaived this medasgs.
Py W dpngatien your pasaword, follee Sis link Chilp Vs erisk comiyflTorgol ped aspe o resat it

For techrical suppan queris, pease amall supporansk com smallocpupportEiarnisk com=
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From: InvestorGuide Daily [daily@imvesionguide conm|
Sent: Wednesday, January 02, 2002 627 PM
To: pater.nickoloffifido. treas. gov
Subject: investorZuide Daily - Jenwary 2, 2002
ITnveatorfuide Daily January 2, 2002

brought to you by
InvestarGuide [(portall htep: f fwww, investorguide ., com
Investarkarde (glossary) htbp:/ fwew, investorwords .. com
WebFinance Consulting htop: / fwww webfinancecansulting . com

Tf a friend forwarded you this message, get a free subacription by
sending any emalil message to dally@investorguide.com

Conbentba
Market Summary
Businsss News and Analysis
Tomments
Earnings
Word of the Day
on this Date
Hotakble CQuotable

Today's lssue is sponsored by Annuity.net:

Will you have encugh money for retirement? Annulty.net makes it sasy
o compare Fixed or CO-Type Annuities chat beat bank rates and effer
tax-deferred growth. See how you can earn guaranteed interest for up
to 10 years, plus bonus rates in the Lirat year!

hetp: //fwww, annuity net/index hitm?Prid=850232

mavr ket Euommary

Afrer a day of mixed trading, the major indices finished in the plus
ealumn to satart the year. Economic news provided some confidence as
the Tneticute of Supply Managesent Index came in at a
becter-than-expected 48.2%, still contracting, but at a slower pace.
Leading the Kaedag was the semiconductor sector; tech stocks showed
signs of recovery, pushing higher after favorable news from the World
Bemiconductor Trade Statistics that reported the global DRAM market
grew 17% in Wovember. Despite a few brokerage downgrades, stocks saw
inmereased buying interest late afterncon; the Dow managed a 51.30
point galn and the tech index finished up 28.85 points .

bow Jones Indugtriala: 10073 .40 +51.90 +0.52%
Hagdag Composibe: 1979 .25 +28.EB5 +1.48%
SEP %001 1154 .67 +6 84 +0., 5T%
If-year Treasury Bond: 5.564% 0. 0BS

For more news and information en the market, investing, and personal
finance, please wisit http:/ www. lnvestorguide . com
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bueeinesas news and analysis

Manufacturing activity shrank for the 17th consecutive month in
pecembar but beat expectatisas, ralsing the prospect of a slow
rebound, reported by the Institute of Supply Management. {gources
Washington Postl

htop: S Swww, investaorguide . com/egl -binddally . cgiross3t

Efter 10 yeare of planning, the euro changsover moved smocthly through
its first day across the continent, and few of the 300 million
residents of the surczone lasenkted the loss of their naticnal
currencies. (source: USA Today)

http:/ fwww. inveastorguide . comfcgi-bin/dally.cgli?05536

Ae some current and farmer Enren officials try to distance themselwves
from controverslal partmerships that played a rels in the campany’s
defige, internal Enron documents show Cop managemsnt and directors
viewed the partnerships as integral to maintaining the energy-trading
giankt’a rapid growth in recent years. [Bource: MSNEL)

http: S www. investorguide , comfcgi-bin/dally. cgi?Qs537

Analysis:

EBven with laet year's dismal steck market, and the year bafore that,
equity pricee are still "priced for perfection,” as they say on Wall
Btrest, oOne falge step by the world's leading economy, the United
Skates, and the stock market will be shurning sour cream. (Saurce)
MarketWaesh)

hetp: / fwww . investorguide . com/cgi-bin/daily.cgi?05538

With portfolio companies underperfarming, much of existing mapagement
is walking away, leaving a serious skill shortage, particularly in the
finanmcial areag. Private equity fund partners often help out during
the start-up phase, but with anywhere frem 5 bto 10 companies to
manage, the=re are limita. (source: CFD.com)

htep:/ fwww. invearorguide. comfogi-bin/daily. egi?0553 0

Moat software firme had ta work harder to ssll less durimg 2001, and
this year could prove to be maddeningly similar, even if a gensral
recovery is in the cards. The reasen? Some analyets wonder how quickly
poftware customers, weary from the ongoing recession, will want to
ppend money on new technology if their own businesses are just
gtarting to improve. [(Bource; The Straek)

http:/ fwww. investorguide ., comfogi-hin/daily. cgi?gs5540

In Brief:

- The hmerican Petroleum Institute said that gascline inventories
declined for the third straight week by 312,000 barrels during the
last week in December .

- Homestere.sam announced that it overstated ite revenues for the
first three guarters of 2001 by 595 million.

- Microsocft will go teo court next week to ask for a four month
extension since the penalties proposed by nine gtates differ from the
company's settlement with the Justice Department

If you have any friends or eolleagues who would appreclate getting
Ehie news every day, follaw thieg link lor if you prefer, aimply
forward this issus te them)

http:/ fwww. investorguide. com/egi-bin/recommenddally . cgi

¥ou can research companies mentioned in today's news by following
thease linka:

Enron hekp:/ Swww, investorguide . com/cgi-bin/r.cgi?name=ENE
Homestors heeop: /S Swww, investorguide . comf egl-bin/ v, cqi Pname=HOME
Microeof htop:/ fwww. investargquide .. comf cgi-bin/r.cgi ?name=MEFT
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You can research any publicly braded company by following this link:
http: /fwww, investorguide . com/ regearch. html

tommentCa

one of the best ways to becoms a better investor is to attempt to
pradict what will happen, record vour pradictions and your ratbionale,
and then look back later to see whether you were right or wrong and
wWhy, in order to increase your chances for success next time. The
turning of the calendar is a great time to do this, so if you have ten
minutes fres sometime this week or next, jot down a few predicticne on
where gome of the stocks and indicees that are important to you will be
ane vear from now, along with your rationale. You might also want Lo
epecify a confidence interval (for example, the range that you are T5%
gure the price will fall within}... no one is right all the time, but
succaszaful investors are able to judge when they're most confident
about a prediction so they can place bigger bets at thess times.

For additienal investing ideas and insight from the CED of
Investorfuide, com, wiait hotp://wews. Eomments. com

s

Earmningas

Wednesday's majer earnings reposta:
Company Hame (Ticker]: mctual, expected, Bame q last year

Mo major earnlnge reports.

Thursday's major expected earnings reports:
Company Wame {Ticker) : expected, same g last year

Mo major earninga reports scheduled.

For more sarnings information, check ocut
http:/ fwww. investorguide. com/earningscalendars html

w o rd o f Ehe day

Wegative Pledge Clause - A cevenant in a bond agreement whereby the
borrower agrees not to pledge any assets if such pledging would result
in lese security for the agreemsnt's bondhelders. alss ecalled covenant
of sgual coverage,

Fer more financial terms, please visitc hetp://wew. investorwords.com.

aon this date

January 2, 1883: The Mew York Stock and Ewxchange Beard is renamed the
Hew ¥ork Stock Exchange (NYSE) .

notablae guetable

*Why shouldn't the American people take half my money from me? I took
all of it from Bhem." - Edward R. Filene

Copyright 2002 by InvesterGuide.com, Inc. 01 737
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InvestorGuide Daily is designed te keep you infarmed of the latest
inveating news. It includes a market summary, tap news, 1POs, sarningse
and more...everything you need to invest better, every day. ¥You can
ales find this newsletter every evening at

http: ffwew. investorguide . com/dally . html

This strictly opt-in newsletter is published by InvestorSuide.com
(http:/ www.investorguide.com), and ig aent only to thoss wha have
gpecifically reguested it. No information gathered from newsletter
subscribers, including e-mail addresses, is ever shared with or sold
ta any third-party. If you know others who might like te receive
Investorduide Daily, feel free to forward cthis lassue te Ehem. To
subscribe, send any message to dally@inveatorgulde.com. To
unsubscribe, send any message to investorgulidedaily-offdmail-list.cam.
1f you would like to advertise in this newsletter or on any of the
Investoriuide websites, please contact advertisedlnvesterguide.cam

InvestorGuide. com has no contrel over the sites we link to, is not
affiliated with these esiltes, and cannot take respoasibility for their
quality or suitability. The news, =arnings, and IPO information is not
meant to e comprehenslive, and data provided is not guarantesd bo be
accurate, We are not reaponsible for claime made by advertisers and
EpoRNEcYE. Anysne who makes investment decisions based on what they
read here dosg 8o at kEhelir own risk and cannot hold WebFinance Inc.
{DBA Investorfuide.com, Inc.] or its employeess responsible. For the
cofplete digelaimer pleasse aes

htep: / fwww. inveararguide . com/disclaimer . html

01738

01200000000394



Nickoloff, Peter
—

— e —
Fram: Sharer, James
Sl Wadnesday, January 09, 2002 8:24 A0
To: _DL_Markel Group, Andrew D. Sacher; David Griffiths; Eric H. Otto; Jay Hoffman; Lundsager,
Meg, Phillippa Malmgren: reidip; Shevlin, Thomas; wallarjg; wayneea
Subject: Financial Markets Moming Report 152002

--Global equity markets were mixed. Cisco and Oracle indicate "the worst is over” in the tech sector, expect
gains in the second quarter.

=The yen firmed against the major currencles avernight as Japanese and South Korean officials expressed soma
discomfort with the recent swift depreciation in the yen

FX: The yen retraced to ¥ 132.30 after falling to a low of ¥133.37, which prompted Japanese officials 1o express
discomfort with the speed of the yen's recent depreciation. Government spokesman Fukada acknowladged that the yen's
recent decline had been "a bit rapid” but “this is a level which s manageable.” However, earlier in the Tokyo session, the
MOF's Kuroda stated that the country's forex policy "remaing unchanged despite the yen's rapid decline. South Korean
officials confinued 1o compdain about the weaker yen. The dollar was liltle changed against the eura.

Japan: Japan's lzading diffusion index rose to 25 in November from a zero reading in Oclober, while November
mousenald spending was up 0.9%. The Mikkel 225 index and the TOPLX index wera down 0.3% and 0,7% a5 bank slocks
weakenad further, The TOPIX bank index fell 1.8%. JGB yields were unchanged lo down 2 bps. The JGB 10-year
auchon wes well bid, with 8 coupon of 1.4% and the highest coverage ratio since 1989 at 11.35 times,

Emerging Asia. Emerging Asian stock markets were mixed. The Hang Seng and Singapore indexes were off 2.3% and
1.1%. The Taiwan and Kospi indexes were up 1.0% and 2,.3%, aided by strengih in semiconductor stocks. Hynix
Semiconductor rose 15.0%, bolsterad by talk of an offer from Micron Technology for the South Koreen chiomaker.

Ewrope: German unemgloyment rase a smaler-than-sxpected 8,000 in December, The Euro afea business climate index
fell to -1.23 in December, its lowest level since 1996, Eurc area 3001 [zbor costs rose & langer than expected 3.3%. The
BOE policy commiltes bagan a two-day series of meetings, European stock bourses were mostly lower. The FTSE
underperformad, pressured by declines in retail slore and of issues. HSBC was downgraded by an analysts, ciling
exposure W Enron and Asgentina, German bund yields were up 1 1o 6 bps on slreng Euro area economic data, UK. git
yields were higher by 4 fo 10 basis points.

Turkey: Turkey's National 100 ndex was down 3.1% to 14,421 on some profit-taking. The lira weakened 0.3%. The
Turkish EMEI+ sub-indax spread narmowed § bgs to 560 bps, while the overall EMBI+ apread narrowed 3 bps 1o 700 bps,

Latin America: The Argenting EMBI+ sub-index spread fell 4 bps to 4316 bps, while Brazil's EMBI+ sub-index rosa 2 bps
o 835 bps,

Commodities: Brent crude oil is currently down $0.50 to $20.52 a barred following news of a buid in both crude oll and
dislillate Inveniorias,

U.5. Assets Overnight

Treasury coupon prices are currently down 1/8 1o 142 poind in light trading. Thera are no major LS. economic statistics
scheduled for release today. Treasury will auction at 1 PM $6.0 billion 10-year nflation-indexed notes. The Dow, S&P 500
and Masdag index futures are indicatng no dear direciion at the New York opan.

Today's Events: Actual Consensus Expectation Previous Period
JPM Pralirm. Leading Diffusion index, Moy 23 440.1 0 {was 16.7)
JPN Household Spending, Nov, +0.9% wy + 1% wiy +0,4% wy
GER Unemployment, Dec. <65, 000 +20,000 +17,000
EUR 3001 Lebor Costs +3.3% +2 B% +2.T% (was +2.8%)
EUR Business Climate index, Dec, «1.23 =147 -1.20 (was -1.1B)

ELT
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AM Global Financial Markets

innunny 1, 0007 Troemry Markel fona boss Lol S22 050
TP Ty AT
—Glabal eqaity markets were mised. Ciseo and Oracle indicate “the worst is over” in the
equify markes m— ra o
teeh sector, expect gains in the second guarter, p—— 23
—~The ven flirmed agadnst the major correncies avernight as Japancse and South Korean
officialy expresssl some dscomfort willi the recest swill deprocdiation in the ven, L bl
T L4al4 AL 19
FX: The yven retmesd o ¥ 13230 afier falling o a low of ¥133.37, which prompeed Japansse ¢ nes o
officials i express discombor with the speed of the ven's recent depreciation. Government i s Do
spakesman Fukads acknowlodped that the ver's recent decling had B2en "a bil rpid® bat “this L]
= & level whaek i@ manggeable ® However, earlier inthe Tokyo session, the MOF s Kensda L35

asted that ihe country's forex policy ®remains unchanged despuie the yen's rapid decline. South
Komean officiale contimued i complain ohowt the weaker yem. The dollar was s changed
ag_pinm e emro

Japan: Japan's L:admg diffission index rose fo 25 in Movembier fom a seeo reading in

Octaer, while November household spending was g 0.0%, The Nikkel 229 index and the  (Emiltis —— T40AM  Chanss
TOPMX sndes; were down 0.5% gnd 0.7% &5 bank stocks weakened further. The TOPDX bank {5,000 e 0P
andex fell 1.8%, MGH yields were unchanged v down 2 bps, The MGH 1il-pear suction wes Thatlasd TN 0|4
will bad, with & coupan of |.4% and the highest coverage ratio since [959 81 1115 imes. Tndudnsia 1wl a%ins
Walysia a7 LIPS

Emerging Asia: Emerping Asign stock markets wers mn:ed. The Hang Seng and Singapomn: 15“!1::“ I:II:I-'I:I :;::
indexes were off 2,3% and 1.0%. The Taiwan and Kosps indenes were up 10% and 2.1%, Taiwan 5, M -1.4%4
gided by strength in semicondsctor siocks. Hymix Semiconductor rose 150%, bolstered by ik mw'
. iicrman 5282 a 3%

of am offcr froms Micron Technalogy for the South Kemean chipmaker. Frersch CAT40 4,964 e
LLK. FTRE 5219 k]

Europe: Cerman unemployment rose a smaller-han-copected (00010 Deeember. The Bume | Russia 575
aren business climase index fell 1o -1.23 in December, its lowest level since 1996, Euro area P i
3000 Iwhor costs rose & larger than expecied 3.3%, The BOE pelicy commitie: began a twa-
doy series of meetings. European stock bowrses were mestly lower. The FTSE
underperfarmed, pressared by declines in netail sane and all ssues. HSBC was downgraded
by an analysis, eiling expesure oo Enron and Arpenting. Geman bund viglls wereup Hin &
bpa on strang Fraro area ecomamic data, UK gilt yiclds were higher by 4 bo |10 bass poinls.

Turkiv: Turkey's Mationa] |00 index was down 1.1% 1w 14,421 o@ seme profit-inking. The

lira wenkened 003%, The Torkish EMEBI+ sub-mdex spread namowed 6 bps bo 660 bps, while  [Credi Dygrecny 2046 AN Change hpe
the avierall ER B+ spread namowed 5 bps 1o TH bps. Larath Furfar 1.57% 1
10w {erman bund 448 L}

Latin America; The Argentine EMBE+ sub-index speead fell 4 bps to 4316 bps, while BraziF | Fms Ml B, .
EMBI+ pab-indes rose 3 hps i 835 bps. 3..1:.p.'u ¥, hills E!
5

I0TILE. gl
Commuodilics: Brent crads oil s cemently down $1.50 t0 820,52 a barre] fallowing mews of a

build in boti crude oil and distillan: isvenicnes

LS. Assets Overnight

Treasury copan prices are cumently down 118 1 14 paint in light trading. There are no majar
1.5, ecopamic siatistics scheduled for relesse today. Treasery will anction at 1 FM $6.0
billion | Byear inflazon-indensd netes. The Doe, &P 500 and Nasdag indis firures are
indicating o clear direction af the New York apen.

2 foial Eresigus Pencd
JPH Pralim. Laadieg Dilfusion inda, Moy, 250 41 0 j=as 187}
JPN Household Spending, Now *09% Wy HL1E Wy 1 4% yiy
GER Linmrploymaen, Des w0 =20, 000 w1 T Q00
ELUR 2001 Laber Cogis =11% 3 % +2 T% |wns =2 8%)
ELUR Business Chmate irdesx, D, -1.23 «1.4F -1 2w -1.18)
JAim Sharar
Far Inbamal Use Only 1302 112 A
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Tramiury Marked Foom 127658 QLOEAL FIMANCIAL MARKETS
Ti=othy Dulsnay, Direcior 1R TiAS AM
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Gormis [RAX EELE ] L1 B2 LI I I 1. 3%
Frapch Tl atet Fer % AR SR, -1 3%

U . FTSE- b 5311 A1H kI T 2.0kd -2 [
1K Hang g 11,441 11,734 -E11% 10,82 o3t [ETL
Karean Kispl 143 s L% A | e LR L
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Fedlsh g [T [ENTT] W 15413 (1179 [[ETT

Swiah Adricun J5E 10,681 1AL TiET =L 111 R 1%
ruman Halia el kel LEE ] [T B 411%;
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i=easl Emerging Markes Forbomiais
10T 745 AM

Curreacies
Uil (e [ bin i i B
L] ————— Percent Mw_.
len fafan Autasw S-dan Thicweek Thirmosth  Thifpewr (o)
lapan 13233 13163 iLAd%a 1% 0% 1A% 5% I51% -n.r'&
Euso LAY LT ol % I -3 1% 3,1%% A B
Fum¥en (JET T Y] 5% 1% &, T4 1% 11% LEL A%
1) | AdIE 1L 2% =1L B4 L e -2 A% ST
Aumraba 1AL 5135 4k1% ALY bats LT 1. A4.9% =J43%
Carcali 15054 (EL 1] [T 58 0% L L% ] % 4,14 A%
ik 178 ITAAS 1% (LT L% 1% it 1A% EEL
Thailand 2401 44.104% 0% 1.5% i 55 IR L% -1 -15.7%
Inddones s (R 2 P i 1.5% 0% ALY ALE ST EEEL
s brvui 1.0 180 it 04% 111 L% 0% B 0%
Philigpunes 1,54 51 0¥ -55%% 0.1% 1% 1% -R1% 24,1%
Snathi Karea o, rd 1588 DI 4% A10% 5% 8% SLE% S
TaiwEn ELELH 348 UL .35 k0% 8% 4% AL 8,40
S papan: 18468 1LBES (L1 % A1 A0% LI 045 5% 4%
Chirm RIS EX 0% [ LT ) LT 4% [TILS B
Birazil 2ATED LATER ALY -Lirks BE . -1LE -1E% <IH5% -E0
Memics aran LRELS -.1%a DA By EEe 5% 1% -18%
Chile SET.15 [EANE 1A% =L3% L% -0 A =142 B L
Col vl 20008 A5 L 0% B LM Dt 1. 5% -1.5% 1A% N9
WVenceatla T840 PEAED 1% BN A AL K% -bE% 4.1%% 1A%
Faland RELEH LR i Lt 1% LAt LB 4% 1%
Hoarggary 171,78 3ThA0 1% 1.3% B 5% LE% 1% =1L
Crech 14178 Ja1an B 1. 7%, A% =1 5% -15% 1% 1%
Rugiia LR a1l X .05 0% .20 L% =5 B% SR
Sairhi Africa 110 14210 R % HA4% 85 L L BT Bra ki
Teksy 1,397,000 1597 500 EiEL &.1%% 1,2% 40 4% BIrA LS e
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Phiilippines 1R 11E7 ALY At 4% 1.1% 1.3% 1M -
Heng Kong 1441 14 -3 5% -1LE 2.1% A% 4% Bl N
Souria Korea 51 T8 5. L LF% 4% 3% 1.3% ¥is <505
Tazwun Bl B LR L1 i [T 4% e A1
Sirgapore 1519 1704 =1 S "% 1 1% «18.7% EEE L
Chira 156 1£1.01 A3 ALY THE% it 51% LJIELS 1361 %
Brasil® (RIEL] i4isE a8 -15% -l L 4% BLE L B UL
Argernana” 3 M3 LT L% DO I % (1% 19.0% R
Bnicn® Bk | &ad1 [ 1 12% na% 3% 4% 13.7% -hi7%
Chile & a E AL 1A% A% i B 13.2% e S
Cokerlia ALE] 1058 L 7% 0.7% oLl % ~1_% I B A
Yeneruela [E1H EAl2 B 4.2% sLA% 4% A% T Had%
Palarad 15584 15149 9% il RE L 120% 12.0% e A =1.3%
Hengary Lo Tala 9% 4.0% i, 1% 1% 5% ik LI
Cooch a1 4l [TRLS o0 I.0% L% 2.0% -7 S LM%
Rrihia 1y o L% 4.3 A% 13.2% i2.3% LKL -
Soapih & s 18683 1aTaT “1,1% EIEES 1A% i FX 3 154% -LE%
Turkey 14431 T4ETR A% ALH% 1.0 L% A, 0% AA0% AT
Cinmsas 1578 2pall =1 % LT A% =B 0 -XA5% EELE Lo

* pibaa kagin aading i B, drpesi, e besico s B0 am, THim, a1 am I AN B s e Fred

Traamary Mundei foom
TlaDsddary, Fndoas
[ g ghy WLR)

01742

01200000000398



Nickoloff, Peter

S—
From: InestorGuide Daily [daily@investorguida.com]
Sent: Thursday, January 10, 2002 5:08 PM
To. peter nickoloffido, reas. gov
Subject: InvestorGuide Daily - January 10, 2002
InvesterGuide Daily Januwary 10, 2002
brought te you by
Investorduide (portall http://www. investorguide .. com
Investordards (glessary) http: / fwww. investorwords . com
WebhFinance Consulting htep: / fwww . webfinanceconsult ing . com

1f a friend forwarded you this message, gek a fres subseripbion by
sending any email message to daily@investorguide.com

Contenta:
Market Summary
Business News and Analyaie
Advertics with Us
Earnings
Word of the Day
Cn This Date
Kotable Juotable

Today's issue is sponsored by ChangeWave:

Double your momey in Ehe nexk alx months! The Masdag surge thar
gtarted in September is anly the beginning of a powerful tech
turnarcund. But the rising tide will not lift all beats this time
around. Be prepared ko act now! Sign up for Tobin Smith's FREE e-mail
geminar "Frofiting Prom Change" at:

hetp:/ fwww . changewave . com/ Eegy Ppeako=4CAROLS

market S ummary

The major market indices managed to pull up from earlier losses and
cloge near break-even. Mixed reports on holiday retail sgales kept the
indices near thelr opening levels. A couple of economic reporte were
released today, including the Cosmerce Department's November repoert on
wholesale inventeries and the Labor Department's wesekly report on new
jobless claims. Inventories f211 by 1.1% while the number of new
jobless claims fell by 58,000, The Dow blue-chip index closed 26.23
poinks lower (-0.26%) while the Wasdag tech index galned 2.35 points

[+0,11%} .

Dow Jomes Industcrials: 10087 .84 -26.23 =0, 26
Wasdag Compoelta: 2047 .24 +2.35 40,114
B&P 500 11845.585 +1.41 +0.12%
30-year Treasury Bond; 5.411% -0.087

Per more news and information on the market, investing, and pereonal
finance, please wvisit hotp: /S fwww. investorguide. com

Bus iness o= W = and analveils
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The number of Americans filing new claims for unemployment benefita
dropped during the firat week of the pew year, suggescing the huge
wave of layoffs triggered by the recesalon and the berrorist attacks
may be abating. (sourge: MENECD)
http'._.".u"m.invcul:urguid:.:mf:gi-hinf:iail:,f.i:g’:i.?l:ls.sai

The controversy over the Enron bankruptey and the energy company's
dealings with the Bush administration expanded this morning as the
White House acknowledged that senior Bush officials received sarly
warning from Enron and suggested that Enrcn wankted the government to
Intervens Lo profeco ire bBondhalders. [(source: Washington Post)
http-._.".u"'-rw.inveutnrguidc.:m_.":g:i -bin/daily.cgi?05584

Amalyais;

Techaolagy began 2002 as the darling of the stock markest, even
heralded ae cthe "firet baby of the Hew Year" by Lipper Inc., the
mutual fund research firm. The early sprint raised investors' hopes
that the sector will lead bthe market higher, buk analysts caution that
the outleck for tech — and tech funds — is atill guite uneertalin.
imource: ABC Mews)

htep:ffwww, investorguidse. comfegi-binSdaily . egi?05565

The Enron debacle won't be President Bush's Whitewater. It will be
much worae. Unlike the Whitewater de=al that dogged the last
administration, the collapse of the natien's largest snergy trader
inta the pation®s largest bankruptey last month is set o go straight
e bhe heart of exposing what is wrong with bthe way the Bush
administration is conducting iteelf these daya. (source: MarkecWatsh)
htep: S/ Swww, investorguide. com/egi-bin/daily . egi? 05584

Don't look Ffor Yahoo! ta fallaw the FHLH. Ser b"_p' rival America Onlins
and merge wikh a larger partper -- at least nob just yet, A year after
America Online and Time Warner completed their £108 billion mega deal,
Yahoo! 18 atlll El:r'il'l.g golao. The Internek P-HII:-H]., now under the
guidance of CEC Terry Semel, ia no lenger the etrusgling dotb.com of
last year. {source: CnnMoney)

hetp: /fwww, investorgulde . com/egl-bin/daily. cgi 05587

In Brief:

= The report on whelepale inventories from the U.5, Department of
Copmerce indicated that inventeories fell 1.1% to $290.4 billiom in
Hovember .

If wou have any friends ar ecalleagues whe waould appreciste gebbing
this news avery day, follow this link (er if you prefer, simply
forward this issues to them) :

http: ffwww. investorguide . comfogi -bin/recommenddaily. ogi

You can research companies mentloned ln today's news by feolleowing

these links:

ROL hotp: /fwew, investorguide, com/cgi -bin/r. cgl Fname=ACL
Enron hetp: f fwerw . iovestorguide . comfecgi-bin/r.cgi *nare=EHE
Yahoo hetp: F wrerw . Lnive storguide. comy cgi-bin/r.cql fname=YH0O0

You can research any publiely Braded company by fallawing thig limk:
http: /fwww, investorguide . com/ rasearch,. html

advertlee with u e

Did you kngw that advertising im InvesterGuide Dally is a great way Lo
reach cwer 63,000 online iaveatora? If you have a product or service
that you think cur readers could benefit from, please send us an ema’’

at advertised@investorguide . com. 0 l
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earninges

Thursday's major earnlnmge reports:

Company MNase [(Ticker): actual, expected, same g last year
AV Corp (AVE): s0.02, s0.02, 0. 93

Cres (CREE]: S0.08, 50.09, £0.14

Infosys Tech [LHFY): s0. 32, a0.31, 50.26

Rambus [RMBE) : E0.06, 50.05, $0.12
Rational &ftwr (RATL): 50.407, 5006, £0.24
Friday's major expected sarnings reports

Company Mame (Ticker): expected, same g last year

BELT Corp [(BET) : s0.82, S0.5B

Far more earnings information, check out
hetp:/ fwaw. Lnvestorguide . comfearningscalendars . himl

word a f t h & day

amerging market - A financial market of a developlng country, usually
a small market with a short cperating histary.

For more financial terms, please wisit htsp:/fwww. investorwords, com,

o n th L & d aca

Januwary 16, 2001: U.S. regulakors approve the merger between America
online and Time Warner, creating the ACL Time Warner media powerhouse.

noeotablae guoctbtablaes

"Hecessity mever mades a good bargain.” - Benjamin Franklim

Copyright 2002 by Investorfuide.com, Ine.

InveatorGuide Daily is designed to keep you informed of the latesat
invearing news, It includes a wmarket summary, kop news, IPOB, earnings
and mere. .. everyehing you nesd to invest better, every day. You can
alsa find this newsletter every evening at

hiep:/ fwwie. investarguide, eomfdally . html

This strictly opt-in newsletter is published by Investorduide.com
{http: ffwww ., investorguide. com) , and ig aent only to those who hawe
gpecifically requested it. Ho infermaticon gathered from newsletter
subscribers, including e-mail addresses, is ever shared with or sold
to any third-party. If you know others who might like to receive
InvestorGuide Daily, feel free to forward this issue ta them. To
gubgcribe, eend any message to dailysinvestorguide.com. To
unsubscribe, send any message to inveatorguidedally-cffemall-list.com.
If you would like to advertise in thia newsletter or on any of the
InveptorGuide websites, please coptact advertised@investorguide.com

Investorduide . com has no conkrol over che aitea we link to, is not

affiliaced with theae sltes, and cannct take respensibility for thelr
guality ar suirabillty. The newa, earnings, and ITP2 information is not
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meant to be comprehensive, and data provided is not guaranteed to be
accurate. We are not responsible for claime made by advercisers and
sponsars . Anyons who makes investment decislonsz based on what they
read hers does go ak cheir ewn risk and cannot hold WebFinance Ing.

[DpEaA InvestarGuide.sem, Inc.) or lte employvess responsible. For the
camplete digclalmer please ses

hetp: S fwww . bnvestorguide, comfdisclaimer . html
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Nickoloff, Peter

i ———— ————— —
From: ERisk [ERisk@email eRigks com]
Sent: Friday, Jamuary 11, 2002 12:40 PM
Ta: peter nickoloffi@do. treas gov
Subject: ERisk Essentials
<htip:/iwww. erisk.com/images/essential logo gif=

Weekly

Review
It this week's round-up <htipeiemaileRisks comiegi-bin 10 Mo Ty=hNuSODNAEOCIE bdypOAbe of economit, banking and Insurance indusiry news fiem
an enterprse risk maragermen persps clive; Argentina devalues, and e bankng seclor counts the oost H-:_Errmn ool thickeng; Ml Lynch cuis
slaf and lakes 8 52.% billion restructuning charge; there's a changs of mansgamaent at American Fe, Calfomis refuses to aliow terrar coves exchusions.

Analysis
The prospacts for the growth af allssmagivie fisk iransfar (ART) have never been batbarn, many inaurancs industry experis believe. And creds e
<hitp-femai eRisks somiag-rin 10 Ty=hMusSaDRAR0 CIE NS 0AZ > in fum, has been louted as patenSally e 1agtest-prowng area of ART. Bul wil
the rige in dalawes and credit dosngrades discaurage reinsurars fom wiling new credl prodection, of is credit insurance: =8l a profitashs Dusiness 1o B
in¥

Viewpoint
Cian paychoiogical prasling be used to fmare criminals out of Se banking system? Tha developers of new product Risk Values belicve 3o, and in aur
sErani A, <hilp:emall. cPsks. comiog-brm 1 0MaTe=h N 500N 200G E0desiia > they argue thal tacuging on tha molraton of Bank cuslmarns is R
irhenently betber gaproach than aciboral transachon mani GO,
SV avavahe ) ) .
Cur CRO Proflg <htp:iemaileRisks, comieg-bind AMgTy=hNuSODhE0C ECEOnDAL ol Envique Siajorada, head of risk conbrol a1 ersangy Arm
Calpina.

Reflections on Risk it e - .
Aap-a-rtnlm,u-rw-.u-nrzﬂELmi-r.iluﬂammmnkmkrrun:gnsu:iullusamnu'amﬂ-u:ll'lail.m Comoe [heiem WEar -3
special festune <hiipdemal sRisks comicpi-bint (e TyshRUSIONA20CEMIDmOAes by ERik's Duncan Wood, inpiuding contributions from sk
managers 3 CSFE, Lioyds TSE, KeyGomp and CIBC.

Events Calendar
DOur Teatured gvant <hitp: tamail. efisks, comicgi-Hint (M0 FyshuSIONMZ0CE DR YIAD> for January is I Bast Practos in Capial Alocafion
il /el eR s comicg-ain 1 Clla Tys R U SOOMNAVEIG EDowiiab>, a threa-day conlerance that promises to cover Sapital Trom & siategic
perspectve, and baalures speskans fom AON, Rabobank, Deutsche Bank and Maril Lynch. Olher evenils i January inclucs conferences and
spminars an madeling credil nsk in emerging markels, weather nsk, collaleral reanagement and oparational risk. Plus, delaits of ofer s

ﬂ[anti?:_mt events 2king place thepughout 2008,
CERETTS

o

?f:u.;mmrr 18.000 risk prafessionals receive this email every week, To find oul how paur Messags cowd /Amach Mem, ma us al infedlensk.com

.7.‘_:,5_
Tha ER sk Essentials is pubilafed evedy Friday by ERis o0

T subaciibs i s newsieher, please regsbs Tl e
Ta unsubsoribe, 3GoesE your acesunt shipiemall. eRsks, oo

wivaine virl relaived this massage. )
If you have forgalien your pasawond, folke ths link =nttpolemal sRishe comicgi-bin 10 =nHuS 10N ME0CIEIRERIACGS 1o reset it
Far lachpical support queries, pleass email & i b oM <malbosupporiie gk, o

AR ETREINAY S o SUr wWeERa,
800 Yolr usearname is the amail addreas

<http:femail.eRisks.c
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Nickoloff, Peter

— e ]
From: InvesiorGuide Daily [dafviinsesiorguide.cam)]
Sent: Friday, Januwary 11, 2002 5:34 PM
Ta: peter. nickolofifido reas gov
Subject: IrvesiorGuide Daily - January 11, 2002
InvestorGuide Daily January L1, 2002

brought to you by

InvestorGuide (portall hetp: //www. lovestorguide. com
Investordords (glossary!) http: f fwew . investorwords .. com
WebFinance Canaulting htkp:/ fwew  webfinanceconsulting. com

If a friend forwarded you this message, get a free subscription by
sending any email messags to dally@investorguide.com

Today's issue is sponsored by Ameritrade:

Thers's a time and a place for everything. Usually it'e now. Discover
the advantages of Ameritrade with convenient client services, powerful
rools and advanced trading techneoleogy. Trade Smarter. Jpen an
rseritrade® account today and receive 25 commission-free Crades.

neep: f fwew . investorguide . com/Ameritrade.htm

Contenkts:
Marketb Summary
Susiness Hews and Analysis
Earnings
Word af the Day
on This Datbke
¥otable Quotable

markaet Eummary

The major indices fell under selling pressure duripg afterncon trading
aftemy Federal Resesve Chalrman Alan Greenepan commented on the economy
when he spoke at the Bay Area Council in San Francisce. Although his
remarks were expected, they had a negative effect on stocke. The day
started with the release of the Producer Price Incex that fell 0.7% in
December, lower than the expected 0.2%. The primary reagen was the
stesp decline in energy prices. Although volume was low, the Dow fell
belaw the 10,000 mark loosing B0.33 pointa while the Nasdag lost 24.78
pointe.

Dow Jones Industriale: 987 .81 =80.33 -0.80%
Hagdag Compomite: 2023 .46 -24 .78 -1.21%
SEP 500: 1145.42 -11.13 -0, 96k
ib-year Treasury Bond: 5.360% =0.053

For more news and information on the market, imvesting, and personal
finance, please vislt http://www.investorguide. com

buainess ne wa and analysisg
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Ford Motor Company unveiled a sweeping overhaul inwalving 32,000 job
losses in North America, five plant closures there and a $4.1 billiom
restruckturing charge. Including previcusly announced job losses
alsewher= in the world, Ford will shed 35,000 jobe. (acurce: Financial
Times)

hebtp:/Swww, investorguide , com/cgi-bin/daily . egi?05588

The U.8, sconomy faces "significant risks in che near term,* Pederal
Eeserve Chairman Alan Gresngpan said Friday while peointing bo some
signg of recovery. (source: MarketWatch!

htetp:/ fwww. investorguide . com/cgi-bin/daily.cgi?0558%

Analysie:

A wave of controversy stirred up by the collapse of ensrgy giant,
Enren, has washed up at the front door of the White House. Amid a
speries of potentially embarrassing revelaticne, the Bush
administration faces a new test., {(source: The Econcmist)
http://www, investorguide. com/ogi-bin/daily. egi?05530

areund midyear, investors will be getting a better look at corporate
balance sheets, thanks to new accounting rules covering goodwill and
how to reflect its impalirment. {scurce: COFD.Com)
httPLfwau.invastqrguiﬂ!-Eﬂmfcgi'binfdﬂilf.Egi?ﬂﬁﬁﬁl

As the White House steps up scrutiny of 401(k} plans, lawmakers are
threatening legialation te curb company stock holdings and employers
gre reviewing their plans. (source: USA Taday)

http: / fwww. investorguide.com/egi-binfdaily . ogi? 05532

In Brief:
- UBS Warburg wase the winning bidder in Enron’s trading operations;
Enron will retain cwnership of 49%% of the businease,

If you have any friends or colleagues who would appraciate getting
this news svery day, follew this link {or if you prefer, simply
forward thie issus to them):
http:ffuww-aneaturguiﬂ:-cnmfagl-binfrthmm:nddaily.cgi

You can research companies mentioned in teday'a news by follewing
thege links:

Enron htep:/ fwww. investorguide.com/cgi-bin/r.cgitname-EHE
Ford htep:/ fwww._investorguide.com/cgi-bin/r.egifnames¥
UBS Warburg http:/ fwww. investorguide . com/cgi-bin/r. cgi?name=UBS

vou can research any publicly kraded company by folleowing this link:
htep://www. inveatorguide. com/research. html

earningas

Friday's majar earnings reports:

Company Wame {Ticker): actual, expected, same g laat year
BEET Corp (BBT): 50.E3, 50.62, £0.58
Monday's majer expected earninge reporkbs:

Company Name [Ticker} : axpected, same g last Year

Charies Schwab (SCH) : 50.08, sSD.22

E*Trade {(ET]: 0,04, 0.02

Fannie Mae [(FHM]: 51.33, 51.13

Morthers Trugkt [(MTER]: 50.54, 50.54

For more earnings informatisn, check out
http:/ fwww . investorguide. comf/earningacalendars.html
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Wwa rd o £ the davy

Floater - B fixed income instrument which has a coupon rate or
interest rate that varies based on & short term rate index. A floater
is ge=nerally advantagecus when interest rates are rising. opposite of
inverae floater,

For more financial terms, please visit http:// www, investorwords.com

o m Ehis dactaea

January 11, 1737: Alexander Hamilton, the [irat U.5. Sscretary of the
Treasury, is born.

notablae qguotable

"Foreign Aid: Taxing poor pecple in rich countries for the benefit of
rich peaple in poor countries." - Barnard Rosenberg

Copyright 2002 by InvestorGuide.cam, Inc,

Investorduide Dally is designed to Keep you informed of the latest
investing news. It includes a market summary, bop news, IPOS, carnings
and more...everything you need to invest better, every day. You <can
aleo find this newsletter every evening at

http://wwe. investorguide. comfdaily . html

This strictly opt-in newsletter is published by InvestorGuide.com
{hrtp:/www, investorguide,com), and is sent only to those who have
specifically requested it. Mo information gathered from newsletter
pubscribers, ifncluding e-mail addresses, i ever shared with or sold
to any third-party. If wou know others who might like Co receive
InvestorGuide Daily, feel free to forward this issue to them. To
pubscribe, send any message to dailysinveatorguide.com. To
unsubscribe, send any message to investorguidedaily-off@mail-1iset.com.
1f you would like to advertise in this newsletter or on any of the
Investortuide webaites, please contact advertise@investorguide.com

Investorduids . cor has no control aver the sites we link to, 1e not
affiliated with these sites, and cannok take responsikility for their
guality or suitability. The news, earnings, and IPO information 1B oot
meant to be comprehensive, and data provided is not guaranteed to be
accurate. We are not regpongible for claims made by advertisers and
sponsorg, Anyone who makes investment decisions based on what Chey
read here does so at their own risk and canpot hold WebFinamce IRC.
[DBA Inveatorduide.cosm, Inc.) or its employees responsible. For the
complete disclaimer please ses

hitp:/fwww. investorguide . comfdisclaimer html
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Mickoloff, Peter

* ]

From: Sharer, James

Sant: Tuasday, January 15, 2002 4:43 P

To: _DL_Market Group; Andrew D. Sacher; David Griffiths; Eric H, Otto; Jay Hoffman; Lundsager,
Meg. Fhilippa Malmgren; reidip; Shevlin, Thomas, wallarjg, wayneea

Subject: Fimancial Markels Night Report 171502

= LL5. equities moved higher, bolstered by strength in financial and bank stocks.
= Treasury prices moved higher ahead of tomorrow's slate of U.5. economic data.

LLE. equity markets closed with medest gains m aclive Irading, aided by sfrength in financial and bank issues, Analysis
awail eamings news afier the close from Intel Corp. and Juniper Netwaorks, The NYSE suspended frading in Enron Gorp.
and plans to delist the stock following the flinancal collapse of the firm late last year. K-Mart fell 13.7% to 3245 and s
dowm 55% since December 31 on expectations the firm may soon file for bankrupicy. The best stock performers today
ware financial, bank, software, oll, insurance and compuber Bsues.

Analysts expaedt tomomow's CPI report for December will be unchanged following an unchanged report in November. The
Decermber core CPI is sean up 0.2% afler ising 0.4% i November. The December indusinial production repor s
expecied bo be unchanged, while capacity ulilizatian I seen edging down fo 74 6% from 74.7% in Movember. The Fed's
"Beige Book" repor g scheduled for release af 2 PR tomomow.

Treasury coupon prices were unchanged to up 5/8 point in moderate trading. Traders noled reduced concems over
inflaton, the unwinding of corparate hedges and remained influenced by Fed Chairman Greenspan's recant words of
cautan regarding the LS. economy. Treasury aucboned today 36.0 billlon $-week T-bills 1o pay down 56.0 billicn, The
results were as fiollows:

Avarded rate: 1.805% Coverage ratio: 4.58 times

Today's awarded rate comparas with last week's awarded rale of 1.660%.

The January Federal funds futures coniract was unchanged ai 1.72%, while the February and March contracts rose 2 bps
and 1 bp 1o 1.81% and 1.59%, respactvely.

The February crude oil contract edged up $0.01 to $18.90 a bammel ahead of AP oll inventory data tonight. The February
natural gas contract rose 20,04 1o 52,29 per million biu. Spol godd fell $1.00 fo 528410 an ounce.

The dollar appreciated 1.3% against the ewro and was 0.5% weaker agansi the yan. The dollar was 0.6% firmer against
the British pound and 1.0% firmer against the Swiss franc, The Canadsan dollar firmed 0.4% following today's BOC 25 bps
gasing. The BOC has eased eleven times since the star of 2001 for a total of 375 bps.

Latin American equily markets closed mixed, with the Bolsa outparforming by dimbing 2.9%. Mexico's peso firmed 0.3%
on news thal Filch boaogsted the country's dabi rating to iInvestment grade (lo BBE- from BB +), The Argenlineg peso was bid
at1.80. Brazi's real firmed 0.8% and Bovespe edged lower by 0.9%.

T EMEl* spread widened 3 bps to 732 bps over the comparable Treasuries. Other EMBI+ sub-indases namowed on tha
day, including Argentina (-38 to 4639), Brazil (-3 to 863). Mexico's sub-index was flat at 319, while Turkey's sub-index
rase 15 bps lo 702 bps.

Tomorrow's Events: Tima Consensus Expactation Pravious Period
JPM BOJ Policy Board Meating
UK Claimant Jobless, Dec, +7,000 mim +4,800 mim
L3 CPI, Dec, 830 AM unch unch
LIS Business Imsantories, Maov, B30 AM -0.7% -1.4% mim
S Industrial Produetion, Deg, 0:15 AM urchy -0,3% '
Jan bR D!
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= LL5. equities moved higher, bokstared by airength in financial and bank stocks.
= Treasury prices moved highar abakd of lormarrow’s slaie of ILS, sconomic data.

LES. squity markeis closed with modest gaies in active trading, sidad by siranglh in inancial
and bank issuas. AnalyFIE swal aamengs e allar the cicss fom intsl Corp. and Juniper
Metworks., The NYSE suspendad Irsding in Enion Corp, and plans 1o delial e sloc
folicswing 1he dnancial collagma of I Tem ke lael yaar K-Mad fell 173 7% 0 £2.45 ond s
duwn 55% snco Decomber 31 on cxpociabions e fm may soon Tle e bankrugicy. The
baEd dlack padonters oday ware financial, bank, sofbwars, o, INSWRNSS G GO
R

Araiyiln axpec] lamormew's CP nepon for Decombor will ba unchanged Sollowing an
unchanged repod in Movember. The December core CPI is seen up 0.2% afer rising 04%
i Movambir, The Dsecarmibssr induilil geoducion mpord m oapociod o be unchanged,
witvln capacihy utiization is seen edging down fo T48% fom T4.7% in Nowember, The
Feds "Beios Dock™ repor & scheduled for rekaase al 2 PM bomionme

Treasury coupon prioes wene unchanged 10 up 5% il n medamals irading, Traden noled
reduced conoerns v indiation, the urreircing o torporale hedges and rmainsd
influenced by Fed Chainman Gresrapan's mean] wands of caulion rgarding the U S,
eoonomy. Treasury auckoned Ipday 38 0 Blce 4-wepk T-DEl 9 pay down 56,0 bilgn,
T resulls were a5 lodlows:

fmarcec rote: 1.80%%  Coverage raticc 4.59 limes

Testhay's pwanied rabs companes will lnst vesok's oeonded rabe of 1.660%.

Thez danuary Fadaral furcs Tulunes coriradd was unchanged & 1.77%, while fhe Bebuany
and March conlracts rose 2 bps and 1 Bp 02 1,695 and 1.50%. méapetdiely

Thee Feuary cruds ol contract edged up $0.01 10 51850 a bamed ahaad of AP oil
irraanlony dala esghl. The Februpry natwnsl ges corirsct roae $0.04 o 52229 per milion
Ly, Spob gold fol $1.00 40 S284. 10 an ource.

Tha dilar approciaied 1.3% agains! the suro and was 05% wealier against tha yen. The
doflar was 0.5% firmer against the Brilsh pound and 1.0% Tirme agans) 78 Swiss iranc,
The Canadian collar firmed 0.4% Ioliowing today's BOC 25 bps essing. The BOC has
aased ehowen s Snce o stan of 2001 for & eta of 375 bps

Lafn Amdsican aquity markels cleded mived, =it e Dolsa oulpsdorming by cimbing
25%, Mpmisn's: pesn frred 0005 o rews thal Fiich boosted the country's debt rating o
inssieiimanl grade (% BEE- from BE+). The Argendine poso was bid at 1 80, Brazils rool
firmed 0.8% and Bovespa coged lowes by 055

Thia EMBI+ giwasd widansd 3 bps lo 732 bps ower the comparable Tressuies. Qther
EMEN sub-indasag nariwad o0 the day. indudirg Argertina (-3 ko 4638}, Brazl {3 &
BEZL Mouico's sub-indas was fal @ 310, whils Turkey's gub-indexs ross 15 bes 1o TO2 bos.
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- L8, squitins movad higher, bolstered by strength in financial and bank slecks,
- Treamury prices. movesd higher shoad of lomormoe’s slade of ULS. ecomnamic data

LUE. equity markiols chosad with modesl ga i in @ctive rading, sided by strengih in financial
el Bank mhoes. Arolysts awast earmings rews altor thie dlose from Watel Comp. and Jusipor
Matwarks. The MY'SE suspended trading In Ennon Coap, and plans b daksl @ slock
follcraonyg the frarcisl collapse of the fem lafe last yoar. K-Man fell 12 7% bo $2.45 and &
ciown E5 sinca Decevidss 31 on dapactsfions e fimm may soen fle for bankmupticy. Tho
basl shock paformans today wand finandal, bk, soltwans, oll, ngwancs and computer
issups.

FAnakysts ewpescl iomomow's SF1 report Tor Decambar will be uschangaod bolloring an
unchanged repart in Movember. The Decambar corg CP1 i gesr up 0.2% alter rsing 04%
In Movembaer. The Deomber indusiial producton negee & arpechsd i B uncFdeged
whikd capacity uliizaBen & siia adgng down 1o T4 5% fom T4.7% 0 Novembar, The
Fie's "Badge Book® report 1 schaculnd for relaaes al 2 PM tomonos,

Tressury coupon prcas wers unchanged 1o up 5% point i modanats reding, Tiaders nolid
racchil concems ovar inflaton, the unwinding of corporale: hedges and remained
induanesd by Fed Chaimman Geeanspan's recen| words of caulion regarding the LS
asromy. Treaswy seclicred oday 38 0 bilion d-weak T-bils o pay down $6.0 blkon.

Thiz results ware as tolloes:

Awarded rabe: 1.605% Cowecago dmlia: 459 limes

Today's awanded ralo companss with lasl wisok's aevinded rats of 166805

Thi January Feders funds futunes coniract was unchanged al 1.72%, whila tha Fahuiary
e Migich cosieRcta man 2 Beo snd 1 Bp o 1.81% and 1. 56%. respecihecly.

Thi Fabnsary Grude off contract edged up $0.07 10 51850 a barral abead of AF il
imveriony dals iznight  The February nalural gas condract rose $0.04 f0 €2 2% par million
oy Spol goad fiell £1.00 1o §284.10 an ounis

The dolls appreciated 1.0% against thie euro and was 0.5% weaker against tha ven. Tha
il v (65 Rrmmeer agesinst Bha Belish pound and 1.0% fermer agakrs] the Swiss franc.
T Cangedian dalar firmed 04% follownyg 1oday's BOG 25 bps pasing. The BOC has
aiasnd daven Gmas aincr (i stad ol 2001 Sor a fotsl of 375 bps

Latin American equily markets closed missd, wilh e Bolis sulpeferming by cimbing
2.8%. Mexoo's peso Timed 0.3 on noves thal Filoh Boosiod T countny's Sall raling 1
rrwagiored grade (ko BBA- from BE+). The Argontine peso was bid at 1 60, Beazils real
femd 0.5% and Bovaipa edged lower by 093,

Thix EMBEH sprosd widened 3 bps b 732 bps cver the oomparabis Tressunias. Ol
EMBl® gub-indameg namowesd on the day, including Argondna (=38 ko 46305, Brazi [-9 6
BA3). Moexicd's sub-index was flat at 318, while Turkey's sub-indax rose 15 Bps 1o 702 bps.
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Nickoloff, Peter

e ———

From: InvestorZuide Daily [dadyi@ivesiorguide. com)
Sent: Tuesday, January 15, 2002 5:17 PM
Ta: pater nickoloffi@do reas.gov
Subject: InvestorGuide Daily - January 15, 2002
InvestarBuide Daily Jarnuary 15, 2002

brought te you by
InvestarGuide (portal) htep: f fwwe . investorguide, com
InvestorWords i(gloasary) htkp:/ fwwe, investorworde , com
WebFinance Consulting htep:/ fwww . webf inanceconaulting . com

If a friend forwarded you this message, get a free subscriptiocn by
aanding any &mail message to daily@investorguide.com

Contents:
Markekt Summary
Business Mews and Bnalyeila
Tomments
Barnings
Word of che Day
Hotable Quotable

Today"s issue i3 sponscred by InvesterPlace. com:

FREE Repcrt from America's top tech advisor. Full details on what
comea next for tech PLUS & specific picks to make you 50%-to-75%
RICHER in 2002. Don't misa ouk:

hetp: f fwww. ppi-orders . com/ index . htm?promo code=1AR2132

marhkaeet E UummaT&zT Yy

The day began with a release of ecocnomic news and showed December
retail sales declined only 0.1%, better than the expected 1.2%.
Throughout the day, the major indices wvacillated, but, in the =nd,
they managed a modest gain in anticipation of after-the-close sarnings
reports. The early news is good; eBay reported fourth-guarter
operating sarnings of 14 centa, beating estimates, and Inke=l anncunced
a profit of 15 cents per share, aleo better than expected. At the
clogse, the Dow had gained more than 32 points, and the Nasdag finished
up 19 pointa.

Dow Jonea Induscrials: 5924 .18 L3273 #0334
Masdag Composite: 2000.91 +10.17 +0.51%
S&P S500: 1146 .02 +7.461 +. DETE
30-year Treasury Bond: 5.3358 =0, 041

For more mews and information on the market, investing, and personal
Einance, please visit http://www. investergulde . com

businesas neWws and analyeias

Dire prediccione of holiday sales gloom failed to come true in
1
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December as sales at U.5. retailers slipped a smaller-than-expected
1.1 percent in the monkth, according to 2 report from the Commerce
Department released on Tuesday. [(source: Washington Post)

http:/ www. investerguide . comfogl-bin/daily. cgi 705613

TechNet, which represents about 250 high-tech heavy hittere, released
& report Tuesday asking the Bush administration to jump-start the
adoptien of alfordable high-speed Internet accegs through a series of
initiatives that include offering tax incentives and removing
regulatory hurdles. {(source: CNET)

hetp: /fwww . dnvestorguide . com/ogl -bin/daily. cgiToS614

Analysis:

Most of the attention paid te Enron'e finances has focused on its
balapce sheet--in particular how it hid debt by allocating it to
supposadly independent private partnerships. But the jet engine of
Enron's share-price rise was not its asset and liabllity picture, bug
its otherworldly increase in revenus: Between 1956 and 2000, Enren
reported an increase in eales from %$13.3 billilem ea S100.8 Billion,
(gaures: Farbes)

hetp: /fwww. investorguide. com/cgi-bin/daily. cgiTo8e1s

Andersen is not the conly Bilg Pive accounting firs in hot water with
Che Securities and Exchange Commission. The goverament's top financial
cop cengured KPME for auditor independence vioclaticns because
apparently, KPMG audited & company it had an investment in., (source:
CFD. com)

http://www.investorguide.cem/egi-bin/daily.cgi? 05618

Tech stocks pour on the bubbly. As the market heads intc a challenging
earnings geason, tech wvaluations already look too good to be true,
[(fource:; BuBiness 2.4}

http:/ fwww. investerguide . com/ogl-bin/daily. cgi 705617

In Brief.
= The Hew York Ztock Exchange saild it would delist Enron shares.

If you have any friends or colleagues who would appreciate getting
thiz news every day, follow this link {or if you prefer, simply
forward this issue to them) :

http://www, investorguide. com/cgi-bin/recommenddaily . egi

¥ou can research companies mentioned in teday's news by following
chege links:

=Bay http: /fwes. investorguide . com/cgi-bin/r.ogi fname=ERAY
Enran http: /S www. investorguide . com/egi-bin/r . cgi Tname=ENE
Intel http://www. investorguide. com/egi-bin/r. ogitname=INTC

¥ou can research any publicly traded company by Eollowing this link:
http:/ /www,.investorguids . com/ research. html

Eomments

A time-teated principle of investing is to zig when others are
zagging... if you aveid the herd mentality, you will be better off, on
average. The same applies to business itself. In the recent economic
downturn, conditions became more challenging for just about every
company, but companies that are bullt te last turned this to thels
advantage. They found it easier to hire great employees who were being
laid off indiscriminately at struggling companies. They feund it
cheaper to acquire struggling competitors. They found it cheaper ta
advertise, especially online. And in general, they found it easier to
cut more favorable deals, because their partners were desperate. When
times are tough, companies with vision lesk far and find

‘ 01784

01200000000440



oppartunities, and long-term investore can benefir from fdencifying
and investing in such companies.

For additicnal investing ideas and insight from the CEO of
Investorduids . com, visit hotp://fwww, Commence . com

[ree

earnoings

Tueaday's major =arnings reports:

Company Mame (Ticker): actual, expected, same g laskt yvear
Charleg Schwab {SCH) : 50,408, 50,08, 0,11
Check Point Eftwr (CHEF) : 30,30, 50,29, 50.31
DaubleClick (DCLEK) - -50.48, =50,05, S0.00
aBay (EBAY] : 50,14, 50,13, s0.085
Forept Labe (FREX) s 50,47, S0 44, 0.1
Handepring ({HAMND) - -50. 186, -850, 14, -E0.07
Intel [INTC): s50.15, S.11, B0 .38
Juniper Mtwks {JHER): g0, 08, S0 .0E, Ed .24
Mellon Bank [(MEL} = S0.3m, sh. 38, £0.37
MIPS Techa (MIPS}: -50. 05, -50. 08, £0.14
Pervasive Sftwr (BVEW] : S0.08, fnfa, -50.08
EF Micro Device (REFMD) 0. 02, S0.02, S0.0%
8BS Tech [(SBEE). -50.83, nfa, £0_32
Tyea Intl (TYCO) £0.74, g0 .Ta, £4 _E9
Vigual NWetworks [VNWE] : -50.01, -50.03, -£0.31
Wells Farga [WFC): 50.69, 50.68, 50.65
Wadnesday's majoer expected earninge reporta:

Company Hame {Ticker): expected, same g last year
Abbott Labks [ABT) : $0.52, 40.48

Bdvanced Micra (BMD] : -50.18, 80.53

AMR Corp (AMR) : -54.93, 30.34

Apple Computer (ARPL); $0.11, -50.73

Bank Ome (ONE) : %0.85, =50.44

Brio Tech (BEIO) : =50.04, =50.01

Compag (CPQ} : -&0.01, &0.30
Continentcal Alr (CAL): -5d .58, 50.81
DigitalThiak (DTHE] : -%0.08, -%0.17

Extrems Networks (EXTR]: 30,91, 30,11

Genentech (DEA) = £0.20, 80,168

General Moters (OM]: §0.53, 51.15

Harrie Corp (HES) 30.248, 50,30

Inktomi {INKT) : =50.11, 30,01

JP Morgan Chase (JPM): §0.33, 50.37

Knight Trading {(MITE): 50.10, s0.28
Macramedia [MACE) @ -50.14, £0.29

Mercury Computer (MRCY] : 50.15, 0,30

Redback Htwrka {(RBAE) 1 -50.22, S0.05

Sonue Hetworka (S0HS): -50.05, S0.00
SaouthTrust (SO0TR) = S0.42, S0.37

SBymantec [(EYMC] & 50.84, 50.78
Travelocity.com (TVLY] : 50.10, -50,05

Yahoo! [YHOOQ : 0,401, s$0.13

For more earnings information, check out

http: / fwww. investorguide .. comfearningecalendare . html

woord a f L h = d ay

[R—

rate-improvement - A fixed rate mortgages provision which gives the
borrower a onetime opeion Eo reduse Bhe intersest rate, without
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refinancing, near the Beginning of the mortgage.

For more finsncial berms, please vigit hitp: S/ www. investorwords. com.

notables guocotahble

"It's given new meaning to me of the seisaeifis term black hale.® -
Time, Inc. CEO Don Logan when asked how much Time Tac. had spenk
developing its Pathlinder web site

Copyright 2002 by InvestorGuids.caom, Inc.

InvestorGuide Daily is designed ko keep yvou informed of the latesst
investing news. It includes a market summacy, top news, IFO3s, esarnings
and more. . .esverything you need to invest better, swvery day. You can
alss find this newsletter every svening atc

http:/ fwww . investorguide .com/daily.html

This strictly opt-in newsletter is published by InvestorGuide.com
{htep:/ fwww. investorguide.com), and is sent only teo those who have
epecifically reguested it. Ho information gathered from newsletter
subpcribers, including e-mail addresaes, ls ever shared with or sold
to any third-party. If you know others who might like to receive
InvestorGuide Dailly, feel free to forward this issue to them. To
subecribe, send any message to daillyeinvestorguide.com. To
unaubacribe, eend any meesage to investorguidedsily-offémail-liak.eos.
If you would like to advertise in thie mewsletter or on any of the
InvestorGuide webeites, please contact advertised@investorguide.com

Investarfulde . com has o centrsl over the sites we link Ea, 1s not
affiliated with theae sitea, and cannct take respongibllity for their
guality or sultabllity. The news, earnings, and IR informaktion Ls not
meant to be comprehensive, and data provided is not guarantesd to be
acgurate. We are not responelble for clalma made by advertisera and
apansora. hnyone whe makes investment declsieons based on whak they
read here does so ak their gwn risk and cannot hold WebFinance Inc.
(DB InvestorGulde.com, Inc.) or ite employees responeible. For the
complete disclaimer please ses

http: & vnerar investorguide . comfdisclaimer.html
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Nickoloff, Peter

From: alerbghstration com

Sent: Tussday, January 15, 2002 6:36 PM

To: redaledi@stratfor. com

Subject: Intelligence Briafing by STRATFOR: Japan, United States, Argentina

ETERTFOER .com
INTELLIGENCE BRIEFING by STEATFOR

http: /S www, atratfor.com

15 Jamaary 2002

FREE INTELLIGENTCE BRIEFTIHNG:
Japan's Disarming Return Eo Asia

Japan is about to ratchet uwp efforcs to prevent the spread of small
arme and land minee in Rela. In disarming hsla, which will require
sanding self-defenee crocpe abroad, 1t appears Tokys hopes to sockhe
foreign opposition to ite growing global defense role.

Click below to read the ETRATFOR analysis:
htep: )/ fwww. stratfor . com/homefgiufarchive/ 011502  htm

Washington's smartest magazine brings its commentary to the Het.
We find the unexplored angles, puncturing the conventional
wigdom, Check in this week for articles on a possible Bush-Enron
amcking gun; how the EPA pravides instructisns for dosestic
terror; and the case for dumping Paul O'Heill.

THR online: Read it every day.
hitbp:/ wwe. tor . com/redirect stratfor_ html

HEW oM ETRATPFOR TODHRTY:

Media and War, Appearance and Reality

In portraying the "war on terrorism,* the media and milicary have
swapped thelr histerieal roles: The media have become cheerlsaders,
creating expectations of replicable wictoriss, while the military
has been objective and restrained, saying the war will b= long

and hard.

hetp: /fwww. eeracfor. com/nerthamerica/commentary /02011819304 . htm

Argentine Default Forcing Dilacipline in Caplital Marketa

Argentina's financial dewnfall is reminding international investors

and creditors to be more cauwtious when evaluating risk versus reward,

The new caleulus will encourage better declsisn-making by both
investors and debtors.
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htep:/ fwww.stratfcor. com/latinamerica/commentary /0201082240  hem

Militant Linke May Inflame Singapore-Malaysisa Tensions

Singapore and Malaymia have been working to improve bilateral relations.
Bub develaoping details linking Jemash Ialamiyah, a Muslim militant group
based in Singapore, bto individuals or groups in Malaysia may subvert

recent efforts to reduce tenelens and revive thelr respactive eaconomies,

htop: /S fwww, acratfor.comfaeia/commentary /0201152128, hem

WEED IMTELLISENCE FOR YOUR COMPANYT

Wavigating The Challenges Of Globalization?

Click Belaw To Learn Bbout Our Mulei-User Packages
http:fjwuw.Etratfnr.Enmfnurparat:fdtfﬂult.htm

MEMEER OF THE MEDIART
Click EBelow For Expanded Accese to STRATFOR
http: ffwww, atracior . com/MERIA, newaub, htm

B L4 3 E KB EdEEEdEELdEEEdE LB S S EdakaaEe L3 E B3 B4 43 L4383 E1dE L EELAEELAEL

CONTRLCTS A N IF CUSTOMER EERVICEE:

STRATFPCOR
00 Lavaga, Suite 405 Austin, TH TETOL
Phone: S512-T44-4300

Internet: http://www.atratfor.com/
Email: info@stratfor.com

PRIVALCY MNOTICE:
While all e-mail from STRATFOR and its partners includes
an cppertunity to opt out of future communications, you can
edic your information and preferencee at any time. If you do
not wish to be contacted by STRATFOR, or ite approved third
pareies, regarding valus-added benefits, products and servieces,
pleage follow the instreccions to "unsubscribe® provided im all
e-mall messages.

SEIGH-TE:
Get the fres, daily Intelligence Bris=fing by STRATFOR:
http:ffuuw.ltratfnr.gnmfhnm:fgiuf:ubl;rlh:.n:p
Stop receiving the Intelligence Briefing by visiting:
http:/ fwww.stratfor.com/home /giu/subscribes . asp

AOVERTISE:
For informaticon on advertising in the Free Intelligence Briefing
or any eecticn of the STRATFOR webaite, please email ws at
advertielngaatratfor. com
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Enron’'s off-balance machine

Enron’s failure is likely to provoke years of mud-slinging and
legal suits. Do we need to wait for the gory details, asks Rob Jameson,
or are the most important lessons are already apparent?
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Wik Faaigl, Than Enegn wids Toaly 1o
rve 1o moka up tra shorhol By
maare o O changs Sgain ifs awn
eomings. Osprey, o vebiche for ros-
ng finarce wing Beon's anegy
and olhar assaks, kos o sk siec-
e

Ir esmaibicars, cracitons hat Tuegad
same of he specikol purpase wahi-
cles wore prombsed aary repoy:
vt in G oF Sokaleral f Ervon'’s
cradit rodng ‘el Lalkow @ cetaln
lgwel, Tng Kngd of clouse & ngres-
ingly cormmon in corporate fronca
&t imvedlan in Sabd insurmanls
el i will Do The fak I hay
will e g hesboling cradil dsky Junk’
omcls, Bl whili ogresing 1o fese
clousas naloed Enrgn goin fha
frssricing Bual il aesaded 0l & Sam-
patithee roie, the contingent nofuna
af fhe lunding sgrificoniy recuced
tha chaorces ol e compony sure-
wivirgg any crisis that triggoered laws
al ock, cash o soloble asets
Badk 16 = franding pafnen

In o e an e peabandi don-
g ol rodngs downgende nmpes.
relgosed affer i Enron bani-
naplcy on Dedarmber 7. kaody's
Ineestors Service nofed Hat oos
Erwcarn's ralinggs weers odswrigrocied,
It wiggered o ramier ol oot o
collokeral demorcs. Thess  in-
chockad, wed Mooahy's. "o 2490 ik
fon note poyabla o a imiked port
rianihip which, obgand cololasnal i
o demand obigslon Moraover,
Ereon must remoy. retnonce, o
o coliranalse additanal feod-
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Merember 8, 2000 Enven Formally soiliics i cassings S 1597
i M1, i accound fr e 512 hillos reduchon o sharcholden’
copuity Saai aas slrcsdy cosod o s musch fesohle. 16 pdmts Shal
“pertiin all-balines dhast crmtics dboald have bevh included in
Erron's comuolulstcd findncal itsansii®. [ndluding e disidd
that Erron’i declared debi busden increaiad by lnisdseds al’
milliare of dellars m the genod, and iis ol isane is likewios
mikices

Navember 9, 20011 Surng dsasier in Se Tice, Earon mBoimes
thal it has agreed 1o & labkeorer by Chevron Texeos backed Dvoegr.
The comparyy woald be bal by Dvneipy's Chak Walion, whe
reamiiees iavesban U the new oimpaay woukl “Nep @ Foong
talarcy wherl and shiai ghiforwerd firancisl stneciuee = bey
pruxrraes . Under the deal, CaevronTeamen advarees Diyregy §1.3
Billsan 1o buy & hare i6 the Moctazrm Matesl (ud pipelise, giving
Brron 1he cash isfunon i nesds o say sflesl 3d pressres s
credil mhizgs. Dysege paira Ibe nghl 8 purchass the whalks al e
pipeling il he denl B0 hsogh. Ritker hepehally, the preia
daravafaiirecal dessribes the tkstver ai “ualeashing the vils of
Eara's com esergy buiircases”,

Mrweindeer 13, HOL: Enven dowsgradil, which iadmil os
Miwereher 10 will requice & 1o pay off sacty SR8 million of debt
that wimldl nthereriss matues in 0, Shama fall again, and faough
hy Mevenber 21 the compary has mxceodsd i reregoiiviing the
idebi, market commentaiors are staring io sy thai Dyoegy mighs
Frivedos raneria] sdverse dhange {MAC) clanes n die merger
iggreeimedl, i bitdchsl of repredealilisn, 16 fres sl o0 e dedl.
Sigad e geessing tn Baia's tode siengy Waldiig Bisiaess will
soun be crippled by the aneranTs.

X1, B M her 1820, Faron ammanges a
11 billien eredii Bne Fom IFMenges Chaee and Cilignrep, acoused
igainil is piselised. The fuy Evert ! e gulsditn
wilk its pdver crodiine 0 pressrve il farding and Tqeidiny.

Peorerrmlor 38, B Diyregy Inc saye it has iermnesed s manger
agresment and will paemcoe ils optien o perchase Encen’s misrest
in e Miorkem Nl Gis Company. The main ralisg agen is
deurigrade Enmen’y nling o belew pvesiment geade, which i um
irsggery Barrrifal clyasey in Enron's debi oblipatione. Lay ey there
il o 3 fempoeay sssperonn of ol puyinenis cruoepl thoss
necsxsarny in prolsct {he company's com gy faschse, (ves the
st fuw dayy, Bnron's shares trade hevween 45 and 23 conts, dows
o thatr high ol 390 m JEHD

Decembar T, 1081z Earon fles far chapter 11 bank

tien o Lhe courti, aaying i wtesd o e Dymegy for $180
hilicn for hreack of contract. |in execstives continue Sa dtruggle i
aahoge seme of the value of i cons ey beainess, Boping 1o st
il ap i @ new sstity. Bl fren tii date, the lowyer asd the LS
hamknipicy cmnd hold e whip hesd gver o corporilion Sl haed
rurely mismed ity craings langea.

Diecermlier 3, 100 1 Thowdieds of emjlayees i Hiaas aie

laid o 3 commenmiors speculaie on the dhanco of Enmn Timding
ersigh Naancing and markel ercd Biliey o preserve il cose
il gas wnd powes wading bidiseies, Fof U el of i
erceditnen

| peceree e 04
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e todaling 339 Bifon which pri-
morly corsis of $2.4 blion af debs
In Csprery Trust cnd $915 milian of
danil i kaadin Weler Trust™. ¥

This kind of contmgent funding
wns kotle o be porticuary dome
agmg n e cose ol Eon, Bae-
couse rolings Wggers wera olso
prepant in mony ol Erron's wiredhe=
sakr enasngy fading  condocks,
Indasd, investors ond cregibor
gy thcil e wihole of the Cosh-
Now Teoem Eangn's coanderparty-
boawd budresdas e conhingant
vpon conliganca in baolh Enan’s
showbtorm lguidity ond tha conbinwe
ance of il irsaiimeant groade Sl
ahing

Smucturad financings aran’t anly
o quaslicn ol louidity, bl obo of
sk, Anoksts knges Bl il such
deak e mal Sucieed opprood-
ahaly, thay con alos cosmparies B
malan acandiric ikl Mol ore nol
reportgd ehavwhore, Thare B oo
donger, fheelos, simply in the
mpenatrobiity of complicotes off-
poonce sheat lnancing,

Erron’s onbolonce sept loeek
ol detl did nol ook espacklly
yrhgality in spring Z000, and the
rabiag of dabb-to-eouity amd 20 an
O Ihstt SOy wird CoOndidanably
Dl trel roficg thaf i hod onca
prdured e o hReovly ndebbea
ppsine Somgary, Sub ol e e
price had, and wvnoaroindy aboul
thie kvl of off-caiance shaet com-
feetinenly incieasad, e cradbmty
od Ereon's bop esmculbivas becoms
rerapsnghy vital,

The trap closes

wWuch of Enron’s strateglc widan
begun 1o Kl aoan wit e Dorsh-
ey ol the dotoom Dubbhe gnd h
trarvais af 1he glotal telecommun
cofons industry. but efe s o

A Exdimple oii-Dalance &

“In Fone 2000, LIMIT [ome of the privale insemmen

ERisk.com -

iged Feremead in 199 to ke ofT-

parnersh
halance sheet franss:tionss with Ennon] perchased dark fikre aptic cable from Enron for a
purchase prace of 3100 million. LIM2 paid Edron $30 million in ¢ash and the balinée in &n
interesz.bearing nose for 570 million. Enron recognised 567 million in pre-tax: esrnimngs in 2000
pelabid 1o the assot slo, Pucsusst o a markeling sgreceent with LIMI, Exron was compensated
for marketing the fitoe i others mwd providing apeoation and mainfenance sirvices o LIFIZ with
respect to the fibre. LIM2 2old a pattion of the fibre o indastry participasts for 540 million,

which resulted in Exson recognising

Jom: revunue ol E20.3 mallion. LIMI sold the

agEny
permminizg dark fibve for $113 millson in December 2000 10 an SPE [special pecpose cotity] tar
was formed 1o aoguire the fibre. In December 2000, LIMI used o portson of the to pay
i Tiall the: mote and aecruad intenedl owed o Esron. AL te Bme of LIM2'3 gale bf the fibre i the
SPE, Enrom enbered teo a derivachve contract which served &t eredit support for the beaefin ol
sonmut of the deibt holders of a (Bend-pasty imustor i the SPE. This credit suppon provided the
lender witk a gpecifled rate of renim, As & result, Evoroe's credit exposore under the S Tomilllon
nate was replaced with $61 million. in remaining exposure under the derivative comiract, LIM2.

earnsd £ 4 million on s resale of the fibee™

Ewron, rentalrmon of accowes, see itp. areew prron conysorpss

deloyed reocion in tha oty mon
kati 1o the sigrificorsa ol al s, In
Aprl 2001, howaver, the company
shartad hacut handneds ol jabs from
ity becssdloainag winil, and af The culs
confiread Mhay ondadined how
larg Erecn migh! have ta wo? lor
poviack on il Eperdive riveds
e,

Treouigh ety Z000 tree peice of
Enron's shores hook o umicle bl
Ferewy @l ther Biscicpe funds thal bad
stovtad o sl Eneon’s shack shorl
gt gt thee enengy gland was
Beaby B g Dush, Sungly, w0l ong-
ksl thought, t profitoble cone
energy ond fmodng services busl
réa el Wpsn ke shanal o
orciind 30 o shora or soma sachy

The sottening up of confidence in
Erdcm was Lnoar wary, Rosweesr. 15
cleor with hinckight al a0 mpos-
tarl moment wad whan anchat’
uncatEnty began ha Da wsoed in
mainsTeam publcatiors swch as
Forune in Morch 2007

Tevm cpraahicns Degom o be askad
willh reniawied loce when el
Siling, opgainted o8 DED in
Fabraary, resgned jusl sx manihs

later. Sklling's August deoorhae
rabed Quaifiors aboul Enfon’s
managgement  strachare. Much
wisn, i gove credibiity o onolysts
wings hod bean wonokarning oul loud
bor some months aboul e propr-
afy ol b Ereon had strociared Hs
alf-boarscs dheal vemnic B Wors) of
al, e panon ol e cenha of
samee ol e most coinhed queshicns
wizs EBrman's chied finoncial odbicer
Aurid gy Fahase, whid Rind ovairiean
its alf-bolorce shest octivies.

Ohdidly. Poddorer and ot sxec -
e hd token pesonal siokas in
samee af the investment poriresr-
ships @at foermeed e courderpar-
Bef 10 Envon’s olfl-ooloncg snegt
daok? That meanl thai. as Erron
e il O Crodicl o ol s
marageman in ke 2001, Fashow
aryd R kay s utvgl Soukd nod
arediohy recmsung tha markat ooyt
T size, structhre ond pupose of
Erron's Bobiied ond parficularty is
afft-boance sheaf machine. Sedfing
asica Ennan’s oudgiloes, theca exaci-
Beas wane aha e only real gear-
antoes of Enron'’s repartad eomings
sincE 1he kel 19908,
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All e clesces wers now i place
far o cngs thad could Aol e man-
ogesd Tha el counidosn o deos-
haar v Hhe teen man®hs eoding up
rx Enron's Chnapter 11 Bankmaploy
fiing o Dacamiber 7 & chotad in
iy e, By the dme ol Ereon
hid asdjushed ifs Criin rranage s
o copa wilh il coiporale gover
mones lolgees, 15 lgqudity  Hmes-
Izt weras 6 b g rrus b e ot

The sorgany tonmady rashated
iy ecrrivgp o6 Movemiar 3 ho
oopint lor g 1.2 Salan resseshan
la screnoldars’ aguty. IF wos
slfged o odmit “cenan off-bal-
once sheal anhifas mogkd hove
bean incheded in Eresn' Cormod-
datad finoncial siofements puoe-
feant  ho  penesaly  acsapted
pocounlirg crnsiples”

nchedrgg tham meont Ervon’s
declorea debd burden incresiad
by nurectreds of milliard of dolkas in
ine pedod, ard il nel income was
Ikmwise raduced, Evan’s Qwmn same
oy of e restabament i ghven it
Boo B, Dot Be reinmoers wersen'f o
imperiond as ik oren harse odmisson
thet Tha odgnal “financia shale-
meards For IPede pedods ond the
oudil regadts mlating to the year-
end lnancial shalemants lor 15F7
Hgiagh 000 should nol e rebed

Conclusion

Alragdy, obverwers ol e Froon
barkiusicy hawe foken dvergenl
whirws Om s couses. Thoee wha giva
{he banalil af e doubl o Erron’s
1o axacalivied suspech Mol wiee
e COmgany might  ineibomiy
baan Feadirg for a fol in tems of
i chewa piica, T was oooputed
inlo bonkrupley by ponic-ayickan
rvestars, The Gijurmant snG that
Fivaiian loled fo recopnbes thol

Ervon's oCcouning and Sorpeirile
governance problams had inllichad
redgively gl damoge onoan
aqsenficlly Realthy comoany.

Thoss of o mone cyrecal Dant
have uggeitad that Enron wos o
shor perlormer andy in the serde af
putting on o good ool For thesa
cornmentalan, Enegn’s abiiby ha
meal acrings logets, ond repor
atner  figeee: and  rafios  Ihat
pleased Fue morkat, was the resulb
al the ovie-claver - No° Npcassoniy
ilagal = shoping of coshilowns, Thal's
o chirga et con only be linoty
walied by o mirkbe axominotian of
e company's Bopk, ong By Tne
SELC IrwemsHipaton rdget Ao e

The chial expcuiee olficer of
Anderten, e occounting fiem Ikt
mudded Errar hds afaody sowght
o dallact criticim by poiniing fo a
gerara loiure of the accounting
profossan. He soys thal loday's
CoMpaany HeSounts ane oo bock-
wirdi-beoking, Mat they offer oy
inhemnilant oisckosura, Shat ey ol
b coma 1o Sems with aff-balance
ifva| szacil punpose vehcles. and
fhat Thay showld support & wicher
range of béy Sersrmonce indkca
jors 5

The vorkous snguides mla e
Ervion foiuee o loely 1o prabe
doep and lang. By thal e,
trecugh, wes will P e e [ndor
et 1o hard thon oid resdban
os thay aurrged Bvon's Snores, ar
crecilony 0f ey aniorced cantire
gent clowses o pul thelr copsal dul
fram S SOy

This suggedss ™al we mush ook
fesr @3 gmnpber sopkaroban of Daon's
$80- 0 26-cenl caoth bl

Pamops Ervan’s shoreholders
soibd oul on the compary Do
theay befiaved ol 10 inonce s
dreamy ard maka i tangeds, tha

-— ERisk.com

“The resmiement will include a redustion e repomed net
ingoene of ap prooimeety S86 million in 1997, $113
amiliien in 15958, 5250 milliom in 1999 and §132 millics
in 2000, imcreases of $17 millsan Far e first quater of
211 and 55 milllion for the secomd quarter and a
reduction of $17 milkion $ar the thied quarer of 2001,
Thes: changes 64 nes Income are the resuls of the
retroetiv consalidation of JEDT and Chewso Beginning
in Movem®er 1997, ghe consolsdation of the LIM]
subsicEary for 1999 and 2000 and prior yer progedel
sl adjustmenss; The consolidation of JEDI and
Chewen algs will Increase Enron's debt by approsimassly
L1 il i 1997, 5561 million in 1998, 5685 nallion
1= 1999 and 8428 mallion in 20MH0.™

Enron, summary of restatemen! of gecoms, soe

compdany hod engreancd away
any chonce ol o more mundona
pabbpnce, Them was no Moo g tha
B pice becouss o the shock |
[edll, irrwashen ond cradion coms b
suspact thab mechoanimg same |
gready in plocg tha? would oran |
ary §dl-o-bkae core busmess ol
fhe Iquidhs and regulation ot it
daparded uEsn, Thiey ofendy |
krwarwe IRl Hhis company’s aocounts
wigidd b of B wse inosech O silas-
fiar. And ey a0 ongel Delened
i orly pEope who coud guickly
i# in the gais B

Hotas

1 ERisk “CHO Frofie: Rick Suy - Eonon Corsesaiion”, Remeeary [
by i ]|

& =“Ereon Flors Aansd Sl 14 Semn Dbl Hodskon Chmnicks
Howemissr 15, 2001

3 oody's Special Comman, “Tre Uninfenced Soma guanses
ol Roting Tngged”, Decemioer 7, 7001,

4 Ereon. presamioles fo reil alaasent of oocound, see
blfpcftewy ppmn.comicors e

§ lon Beroding, & '@ae-Lp Coil, Tee Wolf Sheel founal,
Cacamis 4. 3001
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Nickoloff, Peter

Fram; InvestorGulde Daily [dadyiinvesionguide, com]

Sent: Wednesday, January 18, 2002 5:54 PM

To: paternickoloffifdo. treas. gov

Subject: InvestorCuide Daily - January 16, 2002

InvestorGuide Daily January 16, 2002
browght Ea you by

InvestorGuide {portal) hotp: fwww . Lnvaatorguide . com

InwvestorWorda (glosaary) hetp: /fwew . invesrarwards . com

WebFinance Censulting hetp: /fwww . webf inanceconsul b ing . com

If & friend forwarded you this message, get a free subseription by
sending any email message to dailydinvestorguids. com

— T T i i s —

Today's issue is sponsored by TradingPit.com:

Major Wire House Analysats' 2002 And Beyond Stock Market Forecast!

Find out: what major wire house anpnalys:s believe is in store for the
stock market in 2042 and beyond! Learn the dynamics sffecting the
markets, and how you may better capitalize aon them! Discover an
indicater that hag never yet failed in prediecing the aext 12 months
for stocks! This highly informatiwve, fascinating report, can very well
be the mest important you'we ever read for your fimancial well bsing!
Valued at 525, its youre free by clicking here now,

http: Mfwew, cradingpit.comfdefault. cfmfarc=igd

Contenta:
Marker Summary
Buginess Wews and hnalyais
Earnings
Word of the Day
Hotable Quotable

market BEUummary

For inmvestors, today was a bad day with a woree ending. The major
indicea started in the red and aeemed content to coast aleng for che
bulk of the day wntil ancther slide brought them to thelr lawest
levels at the close. The econgmy and earnings continue to ke the chief
cancerng with Intel bringing about some of today's peseimiem by
anncuncing a decrease in capital spending for bthe coming year. At the
finieh, the Maedag had fallen 56 points, and the Dow had loet 211.

Daw Jones Industrials: av1z .27 -211.88 -2.13%
Naadag Composloe; 1544, 44 =56 .47 =2.862%
S&F S00: 1127 .56 -18.63 -1.61%
ig-year Treasury Boond: 5.348% 0. 00%

For more news and information on the markel, investing, and perscnal
finance, please visit htop://www. investorguide.com

business neE wE and analysias
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Beleaguered dipccunt retaller Emart's shares plunged to a 35-yesar low
on Wednesday after Standard & Poor's said it would drop the discount
retailer from its SEF B00 index, as bankruptey worries mounted.
{source: Fox Hews)

http: )/ feww. investorguide . comfogi-binfdaily, cgl?0561E

Yahoo Fresident and Chief Operating Officer Jeff Mallett announced
Wedn=sday that he would resign, as the Web portal reported
faurth-gquarter sarnings that excesded Wall Street axpectations.
{zource: CHET]

http:/ fwww. investorguide comfogi-binfdally. cgl?05619

Bnalysis,

fedding bells could be ringing again by this epring, ae more
technelogy companies warm wp to the idea of getbing hitched with a
merger partner. This year, companies are expeacted to [ocue o0 -ar-:w'th,
rather than just survival. Acguisitions should be a little more
frequent, and o should acguisition-based stock gains. (Ecurce:
MarketWatch)

http:/ /www. investorguide .com/cgi-bin/daily . cgi? 08620

What acrt of devices will define the market for wirsless technolegy in
the United States? Let's face it, no one really knows. To date, the
only firathand experience many Americans hawe had with wireless
technology has been downloading stock guotes or Sports Scores on &
aumbersome, Web-enabled phone, While devices such as Research in
Motion'e Blackberry have had some success attracting wirelass
customers in niche markete [(mainly corporate uwsers), the wireless
industry has, for the mest part, falled to offer conaumers much in the
way of compelling technology. This could begin to change in 2002.
jzouree: Businses 2.0)

http: S fwww. inveskarguide  comfegl-bin/dally. cgi?05621

Trhe afrershocks from the collapese of Enren, & Texan ensrdy-trading
firm, in history's biggest corparate bankrupbey, may yet deatroy the
firm's auditers, Andersen, reducing the Blig Five of global acgountancy
to the Blg Four., The survivers might find themselves facing a harsher
requlatory climake. Abouk time Eoo. (gource: Economiat)

htep: )/ foww . investarguide . com/egl-bin/daily. cgi? 05622

In Brief:

- AF a zTesult of falling energy costs, the Consumer Price Imdex, a
meapure of inflation, dropped 0.2% in December, fueling expecktaticona
af more intersst rate Subs,

If you have any friends or ealleagues whe would appreciate getting
this news every day, follow this link lor if you prefer, simply
forward this ispsue to them)

heep: ) fwww. lnvesecrguide .. comfegl-bin/ recommenddaily . cgi

You can research companies mentioned in today's news by following
these links:

Enron hotp: ffwww . investorguide . cam/agi-bin/r. cgi fname=ENE
Intel heotp: ffwww . investorguids . camfegi-bin/r. cglFname=THTC
Research/Motion hittp: /S www. investorguide. comfegi-bin/r. ogifname=RIMM

You can ressarch any publicly traded company by following thia link:
http:/ fwww, imvestorguide . comfresearch. html

e arningas

Wednegday's majer earnings reports:
Company Hame (Ticker): actual, expected. same g last year Ol 350
2
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Abbott Labs (RBT) : 50.52, 50.52, F0.48

hdvanced Micras (AMD) - -50.08, -50. 18, 80,53
AME Corp [RME] @ -54.7E, -54 .93, 0. 34
Apple Computer [(AAPL] - SP.11, 20,11, ep.73
Bank Cne [QNE] : 50.8E, 50.6E, -50.44
Brio Tech (ERIO): -50.03, -50. 04, -50.01
Compag (CFQ) ¢ 50.0E, -50.01, S0, 3D
Continental Air [CAL] : -83.81, =54.56, 50,81
DigitalThink 1DTHE) : -8, 086, 50,08, =50.17
Extrems Hetworks (EXTR) : 50.03, 50.01, Ef.11
Genencech (DHAD : 50,20, 50,20, £0.16
General Motors [(GM) s S, 60, 50,83, 51,18
Harris Corp (HRE): £0.30, £0.28, £0.30
Tnktomi [INET) : =50.086, =50.11, £0.01
JPF Morgan Chase [JPM] : 50.12, £0.33, £0.37
Enight Trading (HITE] : 50.11, 50.10, 50.28
Macromedia (MARCR) : £0.17, “E0.14, £0.2%
Mercury Computer (MRCY) : 50.15, £0.15, £, 30
Redback Ntwrks [RBAE] =50.20, -50.22, 50.05
Sonua Mebworks [SO0ONS) -80 .04, -50.05, £0.0g
SouthTrust [SQTR) : £0.432, £g.42, £0.37
Symantec {SYMC}: 50.78, 50.64, 50.78
Traveloclity.ocom {TVLY): 0.0%, 50.190, ~50.05
yvahoo! (YHOD s0.03, %a.01, £a.13
Thureday's major expected earnings reports:

Camparny Mame (Ticker) expected, aame g last year
Avaya (AV) . -80.03, f0.16

Bank aof HY {(BE]: 20.4G, £0.50

Bolse Cascade (BCC): =50.05, 50,29

Briggs & Stratton {BGE) : 30.32, 40.52

Citigroup [C)a 20.7%, 20,465

Echelon (ELON) : 50,13, 30.03

Ford Motor (F): =50.50, 30,64

Qupneral Electric [GE): 50,39, 20,36

IBM {IBM) 1 51.32, 31.48

Tamaega | IOM) . -50.407, 50,15

Legyg Mason (LK) 0,84, s0.81

Microscit [MSFT): 30,45, 50,47

Hetwork Assoc [(HETA): F0.49a, -50.47

Martel Hetwarks (HT) -&50.17, 50,30

PMC Bank (FNC) : 51.41, 51.06

R.J. Beynolds (RJIR): 50.5%, 50.549

SABRE Grp [TEE) : 50.02, &0.28

Sage (S5AGI]: -50.48, -50.01

Sears, Rosbuck (5] : 51.487, 51.5%1
EmartForce (SKTF) : 50,04, -50.403

Transmaba [TMTHA) @ -&0.18, -50.20

Uniﬂ?a Torp (UIE): 50.11, S0.41
Willamette {WLL) : 50.41, S0.78

For more sarnings informakion, check aout
http:/ fwww. investorguide  comf=arningscalendars  heml

Wword a f L he d ay

inverted marker - A fubures market in which nearkby month contracte are
selling at higher prices than those of deferred months: sxcept for an

interest rate futures market, which is inverted when dietant contracta
are at a premium to near month contracta.

For more financial terms, please viait http://www.ilnveatorwords.com.
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notable quatablae

"1 hawve traveled the length and breadth of this country and talked
with the best pecple, apd 1 fan agsaure you that data procesaing ie a
fad that won'kt last out the year." - Prentice-Hall's business books
adikar, 1489

Copyright 2002 by InvesctorGuide.cosm, Inc.

Investorfuide Daily is designed to keep you informed of the latest
inveating mews., It includee a market summary, top news, I[POs, earnings
and mare. .. everything you need to invear better, every day. You can
alse find this newsletter every evening at

http: fwew, investorguide, com/daily . html

This strictly ecpt-in newsletter is published by Investorduide.com
(http:/ fwww. investorgulide. com) , and i sent only to those who have
gpecifically reguested it. Mo information gathered from newsletber
subscribers, including e-mall addreases, ie ewver shared with or sold
Lo any Third-party. If you know othera who might like to receive
InvestorGuide Daily, feel free ta forward this issue to them. Ta
pubacribe, send any megsage to daily@investorguide.com. To
unsubgscribe, send any measage to inveatorguidedally-off@mall-lise.com.
If you would 1ike to advertise in this newsletter or on any of the
InvestorGulde websites, please contact advertiseadinvestorguide.com

InvesterGuide . som has no control over the zites we link to, i not
affiliated with these sites, and cannct take responsibility for their
gquality or suitability. The news, sarnings, and IPD information is not
meant k3 bBe coamprehenszive, and data provided is not guarantesd oo be
accurate. We are not responsible for claims made by advertisers and
BpCnSeTrs. Anyone whoe makes investment decislons based on whakb they
read here does 8o at their own £isk and cannot hold WebFinance Inc,
(DBA InvestorQuide.com, Inc.) or its employees responsible. For the
corplete digclaimer please see

hekp: / fwww, investorguide. com/disclaimer. html
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Schultheiss, Heidilynne

Frem: Randall Dodd [RDoddi@Econstrat.org|
Sent: Wednesday, November 28, 2001 513
To: Randall Cadd

Subject: DSC Enron Moy 2007, htm

Derivatives Sl’l.ll:l}-’ Center
Randal! Cwodd 1407 M Stroet. MW, Simbe
S0
[Mreclar Veashington, OUC, 2000
Q02 326 B555 rdnddeconsirat.org
Movember 28, 2001
Dear Colleagues:

Y ou have probahly been reading gbout the failure of Enron, but you may not have focused on its impact on
derivatives markets. Enron was a major dealer in energy derivatives, and operated an electronic online derivatives
tradling platform. That trading and market making activity was excluded from federal derivatives regulations under last
December’s Commodity Futures Modernization Act of 2000. Now, Enron’s online derivatives trading facility appears
i be shutdown, and its abality to conduct other over-the-counter derivatives trades is severely curailed by iis loss of
creditworthiness.

The next few davs and weeks will no doubt provide more information about the cawses and impact of this major
energy derivatives dealer. 1t will likely provide an important lesson about the impact of last December’s legislation. In
the meantime, [ have attached a couple of articles about Enron in which the Derivatives Study Center was mentioned.

Sincerely,

Randall Dodd

Jitters Over Squeeze at Enron Rippling Through Gas Trading
111272000
Matural Gas Week
Fi
(e 2001 Energy Intellipence Group. All rnghts reserved

[1's hard to imagine that when a giant player like Enron gets sick, a few others in the industry wouldn't also catch a
While many energy merchants have assured publicly that Enron's travails are not affecting their trading operations, the
evidence sugpesis business is nol usual in the energy patch.

Since word leaked of Enron's credit problems. open interest has dried up in Henry Hub futures contracts on the New
York Mercantile Exchange (Nymex). A case can be made that this pullout sparked the technical surge in late-October
natural gas prices.

Furthermore, some counterparties are rumaored to want to liguidate open positions with Enron, but are being outright
refused. or facing delavs.

Whether gas prices ultimately rise or fall from this behind-the-scenes shuffling is unknown, but derivatives analysts
agree that the "Enron effect” will result in more volatile commodity trading, with the danger particularly acute in the
case of a commodity downswing,
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It didn't take natural gas markets long to react to Enron's problems. Word leaked on Oct, 235 that Enron was drawing
down $1 billion on available credit lines and seeking more cash to avoid a liquidity crunch. Open interest in the Nymex
Henry Hub peaked that day, then fell off a ¢lifl, down 12% over the next four trading days (see graph).

According to the Commodity Futures Trading Commission (CFTC), commercial long and short positions dropped by
63,429 and 56,195 contracts, respectively, over the Oct. 30 trading week. Open interest in the full Nymex Henry Hub
strip dropped by 64095, to 457,990 contracts.

The bleeding contineed last week, CFTC Friday said open interest fell a further 10,662 1o 447 328 contracis through
Mo 6.

There are two explanations for this contraction in open interest. The most obvious 1s that Enren itself is unwinding
positions 10 boost cash on hand. The one-to-many brokering strecture of Enron's EnronOnline platform makes liguedity
particularly critical.

"It"s am effect that they are a dealer that creates all the counterparty credit exposure,” said Randall Dodd,
director of the Derivatives Stundy Center at the Washington, 1.0 .-hased Economic Strategy Institute. 1T they're
the dealer then they are the liquidity."

If Enron was net short on Nymex and began unwinding contracts, the effect would be to spark a price rally as these
shorts were covered. And a price rally is precisely what transpired.

To the surprise of many markel walchers, the front-month November contract shol up nearly 20%0 over the span ol a
week, from $2.68/MMBtu on Oct, 23 to 33,20 on Oct. 29, when it went off the board. Most November bid-week deals
were indexed to this higher Nymex price. Storage levels were approaching record highs, and forecasts were uniformly
calling for widespread warm weather through the first half of November.

Energy economist Philip Verleger was among the many analysis expecting gas prices o drop. "1've been following
these things for a long time, and the oil statistics make a lot of sense and the gas statistics never seem to el me a
thing,” he told Matural Gas Week, "1 suspect that's because of Enron.”

Whether Enron was net long or net short is not known. Verleger believes they were net shorl. "Presumably they've
written a lot of puts to producers,” he said, who wanted to hedge against lower gas prices. Enron would have to open
corresponding short positions to balance these contracts.

The other explanation for the open interest drop is that jittery players are simply pulling out of the game. Apache is
ameeng the few companies that has admitied to this, unwinding options that it wsed to hedge past property acquisitions,
1t realized a net gain of $70 million from the transactions, Apache spokesman Bill Mintz said.

That a producer would be nervous holding open contracts with beleaguered Enron is understandable. Except none of
the positions Apache liguidated were with Enron,

"We were wormed about some credil nisk and counterparty risk due o nppling effects from Enron," Minte said. Apache
had only one transaction outstanding with Enron. "We're still working on that one," he said.

Apache is not the only interest thinking along these lines. *You're hearing in the business guys trying o roll out of
small positions direetly with Enron and having a hard time making it happen. Or Enron is saying "Well, we're not going
to do this," said David Pursell of Houston-based Simmons & Co. "That is making a lot of people nervous."

“The concern in the market is that all roads lead to Enron,” he added. "The threat of counterparty risk says | have a
hedge in place, but ultimately il Enron is involved in that trade, maybe T won't get paid.”

Risk of a Snowball Effect
Mo one koows bow e "Enron effect™ will play out in gas prices. But all agree that, by delinition, less open interest ina
commodity market means more price volatility,
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Pursell said this risk will be particularly strong in ancillary markets. A trade point such as the Henry Hub has plenty of
substitutes for Enron, but an emerging martkel, such as the Chevenne Hub in the Rockies, will s2e more volatility .

Economist Verleger said there is the possibility that if gas prices start to drop this winter, momentum could snowhball,
Many producers locked in gas prices with Enron and other marketers when valuations were high. If prices drop heneath
a certain floor, marketers will have to sell more contracts to cover the hedge. "It could stant a virulent dynamic cyele
down in prices,” he said.

"I presume Enren intends to draw down its credit lines so it can open short futures positions if prices fall,” Verleger
wrole in a research note. "1 also presume Enton will do evervthing in its power 1o Keep prices up for the next six
months to avoid having to make such sales.”

Dodd of the Derivatives Study Center is calling for more safeguards against "market externalities."

He pointed to Enron's troubles with the Dabhol power plant. "Why should the failure of a water treatment plan
or & power plant in India canse US derivatives markets to become less ligquid?™ Dodd ashked.

Trading operations should be separately capitalized from other operations, he believes, "so that a failure of vour
other businesses doesn't drag down yvour trading operations and harm market liquidity."

He noted a parallel situation among banks, where banking functions are sealed off from other business because
of the vital market role they play. "They have required that banks separately capitalize their securities
operations and their banking operations, to avaid just this type of problem,” he said.

Dodd is particularly peeved that only Enroen is privy to volume and open interest information on its trading
platform. "They should report on who has the large positions in the market. They should conduct themselves
like an exchange,” he said. "1f this were the Nvmex, none of these problems would be happening.”

- Andrew Ware, Michael Sultan
Forward 12-Month Open Interest vs, Nymex Mov, 2001 Contract Price.
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ICE Benefits From Enron Concerns,

Reports Surge in Trading Volumes
11/14/200
The Cil Daily
(e} 2000 Energy Intelligence Group. All nghts reserved.

The Intereontinental Exchange (ICE), an electronic trading platform set up by big energy companies, has witnessad a
surge in sclivity as rival exchanges face problems,

Last week, as rumors swirled about the future of energy services giant Enron, many encrgy traders abandoned
EnronCOmline for what they said was 8 more stable business at ICE,

"There has been a clear shift of encrgy and metal trading activity during October into ICE markets," 1CE Chiefl
Executive leffrey Sprecher said in a statement Tuesday . "We believe that this has resulted, in part, from the uncerlainty
that has been exhibited in several key energy trading venues over the past several months.”

As well as the turmoil at Enron, ICE has likely benefited from the temporary closure and subsequent disruptions at the
MNew York Mercantile Exchange (Nymex) following the Sep. 11 attacks,

The surge continued into November, Last week. trading volumes in crude oil and products on ICE averaged 11 million
barrels per day, a 45% increase over the October daily average,

torth Amcrican gas volumes last week hit 930 billion cubic feet, up 13% over the previous month's weekly average. In
MNorh American power, daily trading volumes surged to nearly 11 million megawatt hours, a 34% increase over the
October averape.

ICE was founded last year by oil majors BP, Royal Dutch/Shell, and Total Fina EIf, four international banks, and six
top Morth American gas and power trading firms. The electronic exchange is currently installed on about 7,004
deskitops al more than 400 rading firms.

WVolumes on EnronOnline were down late last week, confirmed company spokesman Eric Thode. "We saw some minor
decrezses Thursday and Friday. The uncertainty related to the merger had some impact on volumes,” he said. Some
reports had volumes on

EnronOnline down by about 20% late last week.,

Now that Enron's combination with rival Dynegy has been announced, Thode said, the value of trades completed on
EnronOinline has returned to a more normal average of $2.6 billion per dav.

The "Enron effect" has not been confined to 1CE, however,
since word emerged of Enron's credit problems, open interest has dried up in Henry Hub futures contracts on Nymex.,

On Okt 25, when Enron said it was drawing down $1 billion on available credit lines and seeking more cash to avoid a
liquidity crunch, open interest in Nymex Henry Hub contracts peaked that day. then fell 12% over the next four trading
days.

According to the Commodity Futures Trading Commission (CFTC), commercial long and short positions dropped by
65,429 and 56,195 contracts, respectively, over the Oct. 30 trading week. Open interest in the full Nymex Henry Hub
strip dropped by 64,095, 10 457,990 contracts.

The bleeding continued last week. The CFTC said Friday that open interest fell by a further 10,662 contracts to
through Nov. 6,
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One explanation for this contraction in open interest was thal Fnron was unwinding positions to boost cash on hand.
The one-to-many brokering structure of the company's EnronOnline platform makes liquidity particularly critical, said
analysts,

"It's an cffect that they are a dealer that ereates all the counterparty eredit exposure,” said Randall Dodd,
director of the Derivatives Study Center at the Washington, D.C.-based Fconomic Strategy Institute. "'If they're
the dealer then they are the liguidity.”

It Enron were net short on Nvmex and began unwinding contracts, the effect would be to spark 2 price rally as those
shorts were covered. A rally is precisely what transpired. To the surprise of many market watchers, the front-month
November Henry Hub futures contract shot up nearly 2004 over the span of a week, from $2,68/million Bru on Oct. 23
to $3.20 on Oct. 29, when it went off the board.

Jett Gosmano, Andrew Ware,
() Copyright 2001, The Oil Daily Co.
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Schultheiss, Heidilynne

From:

Sent:
Ton:

Fandall Dodd [RDcdd@Ecanstral.ong)
Tuesday, January 15, 2002 1.02 PM

Randall Dodd
Subject: Derivatives Study Center — A Message on
Derivatives Stud}' Center
Randall Dodd P00 H Stroet, WY Suite 560
Direcior Washington, DLC. 3006
07 126 A555 rdpadigiecmnsiralog
January 15, 2002

Dear friends and colleagues,

| wanted to take the opportunity to send you a copy of a recent newspaper article in which the
Ierivatives Study Center is helping to understand the story of Enron's failure. The article appeared in the
Washington Post last Friday, and it is pasted into this message below, In additicen, 1 wanted to notify you that
the DSC website has been updated with a couple of Primers on employee stock option programs, and a Special
Report on International Commodity Risk Management programs. You can visit the site by clicking on the
following www econstral.org/dsc. htm

| also wanted to announce that the Center is working on a policy briefing paper on Enron's failure.
While that is being completed, T wanted to offer the following facts in order to clarify a few important points
about Enron and the regulatory environment in which it operated.

«  Enron Corporation was not only an energy supply company, but it was also a major financial institution
that acted as a derivatives dealer. The financiel institution included Enron Online and served a central
rale in energy markets as a market maker or dealer.

»  Asa major dealer, and presumably the largest dealer, in derivatives and whole transactions, Enron was
central to the orderly functioning of a variety of energy and other commodity markets.

« e to the deregulation of derivatives markets in December of 2004, these transactions Were non-
transparent in both price discovery and the risk of default by trading counterpartics and their
counterparties. And although it acted like a financial institution, Enron was not regulated under any law
as 2 financial institution and its over-the-counter derivatives transactions were not under the authority of
any financial regulation.

«  The deregulation of derivatives occurred wien the Commaodity Futures Modernization Act passed
thirteen months ago in December of 2000, Asa result, Enron had no reporting requirements as a
derivatives dealer and no capital requirement as a financial institution.

« Enron's derivatives dealing business was not separately capitalized, and therefore when ils energy
supply operations suffered from loses and {potentially criminal) mismanagement, it undermined the
legitimacy and creditworthiness of its derivatives dealing. Other market participants declined to trade
with Enron. and without trading counterparties Enron’s market making went broke.

1/15/02 0 1 2 ?O
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Dodd said Enron's problems have created "substantizl damages" throughout the 11,8, economy, where
investors and employees lost billions in stock value, and even other players in the energy markets
suffered when the collapse put downward pressure on prices,

Still, he said, "the difference is that Enron’s failure, although it has inflicted damage throughout the
economy and even internationally, didn't result in the systematic meltdown that regulators thought
Long-Term Capital's failure posed,”
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Schultheiss, Heidilynne

From: Randall Dodd [RDodd@Econstrat.org)

Sent:  Wednesday, January 18, 2002 4:328 PM

To: Randall Dodd

Subject: DSC - In the Press about Enron and Derivatives

Derivatives Stud}' Center

Beanchal] Dl T40{ H Sireed. NW, Suine 340
rechar Washiopion, D0 JOMEG
2 Gke K55S el e et IR 6

January 16, 2002

Dear friends and colleagues,

The Derivatives Study Center is in the news again. This time in an article reporting on new legislative efforts to
address the need for the prudential regulation of derivatives markets (see article below). Hopefully, with good luck and
hard work the failure of Enron will more beyond a scandal in order to become a catalyst for meaning ful regulatory
treatment of the over-the-counter derivatives markets.

Sincerely,
Randall Dodd

FOCUS Enron case sparks Congressional push for energy derivatives
regulation

—=-bvy Justin Cole--—

WASHINGTON (AFX) - The collapse of Earon Corp has sparked a push in Congress for more Federal regulation of
one of the company's key arcas of operation, that of over-the-counter (OTC) encrgy derivatives, Congressional aides
amd lobbyists said.

Enron, through itz EnronOnline internet marketplace which it launched in 19949, came to control a quarter of all US
whalesale energy trades, but the OTC derivatives trades fell outside the regulatory scope of the Securities and
Exchange Commission and the Commodity Futures Trading Commission.

The Houston-based energy firm had lobbied federal regulators, Congress and the White House for vears W exempt
its derivatives trading from oversight, they said.

Enron was sble to hold at bay members of Congress who had been trying to regulate OTC derivatives markets since
1994, including Democratic Congressman Edward Markey.

Now., in the wake of Enron's cellapse, Markey and his allies arc planning a new regulatory push, a spokesman for hus
office said.

"He's just as interested in it as when he proposed regulating them in the first place. He's going to reintroduce his bill
and see if he does any better this time than last time," the spokesman said.

He declined 1o address any specifics that Markey's bill is likely to address.

" can't address the scope vet, cause we're still mulling it over, and taking the old bill and working on it." the
apokesman added.

The value of Enron's OTC energy trades is difficult to quantify because the company did not discuss its derivatives
trading, but the market for credit derivatives has grown in value to some 360 bln usd, sccording to the Office of the
Comptroller of the Currency.
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Tyson Slocum, an energy research director for Public Citizen, a nonprofit consumer advocacy organization, 1old
AFX News that he 1s working with several members of the House of Representatives to help dralt new legislation
which would alse seek to regulate energy derivatives trading.

Slocum said the legislation being drafted with the House lowmakers would stop other energy groups like Enron who
participate in derivatives trading from operating "unregulated power auctions.”

Trading would instead be regulated by a listed exchange like the New York Mercantile Exchange or the Chicago
Board of Trade where counterparties could gain a clearer insight into contract prices and volumes, he explained.

Enron's ability to operate its privately run EnronOnline outside of the scrutiny of regulators like the SEC and CFTC
was made possible by a policy initiated by Wendy Lee Gramm, the wife of retiring Texas Republican Senator Phil
Gramm, when she was the chairman of the CFTC 1n 1993,

Enron petitioned the CFTC in 1993 asking the agency not 1o regulate energy derivatives contracts. Wendy Gramm
subsequently initiated a policy which exempted denvatives trading from the commission's oversight.

"We want o undo what Wendy Gramm did in 1993 at the Commuodity Futures Trading Commussion where the
CFTC refused to regulate energy derivatives contracts,” Slocum said.

After leaving the CFTC, Gramm was named to Enron's board of directors where she rose to become chairwoman of
the finm's audit commities,

The energy group's ahility to operate EnronOnline out of the reach of federal regulators was further consolidated in
Dec 2000 when Congress quietly passed the Commodity Futures Modernization Act.

Omne of the act's co-sponsors was the then head of the Scnate Banking Committee, Phil Gramm.

Public Citizen's Slocum said the legislation he is assisting with would also seek wo repeal sections of this act.

Randall Dodd, a professor of finance at American University in Washington and a director of the Derivatives Study
Center which was set up in the wake of the Long Term Capital Management hedpe fund collapse in 1998, also believes
Congress made a mistake in deregulating derivatives trading.

"Conpgress made a bip mistake thirteen months ago when they completely deregulated OTC derivatives markets, and
extended that to energy derivatives as well. The derivatives markets play a very critical role in these markets,” Dodd
said.

Dodd believes the OTC derivatives markets, like that run by EnronOnling -- which has now been purchased in
principle by UBS Warburg -- should be subject to fraud and manipulation oversight.

The size of these markets now makes it necessary that there is more reporting transparency, licensed brokers and a
designated dealer bringing partics together, Dodd argues.

"Those markets are wrought with fraud, and the great thing about the licensing process is that you can run security
checks on the guys that are doing the trading.” he added.

Dodd worked at the CFTC as an economist from 1997-2000, and says that more than half of the agency's resources
al that time were going into enforcement actions against frawd.

The House legislation that Public Citizen is helping to draft is also looking to tighten up the regulations overseeing
US companies’ offshore subsidiaries.

iie/gar/pav/

NNHM
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Junuary 16, 2002

Business World

Welfare Reform for Accountants

By HOLMAN W. JENKINS JR.

What‘s gone wrong with accounting? This is the question on every lip since it began to seem that Arthur Andersen &
Company stood mutely by as Enron hid debt and exapgerated profits,

More apt is the question: What has gone right since we handed accountants the federal gravy train of the mandated
annual audit of public companies? Folks, this is not the first time auditors have failed 1o step forward and blow the
whistle on some intransigent management, waming investors to run for their lives.

Accountants didn't blow the whistle on Cendant, Waste Management or Rite Aid, the savings & loans of the 1980s or
the casualtics of the go-go '60s. They haven't blown the whistle on any sizeable company, ever, at least not until

problems were already apparent to evervone, So why the professions of surprise at every Enron that comes along?

Poor Joseph Berardino, Andersen's newly installed chief, is about to become more famous than
any accountant should. He has already been hauled before Congress and the evening news once,
and that was before document disposal became a hot topic. Suddenly, the most obvious target for
criminal charges isn't Enron but its accountant.

This train wreck has bedh 63 years in the making, since 1937, when pharmaceutical maker
McKesson & Robbins went belly up and congressional investigators were flummoxed to learn
that the SEC laws they passed didn't mean accountants were supposed to be in the business of
detecting frawd.

? Let's not pretend to know more about Andersen's destroyed documents than we do. But still:

SR 1P When auditors have reservations about a large and successful company's books, they don't blab to
Joseph Berardin® . nrecc or shout an announcement from the rooftops, blowing a hole in a stock owned by
thousands of investors. No one would ever hire them again. The missing emails may well contain a record of Andersen
wringing its hands hopelessly over this dilemma, as accounting firms have done since time immemorial.

This is an impossible bind, made more so because accountants have been prepared to live with cognitive dissonance
rather than give up a federal meal ticket. Nothing new here: Carl D. Liggio, who went on 1o become general counsel of
Emst & Young, first coined the term "expectations gap” in 1974 for the fact that the public thinks accountants are
supposed to catch crooks while the accountants say they aren't.

A vast scademic literature soon sprouted to explore the "expectations gap." AICPA, the accountants' trade group,
launched a series of "expectations gap roundtables.” This flubbering has continued for two decades without ever
tripping over the real trouble, namely vagueness and uncertainty about the purpose of the public audit. Instead, such
inquiries invariably conelude with the accounting profession calling for more "public education” -- that is, the public
should be educated to stop blaming accountants for accounting scandals.

This paradox of the suditing process has been hanging out there forever. But market behavior suggests investors are not
such fools.

When Tyco's accounting was under assault two years ago, it took an SEC investigation and the cheerleadine of Wall

http://interactive wsj.com/archive retrieve cgiTid=SB 101 11 4707587236960 djm&temp 0 1 3 4 3 L1802
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Street to turn the stock around. Nobody gave a hoot that PriceWaterhouse had approved Tyco's accounting, For that
matter, companies like IBM, GE, Cisco, Amazon and AOL face more or less continual sniping from shori-sellers about
how they keep their books. These skirmishes ebb and flow, but the market seems resigned to doing its own policing.

Sad to say, the functional purpose of the annual audit these days is only to give the plaintiff's bar somebody else to sue
when a companv falls apart. Yet even the prospect of massive civil damages has merely rendered accountants more
adamant in refusing to serve as the system's fraud detectors.

Cries have gone up in Enron's wake for more "oversight" and new regulations, as if somehow piling on more rules can
finally turn the frog into a prince. Critics are especially worked up about consulting fees auditing firms eamn from the
same companies whose books they audit. But the auditors themselves are hired, fired and paid by the very companies
they're supposed to be scrutinizing, which ought to strike anybody as the bigger inherent conflict.

The profession’s drippy rthetoric would have vou believe accountants work for the public good or the Gods of Absolute
Accounting Purity (GAAP), but this is silly. They make a living selling a service to involuntary customers who are
going through the motions to satisfy a federal mandate, The annual audit is a service truly valued by no one: It doesn't
catch crooks and it doesn't benefit honest companies either, because it provides no proof or assurance 1o investors about
the accuracy and completeness of a company's books. Had it been otherwise, Enron might have been more inclined to
listen to Andersen's advice, in which case Enron would st1] be around.

When a ritual has so emptied itself of real meaning as to become positively dangerous to its participants, it's time for a
rethink.

An obvious and appealing solution would be to eliminate the SEC mandate altogether. Companies and their
shareholders would have to decide for themselves whether the audit ntual is worth the money, and if not, how to make i
s0, Companies, after all, have an interest in presenting their bona fides to investors. If accountants were kicked off the
federal dole, they might have to develop auditing services that investors and companies would find credible.

The alternative is to stop waving vaguely in the direction of the public good and yoke accountants finally 1o & paymaster
with an institutional interest in uncovering and prosecuting fraud. One Big Five accountant we know suggests the SEC
should contract directly with accounting firms to audit books of companies that want to raise money in the public
markets. I nothing else, the SEC would finally have o admit that it's functionally impessible to guarantee the trust on
which markets depend.

In the real world, nobody bought Enron's stock because they liked the cut of Arthur Andersen's jib. But accounting firms
are agglomerations of talent and expertise that could be serving a useful purpose in the world. The time has come to free
them from the regulatory non sequitur that inhikits their emergence inte responsible adulthood. This might not prevent
the next Enron, but then again it might,
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Commentary
Watchdogs and Lapdogs

By Burton Malkiel. Mr. Malkie!, professor af economics at Princeton, is author of "A Random Walk Down Wall Streer,”
Teh ed. (W.W. Norton, 2008

The bankruptcy of Enron — at one time the seventh-largest company in the U5, -~ has underscored the need 1o

reassess not only the adequacy of our financial reporting systems but also the public watchdog mission of the
accounting industry, Wall Street secunily analysts, and corporate boands of directors. While the full story of what caused
Enron 1o collapse has vet 1o be revealed, what 15 clear 15 that 11s accounting statements failed to give investors a
complete picture of the firm's operations as well as a fair assessment of the risks involved in Enron's business model and
financing structure.

Enron iz not unigue, Incidents of accouniing irregulamiies al large companies such as Sunbeam and Cendant have
proliferated. As Joe Berardino, CEQ of Arthur Andersen, said on these pages, "Our financial reporting model 15 broken.
It is out of date and unresponsive 1o loday's new business models, complex financial structures, and associated business
rizks,"

RBlind Faith I

It 1s important to recognize that losses suffered by Enron's shareholders took place in the context of an enormous bubble
in the "new economy™ part of the stock market during 1999 and early 2000. Stocks of Internet-related companies were
doubling, then doubling again. Past standards of valuation like "buy stocks priced at reasonable multiples of carmings”
had given way to blind faith that any company associated with the Internet was bound to go up. Enron was scen as the
perfiect "new economy™ stock that could dominate the market for energy, communications, and electronic trading and
COTTHMESTee, LN

I have sympathy for the Enron workers who came before Congress to tell of how their retirement savings were wiped
out as Enron's stock collapsed and how they were constrained from selling. I have long argued for broad diversification
in retirement portfolios. But many of those who suffered were more than happy to concentrate their portfolios in Enron
stock when it appeared that the skv was the ceiling.

Moreover, for all their problems, our financial reporting systems are still the world's gold standard, and our financial
markets are the fairest and most transparent. But the dramatic collapse of Enron and the rapid destruction of 360 billion
of market value has shaken public trust in the safeguards that exist to protect the interests of individual investors.
Eestoring that confidence, which our capital markeis rely on, is an wrgeni priocity.

In my view, the root systemic problem is a series of conflicts of interest that have spread through our financial system. [
there is one reliable principle of cconomics, it is that individual behavior is strongly influenced by incentives.
Unfortunately, often the incentives facing accounting firms, security analysts, and even in some circumstances boards of
directors militate against their functioning as effective puardians of shareholders” interests.

While I will concentrate on the conflicts facing the accounting profession, perverse incentives also compromise the
integrity of much of the research product of Wall Street secunity analysts. Many of the most successful research analysts
are compensated largely on their ability to attract investment banking clients. In turn, corporations select underwriters
partly on their ability to present positive analyst coverage of their businesses. Secunity analysts can get fired if they
wrile uhambiguously negative reports that might damage an existing investment banking relationshin ar diecanrage a

http:/‘interactive, ws).com/archive/retrieve.cgiTid=SB 1011145236418 1 101 20.djmdet 0 1 3 4 5 1/18/02
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prospective one.

Small wonder that only about 1% of all stocks covered by street analysts have "sell” recommendations. Even in October
2001, 16 out of 17 securities analysts covering Enron had "buy” or "strong buy” ratings on the stock. As long as the
incentives of analysts are misaligned with the needs of investors, Wall Street cannot perform an effective watchdog
function.

In some cases, boards of directors have their own conflicts. Too oflen, board members have personal, business, or
consulting relationships with the corporations on whose hoards they sit. For some "professional directors,” large foes
and other perks may militate against performing their proper function as a sometime thorn in management's side. Cur
watchdogs often behave like lapdogs.

But it i1s on the independent accounting profession that we most rely for assurance that a corporation's financial
statements accurately reflect the firm's condition. While we cannot expect independent auditors to detect all fraud, we
should expect we can rely on them for integnty of financial reporting. While public accounting firms do have
reputations to maintain and legal liability to avoid, the incentives of these firms and general auditing practices can
sometimes combine to cloud the transparency of financial statements,

In my own experience on several audit commitiees of public companies, the audil fee was only part of the total
compensation paid to the public accounting firm hired to examine the financial statements. Even afler the divestiture of
their conselting units, revenues from tax and manapement advisory services comprise a large share of the revenues of
the "Big Five" accounting firms. In some cases auditing services may be priced as a "loss leader” to allow the
accounting firm to gain access to more lucrative non-audil business,

In such a situation, the audit partner may be loath to make too much of a fuss about some gray area of accounting if the
intransigence is likely to jeopardize a profitable relationship for the accounting firm. Indeed, audit partners are oflen
compensated by how much non-audit business they can capture. They may be incentivized, then, to overlook some
particularly aggressive accounting ireatment suggested by their clienis.

Duiside auditors also requently perfonm and review the inside audil lunction within the corporation, as was the case
with Andersen and Enron. Such a situation may weaken the safeguards that exist when two independent organizations
examine complicated transactions. It's as if a professor let students grade their own papers and then had the
responsibility to hear any appeals. Auditors may also be influenced by the prospect of future employment with their
clients.

Unfortunately, our existing self-regulatory and standard-setting organizations fall short, The American Institute of
Certified Public Accountants has neither the resources nor the power Lo be fully effective. The institute may even have
contributed to the problem by encouraging auditors to "leverage the audit™ into advising and consulting services.

The Financial Accounting Standards Board has often emphasized the correct form by which individual transactions
should be reported rather than the substantive way in which the true risk of the firm may be obscured, Take "Special
Purpose Entities,” for example, the financing vehicles that permit companies such as Enron to access capital and
increase leverage without adding debt to the balance sheet. Even if all of Enron's SPEs had met the narrow test for
balance sheet exclusion (which, in fact, they did not), our accounting standard would not have illuminated the effective
leverage Enron had undertaken and the true risks of the enterprise.

Given the complexity of modern business and the way it is financed, we need to develop a new set of sccounting
standards that can give an accurate picture of the business as a whole, FASB may have helped us measure the individual
trees but it has not developed a way to give us a clear picture of the forest. The continued integrity of the financial
reporling system and our capital markets must be insured. We need to modemize our accounting svstem so financial
statements give a clearer picture of whal assels and habilities on the balance sheet are at risk. And we must find ways to
lessen the conflicts facing auditors, security analyvsts, and even boards of directors that undermine checks and balances

our capital markets rely on. 0 1 3 4 6
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Change Auditors

Ome possibility is to require that auditing firms be changed periodically the way audit partners within each firm are
rotated. This would incentivize auditors to be particularly careful in approving accounting transactions for fear that
leniency would be exposed by later auditors, .

And, in the end, we need to create a powerful and effective self-regulatory organization with credible disciplinary
authority to enforce accounting rules and standards, It would be far better for the industry to respond itself to the current
crises than to await the likelihood that the political process will do so for them.

URL for this Articla:
http:ffinteractive.ws) comiarchivelretrieve cgifid=5B101 11452 36418110120 djm
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EnronOnline - Legal Contracts Page 1 of 1

Enrﬂnﬂ

mm— Legal Contracts

R s e

My company does not have any commodity contracts with Enron in
htration & Lar How can | transact?
Enranlnling has online condracts, known 85 Genetal Terms and Conditions (GTC), whic
your Iren&actions done anling, The first time a User in your company wants o transact o
Technical Guestions relevant praduct, thene will nat ba a submission button sveilable on the screen. Inetesd, v
Ligal Costractn prompted to read and sccegd the GTCs for thad praduct. The GTC: must be accapied in
_ 1o be atde o transact via EnronCning in that product. GTCs can be printad out and acce
Ligal & Privicy choking on the Product Shod Descriplion in the quotes screen. even if wou do not infend
that parficular produst

2. How do | know that yvou haven't changed GTCGs without informing m
e rewisar She GTCs for a particular product, we will notify you by showing new GTCs o
praduct screen. You will nod be able b ransac! wia EnmanDeline: wadi you have acoepled
GTCe. Fuharmong, lhens = a version number and issue date on aach GTCs, You have
rivised versian of the GTCs online 1o be abde to transact in that particular pradust anline

3. What is the Electronic Trading Agreement (ETA)? How can | see and

ETA?

The Elegtronic Trading Agreemeant combined wilh the Passward Application signed offlin

lagal framewark for ransactions carmied out via EnronCnline. Masber Uisers will sea the E
logim stage and will have o accept it o be abke fo ransact online, The ETA can also be v
time=s after it has baan accapied and s avallabla for printing from tha battom left hand co
quodes scraan,

4. How can | see and print the General Terms and Conditions (GTCs) f

Product?

You can sese ther GTCS for a praduct by clicking on the GTCs Enk availabla when your ma
F*n:ul:'llm:r Short Description on the quotes screan. You can print out & copy ol the GTCs o
praduct

L5998 Enfan Comp. All nghis reserved

01383

hitp://www_enrononline.com/docs/marketing/ AboutEnronOnling/Legal Contracts/ 1 2/4/01
01200000000739
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Page 1 of 1

EnronOnline

EnronO
i "EENTACT | SITE M
[ Wiew By:  Commao:
Presurmationt Markets by Commodity N
— EnronOnling offers registered users the ability o buy and sell a wide varisty of commaodities throug
e Armaricadg, Evrope, Ausiralia and Asia. Learn mora about EnronOnling’s activities in your area by c

Legald ¢ the markeis Dalow.

01385

12/4:1

http://www enrenonline.com/docs/marketing Markets/
0120000000074



EnronOnline - Registration & User Administration Page | of 2

Registration & User Administration

1.

How do | register to become an EnronOnline User?
To register you need to complete three simple sbeps:

1, Complate the one page Reglstration Form

2, Compsate and sign the Password Application

3. Complate aplional forms

4,  Mail or fax all forma 1o Envanlnline

Amaricas: Europe & Other Regions:  Asia & Ausiralia:
EnronOnfing Emronlnline EnronCndine

PO Box 4856 Emmon House Lt 21

140k Smith Street # Grogwanor Place 9 Castlereagh Straet
Houston, Texas 77002 London, SWiX TEN Sydnay NSW 2000
LS8 UK festraka

Fax: 713 648 B311 Fax: +44 (0) 20 7783 8284 Fax: +61 2 9225 2450

All fonmis ane prinlable from the EnronOnline Registration scresn,

| sent you my Password Application. How long will it take to start tr
wia EnronOnline?

Wa iry to process epplications &s quickly as possibia. If accepied, you will normally rece
10 and Bassaord within four working days, depending on whare you are locatad,

Whao is a Master User? What lavel of access do Users have compare
Master Users? -

A Mastar Usar aulhonizes siher Users within your company bo transact via EnranCnling a
fransactions compsted by ofher Lisers wilhin the company. A Master Liser can grant ang
acinss o al products and regions to which he Mastar LUser has aconss. Heowewar, Uisars
able to change other Users' rights fo ransact or rights o view transactions completed by

How many Users can a Master User set up?
Uig e teny, Bul B yow want fo set up more Lsars, Enron has the capability b exdend this n
requinst that more Lisars be set up, please call the Help Desk:

The Amesicas: 713 853 HELP (4357)

Evrupe & Cthar Raglons: =44 (1) 20 7783 7782
Asia & Australia; +61 2 9229 2300

Emall: helpfienranoalineg com

Can we have more than one Master User in the same company?
s, it is possible and ks done to make il easier for you o manage Usars' awtharizetion in

| am a Master User and have forgotten my Password. What do | do n
I you are a Master Lisar you nead to Contact Us and ket us know, You should print out g
Enrondnling wab site, or well sand it 1o you upon request. After you aign and netum By
the P with your new requasied password, we will change your password and conlact yo
inlaphone or emeil fo let you know Sal il has been aclivated. Plaase nole thal withmd a2
1D and Fassward you will not be abds io condrol secess o Enron Oaline of other Lisars wi

hitp:/fwww_enrononline.com/docs/marketing/ About EnronOnline/Registru e . 4401

01200000000742



ﬁ,ﬂnlim - Registration & User Administration Page 2 of 2

/ company, If you wish o suspand other Usens wnlil you gel & new Password, plaase Cont
/ wie will o il for wou.

7. |forgot my User Password. How do | get a new one?

’ I you are not a Master User, pleass contact tha Master User In your comparny. EnonOn
! designed to make it ey for your Master Liser o reissue vou a new password wilhaut oo
Enromn. The Magler Liser will need to go into the Administralion screan [acopssible to Mas
Trom the quabes page) and resel your pesswond.

8. Can a Master User set up other Users in a satellite office?
Cinly if the satelite office i in the same country a8 the Master User. You need to have &
in each counkry in which you transact, end you need ke complete an addiional passwond
and registration form for @ach coundry,

8. Ifl change User details, when will they take effect?
Changas take sffect immedizlely after they ane processad by the EnronOinEne database,

10. What is the difference between a User and a Guest User?
Guest Lser accounts provide lemporary eccess 1o EnranOnling and are & graat way for y
mone aboul Enrondnline prios le becoming a registered User. Gusal Usars ¢an view neal
pasted by Enron iraders, whila Users can also transact via EnronOnline by clicking on th
apply o be 8 Guest User you need 1o complete the form found in Confact Ls. To apply b
Usar you ana also required 1o complate the Registration Form and sign the Pasaward Ag
Contact Us. To apgly 1o be a User you are sso required io complede the Regstration For
the Passward Application.

1. You sent me a new User ID for the Password | spacified in the Pass
Application. What happens to my Guest User ID?
Your Guest Usar 1D you used earlier for viewing prices is no longer needed as your new
do gverything tha old ona did, and mane. Your previcus Guast Usar 1D will &xpine,

12. My aceount just stopped working. What is wrong?
If you only have a Guest User 1D, then your access may have expirad, Please ragisler To
Usar ID or Contact L5 for further mbormation. I you are a User, please contact yaur Mas
dimcuss why vou cannol accass your accounk, f you are @ Master User, please Contact U
infarmation,

13. The security of my Master User ID and Password has been comprom
What do | do? How do | close down my account immediately?
Lisers and Master Users can change their own passwords, Il this is not sufficiant, then th
in each company can dalete the Lgar's old User ID and create a new Usar ID and Passw
If your Password has not been changed afready by someone else, then you can change
password o something unigue. i your Password hes already been changed by someane
you can request that we disabla your ald ID and issise 3 new one. Plaase comacl the En
Hedp Desk. You will be asked Io fax a Inttar from an authorized representative of your co
ingirucl the disabling of the acoount. To ablain a new User I0 and Password, you will nee
a8 naw Passwaord Applicalion,

14, Can brokers have access to EnronOnling?
EnranOnfing is avallable only to sampanies which can transact online Tor Buair can 3coou
Companias which cannod transact onling on their own behalf are nod eligible for registrali
Uzers of &5 Cuest Lisers with EnronOnline.

01387
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SMART

BUSINESS

SEFTEMBER 2001 [EXCERFTED]

JUSINESS

Enron ranked #1

You want profitable Internet
companies? We found fifty of them.

LAST YEAR, IN THE FIRST SMART BUSIMESS 50,
we defined a new kind of Internet company Mever mind
Yahoo and eToys and Peis.com. Instead we highlighted
companies established vears before the VWeb — and hon
ored those that had maost successlully embraced the et
to expand and enhance thelr business. If last fall you'd
Invested in the pul:riiu:!_'.r traded stocks among thaose 50
most Internet-savvy Ll 5. companies — including
Caeneral Flectrie, Enron, Charles Schwab, UPE. Lamnds’
End, and W. W Grainger — you'd have beaten the mar
ket overall,

Live and leare. J'I-_'l.l o Its conventional wisdom that
the Internet isn't a business masdel, ivs just 8 bunch of
computers connected together. Using It as a revolution
ary communlcations medivm is a first step, but deliver-
ing walue to customers — and making more money than
you spend — remalkns key to business success,

“Why does a company like Carrier do e-business?” asks
Andre Papaleo, vice president of e-business at the 99
year-old manufacturer of air comditioners. “Becase we
love to program in Javal” Mo, Carrier's e-basiness elforts,
like amy other Initiatives, must meet one or more specif-
i criteria, he says. They muest increase market share,
improve profitability, bodster asset velocity by speeding
prodoct cycle times, or enhance user satistaction.

If the Met isn't dolng at least one of those things, why
hother!

As we serveyed compandes for this year'’s Smart
Busimess 30, we learmed much aboutl whats worked
ooline in 2001 We've pulled out the 10 key trends in
Internet business and labeled them as lessons.

The lessoqs are diverse, Enron, our top company this
year, stormed anto the Intermet with one of the langest
private marketplaces In history, doing over 33 billion in
tramsactbons a day. As many public online marketplaces
continue to flounder, the success of Enron Chnline shows
that the best way o attract bayers and sellers 0o & mar-
ket is not to build a Veb site and hope they come, but
ton b an atiractive 'hu]nr:r and seller yoursell,

Genecal Electric (No. 4] has turned the Intermet
keward toowse it as o powerful collaboration platform.
Creneral Motors (Mo, 33) and Raytbeon (Mo, M), mean-
while, are among the leaders in using the Met to teach
and train their employess,

Dell (Ne. 9 and Herman Miller (Mo, 10 sxemplify
how the Intermeet build-to-onder model nol only gives
customers what they want, but slashes inventory and
production costs. Chemical maker Sigma-Aldrich [MNo.
20} now uses content to drive its e-commerce,

Mleanwhile, as the Internet matores in the 20zt cento-

01388

01200000000744



ry, It's moving inte new places. Though Americans
haven't embraced shopping from cell phomses and PDAs
in force, wireless data technology is improving, amd
United Airlines' (Mo, 32) wireless services for travelers
are a perfect example, Bumpus (Wo. 13) decided not to
play hall with traditional toy retailers and childrens
media experts, instead becoming one of the most pralif-
ic developers of antmation on the Wb,

Carrier (No. 48] ks among the forward-thinking manu-
Factorers Iru'.nrpm-l.ﬁng thr Intermet into thedr Fm{]ur.rs
— in Carrier's case, thermostats and air conditioners —
to make them more desirabile and provide better infor-
mation about their use. The Internet is Mnding 2 bome,
toc, imoa venoe anee I!hnughl hhfﬂplta]‘ﬂ!! hrick-andd-
mortar stores. Internet kiosks in Staples’ (Mo, 38) more
tham 950 stores help shoppers go home satisfied.

Anid the success of credit card tssuer Capital One Bank
(Mo, 42), after it waited so bong to formilate its Intermet
plan, shows what else has chanped. Last vear It was fash-
jonable to Fap laggard companies that hadn't rushed
their core business onto the Web, As it turns out, other
banks .'mpl:'msnd First-mover :H‘lﬂl.'ll‘.ﬂsl:'. Fn'md b b Jess
usefil than Capital One's patlent Insistence on first
understanding what worked.

How We Did It

For this year’s Simarl Business 530, our team of reporters

and edivars did what journalists do best: months of

research, starting with leading 1. 5. companies across
every industry as well as nonprofit organizations and
government agencies. VWe roled out pure-play Internet
companies — they're not what this Hse is about. We
imterviewed e-basiness chiefs at diverse companies and
asked them to nominate thelr peers,

W also consulted the experts. Two advisors in partic-
ular pointed ws to e-business leaders in thelr areas of
expertise; Patricia Seybold, CED and founder of the
Patricia Sevbold Group and author of The Customer
Revolution (Crown Business, 20000), helped identify com-
panies that use the Veh to bolster their customer capd-
tal. Williarm Markbham, a logistics expert at AT Fearney,
pointed us to basinesses successfully Integrating the Met
i logistics and discribution processes,

Finally, we selected leaders in retailing, manufacturing,
finamcial services, media, health care, transportation,
distribution, and other sectors. Ultimately, the ranking
represents the well-comsidered opinion of the Ziff Davis
Smuart Business aditors.

W learned 2 lot, We think you will too, —Ds

them Wrodg.

antee that.

Enron

enrononlinecom, enron.com, dickpapeccom,
commoditylogic.com, dealbenchicom, enroncredit.com

Make Yourself a Market

Enron, the Houston-based energy trader. has proved the e-business experts right — and proved

For years, visionaries predicted that computer networks would create new marketplaces where
buvers and sellers would find each other without a middleman, and a freer-than-ever market
would drive prices to unbeatable levels. They were right about the Net opening markets. Buot
countless e-business exchange filores during the past year reveal that simply hooking compat-
ers together doesn't create a perfect marketplace. There must be equilibrium — a buyer for every
seller who comes to do business, and a seller for every buyer, Public e-marketplaces can't guar-
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PHOTOGRAPH BY BETH PERKING

Enron: #1 in internet profits

But Emron can. For every transaction at
EnronOnline, its commodity-trading VWeb site,
Enron itsell i the buver or the seller, When you
show up at EmnronOinline 1o trade one of 16 broad
commaodities, Enron has a publicly posted price al
which it will buy — and a shightly higher price at
which it will sell. That price difference, the spread,
is market maker Enron's profit, It may be just 1 per-
cont of the value of the transaction, but it adds up.
Enron does more than 4,000 online transactions in

an average day; deals average nearly 3500,000. Last

SMAHRTEUSINESSMAG CDM

vear it made 55979 milllon on sales of $101 billicn
l.nng live the middleman. ]

Enron has adapted its VWeb-based trading system
from natural gas to make new markets in electrici-
ty, lumber, pulp and paper. plastics, metals, broad-
band capacity, crude oil, and other limited
resources. Where before a buyer might have need-
ed a morning's worth of phone calls 1o hunt down
prices, now he can go to EnronOnline and buy a
commodity instantly with no transaction fee at a

market-driven price. Easier price discovery attracts

frETEWDT O 3 0l
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buyers and sellers. More trading builds Hguidity
And more liquidity tends to narrow spreads, result-
ing im better prices — and more deals for Enron to
haride.

Deal flow s key The more commodities Enron
handles, the more it can turn supply and demand
into value-added financial instruments like swaps.
It can sell a contract that allows a gas user to lock in
a fixed price for a set number of years as a hedge
agalnst price splkes. It can provide the gas a power
plant needs to produce electricicy or, if gas prices
spike, simply provide electricity to the power com
pary

Technology makes it possible. A long-term gas
contract that in 18981 took two years to execute —
and in 1997 took two weeks — now takes less than
a second online. The company developed
EnronOnline using Macromedia Shockwave, a tool
more commonly wsed to create online games.
Customers just click to buy and sell. And Enron's
scalable backbone makes it casy to expand.

“We can move aggressively into new markets and
not get hung up with huge IT jobs,” says Greg Piper
ipictured), CEQ of Enron Net Works. “It doesn't
matter whether it's coal or paper. We don't ever
have to say to [Enron CED] Jeff Skilling, 'Hey, don't

move into a new commodity, because we'll have a
year-long I'T project on cur hands,”

Behind the scenes, hundreds of traders who spe-
cialize in commaodities work frenetically, constantly
adjusting prices. High-speed trading has so overtak-
en Enron (about G0 percent of its deals close
online} that this fall traders move o a high-tech
new trading foor scross the street.

Outside Houston, not everyone loves Enson.
Californians curse the company for capitalizing on
the state’s bungled deregulation. A backlash and
slowdown of energy deregulation would crimp
Enron's growth, but Forrester Research predicts
online energy trading will explode from a 5400 bil-
lion market last year to $3.6 trillion in 2005, And
Enron leads the field, with double the online trad-
ing volume of its nearest competitor,

The beauty of being a market maker is that you
don't care whether prices go up or down, as long as
they move. Thanks to the Internet, Enron is
cquipped to make the most of the uncertainty that

comes with froe markets. —DS

Repsrintad from Zitf Davis Smart Business, Septembaer
309, with parmassion. Sopyright & 201 2 Davie Media
Inc, AR Rights Reserved,

%

Endless possibilities.™

(713) B53-4357

01391

0120000000074 7



InternetWeek = IntemetWeek 100 > Services > Trader Reaps Benefits Of E-Market Leade... Page | of 7

£3

AR
et 21
|

R Jwtmss okl

|Search
*  niagsttinak
' TochMizh

Afvarend Saeh

Sections

Hismia

Pl Kirey Mg

In Depth

Hismes

Carmy Mader

Chsi Biading

Sanving Cusiomers
Managing The Erfernise
Inlagrating Supolies
il R ults
Ragench Al Ana by
Wlaka T Conkad

Resources

Aol Imbeme WAoo

Rules of Engagamint
Wharking Wi
Intpmatiaak

Hesowns Centers

WP Gourcs Fage

QEsy

Suppements

Bl Coverags

Services

EMail Miwes Ktk

Subschpliors

Markating &
Aghariping

#{H12 Ekipnal
Cakenda

Snap e bl ook oA

Spotight Showcase

TechCarears

Cand Desck Dniire

Privacy Stalement

Spormioned by

Get the most out of COMDEX without leaving your desk!

A —————
The Nation's Top E-Businesses
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Services

Trader Reaps Benefits Of E-Market
Leadership

*Liquidity' is the key to Enron's position at the center
of online value chains

By JADE BOYD

Lincertainty has debilitated many e- gnrOM

businesses, with staffers and

managers alike wondering when Headguarters:Houston
things will pick up. But optimism is Line of business: Energy
still in the air at Enron Net Works, the Production and markeling,

e-business arm of Fortune 7 energy gggﬂﬁﬁ:ﬂf;ﬁiﬁrﬁmm
company Enron Corp., which 2000 Net Income: 5979 millian
continues to expand its electronic Percentage of revenue from
trading modal inte all manner of e-business activity: N/A
commodity markets. CEQ: Jaffrey K. Skilling

Top a-business executive:
) Fhilippe Bibi, president and
Met Works oversees EnronOnline, CEQ, Enron Met Works
wheara Enron buys and salls more E-business _
than $4 billion a day of mostly natural highlights:EnronQnline
gas EI'I-IZl EﬂEEl.I'H:- |]1]'I|I|'EIT, mus StEE-'L conductied ifs millionih

Iransaction in May; total trade
coal, telecom bandwidth, data valurmes on the commodity-

storage, freight services and 1,500 yrading site have excesded

other products. £550 billion since it was
aslablished n November 1290,

; ; Enron Broadband Services
MNat Works is also a new-business conductad 580 anline

incubator, repackaging applications  yansactions i the first quarter,

Enron originally developed for compared with 321 for all of
internal use into revenue-generating 2000

online services. For example, E-business “"""".9'“:?&
EnronCredit.com, an offshoot of creating s success in onling

01402
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software Enron created fo help its energy trading in dozens of
traders manage credit risk, offers a2 other commodity businesses
senvice to some 10,000 companies to m”'ﬂ"!i[';rﬂ:m;aﬂtﬂ
quickly determine the cost of sloraga, Py
extending credit to their own trading m_f,ﬂ.,ﬂ freightlogisics
partners. EnronCredit.com, which accompiishment:With

broke even in its first vear, is EnronOnfine, Enron brought
expacted to Wwm a profit this vear,

immediale and transparent
pricing to energy markets; the
Net Works is part software :T,,':mn.,m‘ Eumﬂ:ﬂdmg
development house and part IT daity trade volumes in excess of
department, responsible for routine 54 billion
tasks, such as desktop support, and
critical functions, such as keeping
Enron's e-business infrastructure
running. Tha group, with 1,500
employees, grew some 30 percent in
the past year, occupying more than
four floors of Enron's downtown
Houston headquarters.

« Services: Industry Leaders
* Services: By The Numbers

= ONLINE EXTRA~

Reporter's Notebook On
Enron

"Our job is in two parts,” says Net Works COOQ Greg Piper. "Help
Enron expand horizontally in markets for new commodities like
forest products and freight services, and build a business around
the tools that helped to transform Enron.”

E-Commerce Apex
While Enron’s e-business gains have been spotty in some areas--

it has struggled to create liquid Web markets in bandwidth and on
paper, for instance--EnronOnline is one of the most succassful e-
marketplaces. It conducted its millionth fransaction late last
month, and the total value of trades on the site exceeds $590
billion. Online trading now accounts for almost 75 percent of
Enron's energy transactions in North Amerca, the company says.

Enron counts both purchases and sales in its volums numbers--
unlike e-marketplaces that simply take a cut of transactions on
their sites—-because the company is a "countarparty” to every
trade on EnronOnline. Enron makes its money on the spread
between what it pays for commedities and what it sells them for.

When a customer clicks 1o buy gas, electricity, steel or any other
commaodity, Enron guarantees price and delivery time. The key for
Enron isn't to own massive amounts of physical product or
storage and delivery capacity, but to arrange for third-party supply
and logistics electronically. Enron stays informed about the vast
array of factors that can influence price and delivery on a minute-
by-minute basis by employing thousands of researchers, analysts,
weather foracasters and other market specialists.

01403
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Enron isn't just moving physical product on the site. Much of its
online deal-making is in financial derivatives and risk
management.

For example, Enron is now in the markst for DRAM chips. But it
doesn't buy and sell the chips; it sells financial instruments that let
companies lock in a price for DRAMs for a set period. Ultimataly,
Enron hopes to buy and sell the chips itself, just as it buys and
sells gas, electric-ity and other commodities.

Energy Trading Redone

Enron is reticent about disclosing exact volume figures for the
different commodities traded on its sites. The large majority of
trades are still conducted in natural gas and electricity.

The Internet is transforming energy trading from something of an
art form, dominated by person-lo-person deals negotizsted over
the telephone, to an automated science. By openly displaying its
"bid* and "ask" prices—-and the spread between them--Enron
drove trade volumes through the roof in 2000, Forrester Research
estimates that the "notional value” of online energy trades grew
750 parcent in 2000, with EnronOnline accounting for most of
tham,

But competing energy firms are banding together to form cnline
marketplaces oftheir own. American Electric Power, Aquila, BP
Amoco, Duke Energy and others joined with Goldman Sachs and
other financial firms to form Intercontinental Exchange, while Axia
Energy, Coral, Dominion TXU and Williams have formed
TradeSpark.

While these consortia may view each other as competitors, they
see EnronOnline as complementary, says Forrester analyst Jim
Walker. "Everyone loves to have Enron frade on its sile because
Enron brings the most valuable thing to the market, which is

liquidity." Walker says

Enron has purchased physical assels lo ensure its own supply in
saveral key markets, such as pulp and paper and metals, Piper
says. Metals trading, he says, is up to about 1,000 transactions
daily, representing about 25,000 metric tons of steel.

Enron conducted 580 bandwidth trades in the first quarter,
compared with 321 in the past year, and it expects to handle more
than 2,200 trades in 2001,

However, Enron's total online trading volume represents
everything from storage services to long-haul circuits to dark fiber
to IP services. NMone of the bandwidth commodities has achieved
liquidity yet, notes Kevin Hannon, president of Enron Broadband

0 1 404 12401
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Services, which completed an 18,000-mila fiber optic network in
2000 and built 25 "pooling points” to tie in with other provider
networks. '

A Helping Hand

Enran has plowed ahead so aggressively online that some trading
pariners that haven't invested in back-office automation simply
can't keep up, Piper admits. Enron is responding with
CommodityLogic, software modules designed to help trading
pariners streamiine the fulfillment process and reduce data re-
antry amors.

Enron will create and maintain a centralized database of
information pertaining lo trades. Partners access that information
with CommaodityLogic software modules designed for such tasks
as quality assurance, scheduling and invoicing. The three
modules in tests are Invoicelogic; ConfirmLogic, an order
confirmation system; and MomlLogic, which handles delivery
scheduling for natural gas trades.

"Scheduling that natural gas would typically invelve three to 10
phone calls and two to three faxes, and for a deal done over the
coursa of a 30-day month, you might have had to repeat that
avery business day,” says Tom Gros, the Net Works vice
president in charge of CommadityLogic. "With NomLogic, that
process now takes seconds. | enter it on the screen and
automatically, if it's a month-long deal, the previous day's data
appears for me so ! don't have the chance to create an error.”

The business model for developing CommodityLogic is the same
one Enron used for EnronCredit.com and its other online
initiatives: Net Works develops an application to save time or
improve efficiency internally and then repackages the app for
extarnal use. The software for EnronCredit.com's Cost of Credit
service, for instance, was originally developed to help Enron's
own traders manage credit risk.

Much of Cost of Credit information is free with registration to
EnronCredit.com, but Enron charges a fee to download
information or get e-mail alerts of significant changes to the cradit
risk of companies in a prespecified portfolio. But the main way
Enron makes money from the site is by selling "bankruptcy
swaps™ to enterprises that want a hedge against the possibility
that a partner will go out of business.

Whereas EnronCredit.com grew out of software Net Works
developed for Enron's commadity trading business, Enron's latest
ASP offering, DealBench, came out of software designad to make
it easier and faster for Enron to negotiate large structured deals

for complex assets, such as power plants.
01405
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Enron's procurement department has used the auction functions
in DealBench to buy more than $1 billion of goods, everything
from broadband networking gear to carpeting for the new 40-story
skyscraper Enron is building across the street from its S0-story
headguarters in downtown Houston.

DealBench’s collaboration tools manage the complex
communications that are part of any large structured deal.
Features include secure two-way messaging and the ability to
deliver multimedia presentations and give participants varying
levels of access to sensitive information.

Last month, Enron added Data Room, a document management
systemn that lets companies set up "virtual data rooms” to
streamline the bidding process for complex physical assets, such
as refineries and manufacturing plants. Normally, companies
selling these types of assets have to staff a physical room hosting
lawyers and engineers from every potential bidder, each of whom
require several days to pore over hundreds of thousands of pages
of tachnical documents. Enron has used Deal Room fo syndicate
some $3 billion of its own credit to more than 81 financial
institutions and sell more than $240 million In assets.

With all DealBench services, companies can host any number of
patential bidders simultaneously, giving each participant the exact
level of access necessary. Bidders download a piece of client
software that decodes encrypted documents on the site, 50 even
if sensitive documents are sent to unauthorized users, they can't
be opened, says Jeffrey Bartlett, a principal at DealBench.

Rather than take a percentage of the overall deal, Enron sells
DealBench licanses to the deal managers and hosts the platform.
Enron wouldn't reveal specifics about pricing, which varies based
on the length of contract, number and size of prospective deals
and the number of potential bidders.

Centerplece Of E-biz

For the time being, energy trading—and trading in financial
products related to those trades—-will remain the centerpiece of
Enron's online business. Forrester estimates that notional trading
for U.S. natural gas futures and options contracts amounted to
about 3.6 times the total quantity of physical trades and 12 times
the amount of physical delivery in 2000.

“Electricity in the U.5. is a $300 billion market, but the velocity at
which that $300 million is being tumed over is increasing,” says
Bob Christensen, an energy industry analyst with First Albany
Corp. "The same power--and all the fuels related to it-can churn

and change hands a dozen times a day."
01406
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As other companies convert their trading systems to online

models, Enron hopes to sell its expertise in this area. (Enron says

its own online-enabled back-end systems reduced its marginal
cost per transaction by 75 percent in 2000.)

Enron stands to gain twice: first, by providing the services itself,
and seccnd, by further increasing online trade volumes in a
market where it has a clear ownership stake.

SERVICES
By The Numbers

CUSTOMER ISSUES
Expansion of customer base bacause of Internet capabilities

16%

Percentage of Internet sales orders that are perfect 83%*
Percentage of visits to Web site that are converted into orders

2%

SUPPLIER ISSUES
1'3 %F‘er:ﬂnlage of purchase orders done Hver the Internet

16%Percentage of strategic suppliers sourced over the
Internet

15%Femantage of strategic sourcing dollars spent over the
Internet

ELECTRONIC MARKETS
Percentage of sales orders conducted via an e-marketplace

17%
Percentage of purchase orders conducted via an e-marketplace

17%

E-BUSINESS REVENUE
E%P&mentﬂge of revenue achieved via the Intemet
9% rercentage of orders received online

?%Pamentaga of revenue growth in last fiscal year resulting
from the Intermet

19%How much Internet revenue is expected to grow in the
currant fiscal year

?E%Pemenlaga of companies expecting profitable online
operations in 2001

COST CUTTING
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Cost reductions from indirect materials procurement on the

Internet 9%
Cost reduction from direct materals procurement on the

Intermet E %

Cost reduction in customer management via the Internet 16%
Cost reduction in fulfilment and delivery via the Interneat 7%

Figunas ane averagas for InlemelWesk S0 companios in e indusing
*Cyders Thal are Tutilled acourately, o lime and in the righl quaniby
Souce: nfomoiirook

1 200 CWOP Pl LILYL
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Enron execs saw controversial deals as key to maimtaining firm’s growth
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Enron execs saw controversial deals
as key to mantaining firm’s growth

Documents show top officers were aware of partnerships G
. . Exe
By lohn R. Emshwiller
THE WALL STREET JO4LAHLAL o
Jan. 2 — As some current and former Enron Corp. [dor

officials try to distance themselves from
controversial partnerships that played a role in
the company’s demise, internal Enron
documents show top management and directors
viewed the partnerships as integral to
maintaining the energy-trading giant’s rapid
orowth in recent years.

W E-MAIL THIS 5] B COMPLETE STORY o

ADVERTISING OM MSNEC
Sponsored by

%3 CareerJournal eom ol Careerlournal.com

THE DOCTUMENTS also reinforee the notion
that top Enron officials, including Chairman Kenneth
Lav and former President Jeffrey Skilling, were
directly invalved 1n the creation and oversight of the
parinerships, which were rum by former Chief
Financial Officer Andrew Fastow, Questions about
the parinerships in recent months contributed 1o a
collapse n investor confidence in the Houston-based
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Enron execs saw controversial deals as key to maintaining firm’s growth Page 2 of 4

company, which just a year ago had a market
capitalization of owver 860 billion. Enron filed last
month for Chapter 1] bankrupicy-courl protection,
which shields the company from creditors while it
seeks 1o reorganize,

An Enron spokeswoman said the company didn't
have any comment on the documents. Among these
are an internal memorandum from an Enron attomey
to Skilling regarding procedures for monitoring
transactions with the partnerships. The documents
also include excerpts of minutes from meetings of
Jefth Enron’s board and the board’s finance committee.
Enron and Lay have consistently said that the

company's dealings with the partnerships, which
e e involved joint investments as well as asset sales, were
home page aimed al helping the company, were carefully
reviewed to prevent conflicts of mterest and were
adequately disclosed. The partnership dealings are the
subject of a Secunties and Exchange Commission
probe and are being looked into by Congress.

The Enron
documents
indicate that in
mid-1999 the
company began
using the
parinerships to
confront changing business conditions.

A document excerpting a Jume 1999 board
meeting cited 5killing as saving that because of
changing accounting rules affecting off-balance-sheet
transactions, Enron had been analyzing new types of
financing vehicles. Though the document doesn”t
provide further explanation, the statement would
gppear to be a reference (o a concem al Enron aboul
trving to keep as much debi as possible off the
company's balance sheet. Too much debt lowers a
company' s credil rating, which was a particular
worry for Enron, whose vast energy-trading
operations relied heavily on its credit standing.

Ailvanisamant

farl

:EI-:E-T f-;r.l:h'.-ll.n_r.l l'l:-;lll:lrl.l.:-

» Sign up for a vo-waak free frial
of The Onlinge Journal,

(liw Quote vy In the June 1999 document, Lay and Skilling
20 o rEn® ony were Wdentified as being designated by Enron’s board
to help ensure that the company received fair
Sponscred iy consideration in one of the early partnership deals.
Enron Corp (ENE) A draft version of minutes from an October 2000
Mk Shanae meeting of the Enron board finance committes cites
Add This siock o your Fastow speaking of the need for outside private
PAESNEIC: homupige parinerships 10 help manage the company’s finances
{”u“ BCINTERACTIVE s that Enron could “continue to grow.™ Enron
Data; CHEC on MSH Maney planned 1o continue making “sigmficant capatal
and SBF Lomsiack 20 mvestments. .., some of which would not generate

mifdalay
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Enron execs saw controversial deals as key to maintaining firm’s growth Page 3ol 4

cash flow or earmings for a number of years,” the
document said

Out of such-needs were borm in 1999 the s0-
called LIM parinerships, which were run by Fastow.
The Enron documents show that an early transaction
involved the hedging of the value of an Enron
investment in Rhythms NetConnections Ine., a data-
communications company. According to one
document, Fastow discussed how Enron could protoct
the value of that holding through a complicated swap
arrangement that also invelved Enron stock and a 530
million LM payment,

In a filing last November with the SEC, Enron
said that it had incorrectly accounted for the
Rhythms/LJM transaction. As a resull, Enron
retroactively reduced its reported net income for 1999
and 2000 by about 5100 million, or around § percent.

The intemal documents show that the board and
top management were aware of the possible conflicts
of interests in having Enron’s chief financial officer
running partnerships that cventually did hundreds of
millions of dollars of business with the company, One
document, labeled as part of a June 1999 presentation
to Enron’s hoard, also laid out the huge pitfit
potential in Fastow's parinership compensation
formula, under which he stood to reap as much as
half of partnership profits in addition to management
fees. Enron has estimated that Fastow made over $30
millicn from his partnership activities.

To avoid
potential conflicts

& ME_ from your back :’la:ﬂ ﬂ'r inI!EIE-'SlE an
and |ocal anghes naticnwide Fagtow’s part,
Enron sct up a
review procedure
for any Enron deals with the partnerships. Among
other things, all transactions had to be approved by
Skilling and two other senior Enron officials,
according to one of the company decuments.

In interviews with several media organizations
last month, Skilling, who resigned as Enron’s
president and chiel executive officer in August,
indicated that he wasn't fully aware of all the LIM-
related dealings and was also surprised by the size of
Fastow's partnership remuneration. Tuesday, a
spokeswoman for Skilling said that while he was
familiar with the structure of the LIM partnerships,
“he wasn't aware of or intimately involved with
details™ of particular transactions. Those matlers were
“handled al a lower level™ of the company, she added.

Fastow couldn”t be reached for comment. But a

01440
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Fastow attormcy has previously pointed to Enron
statements that all the LIM transactions were proper
and approved by the board and top management.
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Managing risk from top to bottom
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The Largest Bankruptcies 1980 - Present
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Company Bankruptcy| Tolal Assets | Filing Court
(click for more infa) Date Pre-Bankruptcy| District
Enron Cop® 1212101 | $53,362,000,000 NY-5]
Texsco,Inc. | 41121987 | $35,802,000,000 NY-S
Financial Corp. of America | G/9/1988 | $33,864.000,000 CA-C
Pacific Gas and Eleciric Co. | 4/6/2001 | $21,470,000000(  CAN
MCop 133111989 | $20,226,000,000] TS
First Execulive Corp. | 5131991 | $15,183,000,000 CAC
Giorallar Finandlal Corp. | 2/8/1980 '$15.011,000000  CA c|
[FINOVA Group, Inc., (The) | a7/2001 | $14,080,000 00,000 | DE :
HomeFed Comp, I j_wzz.mgz $13,885000000  CAS
Southeas! Banking 912001991 [§13,390,000, r:::u:l  FLs
Corporation o i‘ L
Reliance Group Holdings, Inc. | 612/2001 | §$12,508,000000]  NY-S
Imperial Cc;[a:ﬁnur cE 12 21281990 | 5 E .Er:ﬂ 1,000, 'EIIJE?';. ___E_E_E_
th:mr Hﬂgul I:aqm',l 1III|'1|'E'I:II:} I 31':! EI:I [, DI:II:II L‘:'E.
First City Bancorp.of Texas _ |10/31/1882 | $9,843,000,000, _ TX-M|
Firs Capital Holdings | 5/30/1991 | §0,675,000,000 CA-C
Balcwin-United D26/1983 | $8.382000.000]  OH.S

* The Enron assets were taken from the 10-Q filed on 11/19%2001. The
company has announced that the financials were under review at the time

of filing for Chapter 11.

Source: BankruptcyData.com
New Generation Research, Inc. Boston, MA
(617) 573.0557
SGH UP ToDaY! FREE BANKRUPTCY MEWSI

Home | Seerch | Sarmples | Rasaarch Cepder | Headlines
Bankrugdey Courts | Foodiack | Condacts | Publicaticns

Copyrighi 2000 - 2001  Mew Generation Resaarck, inc,
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

AUG 03 1939

UMDER SECRETARY

Mr. George Mufioz

President and Chief Executive Officer
Overseas Private Investment Corporation
1100 New York Ave,, MW

Washington, DC 20527

Dear President Mufioz:

Thank you for your timely letter of July 19 regarding the Bolivia-Brazil Cuiaba gas pipelinc
project. | had been meaning to follow-up with you, in light of the Board Resolution giving
conditional approval to the project (released on July 2). As you are no doubt aware, Treasury
and, 1 believe, other agencies have been hearing some complaints from NGOs since the Board
Meeting in mid-June. More recently, we have learned from the State Department that there may
be concemns about the legality under Bolivian law of the protocol to set up the Chiguitano Forest
Conservation Consortium (CFCC), and that the Government of Bolivia may not have issued its
final environmental/construction permit. As you will recall, the establishment of the $30 million
CFCC and approval by the GoB were key to Board approval of the project.

Treasury staff met with OPIC staff on Wednesday, July 7, to discuss a range of concerns,
Several issues were resnlved -- for instance, we are pleased to learn that OPIC has hired a
qualified scientist for the review of the supplemental Navarro study on the forest classification,
and & known environmental eonsulting firm to monitor implementation. However, some
potentially serious concerns are outstanding. Clearly, this will remain a very sensitive, high
profile project, and it is very important to handle any and all associated issues well.

The full set of conditions set by the Board for project approval include: completion of Bolivian
and Brazilian environmental/construction permit requirements, review of the forest
classification, the environmental and social management system, the secondary impact
mitigation plan, indigenous peoples’ development plans, environmental training program,
preliminary steps for the Chiguitano Forest Conservation Consortium (CFCC), and endorsement
by the govemments of Bolivia and Brazil. | urge OPIC Management to provide the Board with
an update certifying completion of all of the conditions before financing is released.

In general, | think that OPIC"s credibility could be enhanced by being more transparent than it
has been in the development of this project -- in terms of being both more proactive in promoting
consultation with people affected by the project, and more responsive to inquines to cnsure that
interested parties have all the information they are supposed to have, on a timely basis, and that
reports of problems are addressed.
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In this connection, we have heard that relations among the Bolivian government, civil society,
international NGOs, and the project sponsors are extremely tense, due to the general lack of
transparency over the past year, and, in particular, the way negotiations over the CFCC were
conducted. While numerous meetings may have been held, it appears that appropriate
documentation and time for review by at least some interested constituencies may have been
lacking. OPIC would be hetter served if it were to address directly the questions about improper
community consultation, how reported violations in stated procedures are to be mitigated, and
how future violations will be prevented,

In addition, | would urge that OPIC ensure that all heretofore involved or interested indigenous
communities, municipalities, NGOs, SERNAP and any other relevant Bolivian (and Brazilian)
government authorities have the Board's resolution, the two Supplemental Envitonmental
Assessments, and the environmental mitigation plan. The public (not just authorities) should
have sufficient time to fully analyze and comment upon these documents. Also, if the CFCC
proves viable under Bolivian law (an absolutely critical issue), it would probably help to diffuse
tension and enhance prospects for success if representatives of affected indigenous and
muni¢ipal communities as well as the Government of Bolivia were invited to join the Board of
the CFCC.

It is also vital that the independent review of the primary forest classification be credible and
timely (before construction gets far enough to preclude significant changes). We appreciate that
OPIC has hired a well-qualified scientist for this purpose. 'We want to ensure, however, that the
reviewer has all of the relevant information (both Supplemental Environmental Assessments in
their entirety, and any other relevant reports or data) and that the terms of reference cannot in any
way be viewed as rigging the outcome. Therefore, while the independent reviewer should judge
the adequacy of Dr, Navarro®s conclusions in the context of the definition of “primary forest” he
received from OPIC, we wge that the reviewer be free to comment on the appropriateness of all

of the concepts and methods used to operationalize the definition, not just the conclusions based
on them.

Finally, Treasury strongly urges that the Board-requested process to refine the definition/
operationalization of “primary forest” be transparent, including all interested parties and with
special expertise. At this point, it is important to avoid the appearance of special status for any
particular organization (e.g., WWF or the World Bank) in the process.

I hope that you and your staff will give these suggestions careful consideration, and look forward
1o OPIC’s response,

Sincerely,

/ M

Timothy F. Geithner
Under Secretary
(International Affairs)
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