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Enron Failure Likely to Burden Insurers
And Further Increase Soaring Premiums

By CHRISTOPHER OSTER
Stall Reporter of THE WaLL STREET JoiAkaL

Enron Corp.'s collapse is expected 10 cost ingurance companies maore than 53.5 billion and most
likaly will furthar ncresse skyrockeling insurance rales,

Al 32 bilkan of the losses is expectad 1o be shouldered by propery-casualty underwriliers, who
are gxpaclted o pay 540 billion to 370 bilion in claims from the Sept. 11 tamonist strikes, Thosa
claims already have louched off & run-up in premium ratas. The lossas would make next year's prce
increasas among the biggest in recent history for ingurers, if not the biggest, said Alice Schroader, a
property-casually insurance analyst at Morgan Stanley, Such lkosses work (o siphon off capital from
the msurance market, reducing price competitian.

The damage to individual property-casualty msurers s “wirually impossible™ to assess af this paint,
but Ms. Scrwoeder said a “material iImpactl” on the seclor is likely, The lossas are expected to result
from claims againsi directors-and-afficens llability policies, surely bonds and financial-guarantes
coverage. Directors-and-officers liability policies protect a comgany from lawsults stemming from the
aclions of it execulives and surety bonds are bonds thal insure the completion of a transaction or a
project

Life insurers, meanwhile, are expected to repor that the valwes of their investimenl porifolios have
droppad by more than §1.5 bilken, related to holdings of Enron dabt, which hes plunged n value in
recent weeks along with the company's stock prica. Investors’ confidence in the company has sunk
amid eamings restatements and revalalions aboul retdled-party IFRansschons,
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Montraditenal financialguarantes insurance and suraty bonds could prove the source of same of the
tiggest lossas, analysts said. Enron ablained coverage for such purposes as enhancing the value of
Enron's guarantee of cenain debt of Enron-relaled projects as well as the company's guarantess on
the execution of certain derivative confracts. Analysis said the paymants on the policies would be

triggered immediately upon a default event — for examgle, a missed payment or bankrupicy filing by
Enron. "We understand that some contrects may have already been lrggered,” Ms, Schroeder said.

On Friday, Chubb Corp., Warren, N.J., said it was reviawing lls surety bongs related to Enron and
astimated its maximum exposure al $143 million. The proparty-casusily underwriler said # is unable
to astimate the actual amount, il any, that § may be reguwired to pay and that thus far it hadn'l
recarved any claims under the suraty bonds.

Mz, Schroeder estimated that a maximum of $300 milion in directors-and-officess liability coveraga
likely is involved, divided among several imsurance companies. Already, Enran faces mulliple
shareholder-driven Bwwsuits because of the steep drop in the company's stock price,

Jason Zucker, a life-insurance analys! a1 Banc of America Securities, said the Enron exposures
wiould “pressura bond portfolios in hes recessionany environment,”

Among those with big holdings is John Hancock Financial Services Inc., acconding (o insurance
analyst Colin Devine of Salomen Smith Barney, who expects the company 1o incur a loss of 5120
million this quarier on the bonds, A John Hancock spokeswoman declined 1o comement an the
estimate.

Mr. Daving said Principal Financial Group Inc. and Lincoln National Corp. also have substantial
Enran bond holdings. In 8 news release, Principal said the company is reviewing its approximately
$171 million "exposure to Envon® and expects fo take a wrile-down this quarter of a size not yel
estimaled. Prindpal said i also is reviawing an additional exposure of 350 million fram investments in
Enron-related entities. A spokeswoman for Lincoln Mational sald the comgany had $25 million of
Enron Corp. debt and 570 million from s subsidiaries. "We may take a charge of somea of the
exposure related to the parent, but we wonll know until we ged closer o the end of the guarter.”

Write to Christopher Oster a1 chris osterfiws] com <mailla-chris osterffwsl coms=
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Enron Update:
Sagging Stock Price, _
Increased Earnings e
Continue to Fuel Takeover THE STRUC

Speculation ROUR
| Aews foerr Frwmr Assodialed FPress] Trguibsed Enmon Corp,

(MYSE: ENE] said it has sacwrad $1 hillien in new financing,

using its matural-gas and pipaling assets as collataral, But Ik6 -
sbock price took ancgher divie after rsing 2 day earler am 'Fr
takecwer speculation. [n afternocon trading Mow. 1 on the Mew
Yark Stock Exchange, Enron shares wene down 5.3 pencent,
pr51.29 58 shame, st $13.61.

By Will McNamara
Director, Electric Industry Analysis

Anmalysis: L many following this ongoing story, [ have
been clasefy tracking the plummet of Enron's stock since the
Oct. 16 redease of the company's 30 financial report, in which
g SEI8-million loss was dentified. Simce that time, Enron's
stature on Wall Street has bterally fluctuated by the hour,
burmping up or down depending on the labest news report or
rumor circulating across the Web. The company™s financal
prieglems hawe been wall dooumanted, aleng with the new
Securkies and Exchange Cammissin (SEC) probs ko
Ermman's fimancial deals ivvoleing = ust-dismissed chiel b -
finarcial afficer. For background infermation on this case and the [acbors that kad oo
Emran's current matadies, please reveew iy 1072201 Issuediert, available at
wyeyr S cientach, Lamfieci, [n this articke, 1 will focus exckisively ¢n the ngw reparts
that put Enran in the onprecadentad spol of BEirg 8 possible @Eesvar targek.
Iramically, the wery mentian of Enfan as & REsover target woidtkd have seemesid
ludioraus last yaar at Ehis Hme, when the company™s stock had just passed a 52-
woek peak of nearly S50 in August 2001. Az of early moming trading on Moy, 2,
Eriron shares wera priced gt $11.05, illusteativg just how low he Company has
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sunk over Lhe last year and ow quickly the positions along the energy industry’s
playing feld can change,

Thiere are three factors that, whean teken ogethar, pul Endgn B a vidlrerabls
position for takeawer efforts, Thess hree Tactars are a sagging stock prica,
comaaratively salid revernues streams ard 8 selid gesstian in the energy trading
space. The first point is obvious; as Enson's share price has hit a nine-year low and
drapped by hall in just one week, it is natural that cther companies on the prowl
far leesative acquigiticns wauld begin to Ever amaing tha caompany. Enmn shares
hawe dropped dramatically, and tha company's stock i now trading a2t close to
back valug. The ather twa factars | mentioned may need some further elaboration.
Cespite the $638-millicn loss in the third gearter from busanesses such as
broadband and water, Ennan's core energy trading business posted & 26-percent
increase in recurming eamings in the $ame guarter. Thas, the core trading business
is basically im good shape and remains & strang cash generator. In additicn, despita
the recent turmoil, Enron remaing the largest natwral-gas and poser trader in the
Lnited States, and thus is am atbractive tangel for clher companses aperating in tha
same space. Further supoorting this point, rost reports endicabe that BEnran (5 a
principal in ane-quarter of all electricity end naturel-gas rades i the United
Statas,

Thare are three comipanies that keep appearing an & short list of potential buyers in
an Enran takeaver. | think it is Fmportant bs discuss e indwidual objectivas of
these companes ard the factors that may ead them [0 persue a purchase of
Enron. The three companies most often menticned are Royal Dutch Shall, Barkshine
Hathaway and GE Capital. 1n additon, a cmall numiper of Eurapsan companies such
& Geomany's E.ON and England’s Powergan have also been mentionso. Al presant,
all the ceapanses namead have naithsr denied nor confirmad Eheir invalvement in a
posgible Enran [akadver,

OF all thes= names, Rayal Dutch Shell, the pumber Dao energy iem in the vworld,
has been parcercied 8 the oo conlamder, The pabential connaction may have soma
legitbimacy. First, Bayal Dutch Skall is the parent company o whally oened
subsidiary Shell Gil, under which Shill Energy Services 15 a wholesake and retall
markating subsidiary, Shell Energy Services, which s based in Houston, had made
previcus pensetratians inte the retail electricity markets of Texas ard Ghio, but
racently wikthdiraw fram bath states to focus more exclusively on whalesale power
transactions. Thus, Shell's focus on the wholesale market through Shell Erergy
Servicas wauld make far a nice synergy with Enron’s praminent position in the
whalesaie trading space. Further, Shell had unswocassfully tried on s own [0 ba
inwolwed in the merchant energy bosiness, and thus an aoguisiticn of Enren, the
dominant player in the energy trading space and an established anergy franchise,
would be on par with the compamy's strategy. Other regoris have indicated that
Shell had previoushy looked at 8 possisle Enran buy, &ven belore tha company
began to experience financial inskability, Financing the deal woukd mat be 2 problem
far Shell, as Enron's current market capitalizathon s arcund %11 billlion and Shell
wiuld ﬁrtlh-EH'p' notl hawe 1@ offer a huge premium for tha company,

Berkshire Hathaway, founded by multi-hillionaire Warren Buffell, is ancther
company with deep pockets and a patential synergy with Ennan, Barkshir
Hathaway penetrated the snergy industey with a £9-billion purchasa of Das Moines,
Towa-based MudAamerican Enengy Company, giving the campany a 7 5-parcent
cwnership in the largest utility i [owa, which is strategically located i the middie
of sevaral rmajar mackets in tha Midwast. Buffett, who previously invested in fnen-
ardrgy campanies sech as amercan Express and Coce-Cola, has Been drawn to the
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cnengy space due ko dereguiation opoortunities. Berkshine Hathaway's acguisitions
fit & pattern that Buffett created: They are well-managed companies that sell 8
tangeble product and have strong growth potential ower the long term. MidS&merican
Energy arguably fit that template due bto iks history &% an integralbed wtility. Enren,
which is far more difficut to define, may ultimately prove to be oo abatract a
cornpany for Berkshire Hathaway's tastas,

As discussed In yasterday's Issuadlart, GE Capital has bean increasing its holdings
in the pnergy landscape lately due to its affiliation with Trans-Elect, a private
company that Is actively pursuing the transmission assets sold by vhilitkes. Trans-
Elect amd GE Capital sare in the process of pundhasang the transmission assets of
CHE Ensrgy Corp. GE's role in the CMS deal is not entirsly dear, bot it appears that
L campany is parbicipating mastly 83 a inancial backer. Although they have
dawnplayad the significance of their relationship, Trans-Eledt has dearky recended
financsal hacking fram SE. In Fact, the Structured Finanse Grows of GE Capital
Seryvices gwng a mirdnly interest in Trang-Elect (the Size of the imvestrient has natl
b disclosad). Mole thal GE Strecured Finanoe Group hag many imeesimanis in
oithes enargy Companies, including The New Pavier Company, Enermelriz, Beacon
Paower, and Plisg Poeear (IO nama Just & faw), [ don't see [he synergies batwesn GE
Capital and Enron as much as with Shell or Berkshine Hathaway, However, IF GE
Capital i attempting to simgly Increass Bs investmants in tha kicrative ensrgy
business withawt any invalvement in the operational aspects of the business, than
this partnership could be considered viable. GE's pwn microturbine business has
slowed somewhat, =a the adwantage of gaming Enron’s wholesale brsness from a
rmarketing perspectve may alse be a driver in this possible play. In addition, &
recent repart in Sosiress Staadard indicated that General Electric plans ta increase
its inwestment in India to about B8040 million over the next thres years with
incre&sed investments in the infatech sector ard GE Capital Services, OF caurse,
Emran & sLill mwalved in the India energy market due bo its roubled Dabhal Power,
wabtich cearsses o power contract in India,

The Eurcpean companies such 25 Engl and E.CON may tum out to be credible
prospects, a5 companies across the Continent continue bo seck merger and
eoquisition opportunities in the United States, scross generation and transmissian
sectors in particular. E.OM is still in the process of purchasing the United Eingdamn's
Pawergen, =0 it may be ted up in regulatory proceedings that would preciude an
addilional saquisition. Mo word has emenged that meay suppoart ar refube rumces
about a takeoyver froem Enel.

Enran's stock price has oscillated wildly since ks 353 financlal report #as released ;m
rad-Cotober, The 3||E:E'I!||'|I' r'lﬂ-r'l-l"&l!l.lr'l'il'ln BLsag i nor-core busineszes and their
petential Fmpact on the basazally 'Etﬁl-l"lﬂ card husiness of natu-‘al-qa afnid power
tradsng, coalesced with presious concesng abaul the depariure of Jelfrey SEillineg a3
Emran's CEQ and sent the comparny's steck an & dowriward 2piral (Fallirg an
approdimabe 54 parcent m just 9even dave). Enren Shareg hit 8 mine-year low an
ek, 30 and then baumced up aboul 25 percapl cn [he folawing day, The surprising
IJFIE.'III'iI'II] accwined when Enron anncuncad that it had securad 1 Gillicn in fresh
credit lines fram investors such as 1.P. Margan Chase B Co. and Saloman Smih
Barmey,; Inc. that it planred o use partly 1@ supplement short-term liguidity and
refirance maturing cbligationg. Hewever, 8t (e same time, what had started as an
infeemal imgquiry by the SEC oilicially Became a full-scale investigation, which thus
far has gerved ag a brick wall against any Turther inpreates in Enmon's stack pPrice.
The identification af the SEC proba as a full-scale investigation Is significank
because it gives regulators the right to subpoena Enron company @acaements, which
has been & point of contention for same time among investars wha claim that
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Enran has not been completely forthcoming about its practices.

The Enron questions of the moment ara: How much ferther can the company's
stock falf bafore Enron's businass modal is significantly restructurad? Will Enron
incur additicnal losses beyond the allegedly non-recurring losses It chaimed in tha
third guarter? Wil Enron remain a taéeover targat, and if 50 which comparny would
be likely ta make a bid for the company? ‘What will be the ovtcome of the SEC
investgatian and potential credit doswngrades from agencies such as Moody's?

Some of these gquestions are impossible to answer at this juncture, withaut the
barnafit of & erystal ball. Clearly, the sudden lack of investor confldancs In Endan hins
rattled the company's executives, which undoubtedly prommpbed the austing of its
farrier CRO. 1 would think that this lack of confidence wauld 2isa lead Enron ko
consider fundamental changes i its business model. Howewvar, IF may be oo lake o
avert additional losdes in non-care buesinesses such as broadband, water and retadl,
inkg which Enron sunk large sums of capital but which have yet to produece
measurable returng,

If Enren's stock remains in the basemant, takeswar rumors will wndoubtedly
continus. Hawever, Enran s Fhl"ﬂﬂm a3 this paint to urdertake & subatantial
rnadification of its business model, which may Include tha complete divestituna af
el of its non-core businesses cutside af the energy trading cora. 1IF a takeover wers
by take place, i would probably occur scon Cwhile Emran's stock remains losw and s
core business ramams strang} and with a buyer that secks a large trading
cperaticn and experience in risk management. Hone of the companies mentioned
a5 passible Duyers at this tme completely fall ender this description, but given
Shall's strarg interest in whiclessbe markets | would contend that this potentdal
partrership makes (e Most cansa, Howeyves, any Camaeny that makes a senous
bed for Enron would have to ba very risk tolerant, corsidering the angoing
!-lﬂmtﬂ“'ﬂ-':' surraunding tha company with regand 1D pRiding lawsuts and the SEC
investigation.

Im addition, i is sgnificant that Enrea i& puriuing additianal financng, which
indicates that tha company intends ta bolster its fnancial position and avaid any
takeower attemnpts, Heverthelass, waricus cradi rating agendcies such as Moody's
arz in the process of evaluating the company for patential credit downgrades. &
credit rating downgrada @aould rais Enren's @oot al Brrawing, which in bern could
tut inta the profitzbility of tha company's business as a whale. The end result is
that, i Enrgn's fingncieal pasition does not iImprove substantia®y in the near term, it

will rermain in a very vulnerable position and a very real targat for warious @akaoyer
migatyrag,

An archive list of previous IssucdAlert articles |s avallable at
wwrw . scientech.com
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We encowrage our readers o contact L with thelr commants. We look forward bo
faaring from pow. Nancy Spring

Reach thousands of ulility analysts and decsion makers every day. Your company
can schedule a sponsorship of Issuedlert by contacting Jane Palz at
505, 344 FE50. Advertising opportunities are akko available on our Website.
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Jur stalf is comprised of leading energy experts with diversa backgrounds in wtility
generation, transmission & distribution, retail markets, new technologles, [T,
ranawable emargy, regulatary alfairs, community relations and internaticnal issues.
Contact carsultingdscientech.com ar call Mancy Spring at 50%.244. 7613,

SCIENTECH is pleased o provide you with your free, daily Issuedilent, Let us
krsava iT we can help wou with in-depth aralyses of any ather SCTENTECH
infgemation prodects. IT vow woeld Be 1o refer colleagiees o mecerve gur Tree, daily
Tsguedlerts, please register directly on gur Site al

seoure, soientech,Ccormfigsuwaahart,

If you no longer wish to neceive this dadly e-mail, and you are curmmently a registe red
subsariber o Issuedlert vie SCIENTECH s website, please visit

hktp:fisacure scipntech.comfsccounty o ursubsoribhe, Otherwicse, please send an e-
mail to lo Issdedbert, with "Dedete [A Subscriplion” in the subject line.

e N G L O S L,

SCIENTECH's Issuedlerti ™! arficias are compiled based on the independent
anafysis of SCIENTECH conswitants, The opinlons expressed b SCIENTECH s
fecoedlert arliclas are mot intended do predgict Anancial performance of companies
oiscussad, or (0 be Lhe basis for imvestment decisions of any kind. SCIENTECH's
SOie plrined i parbisiing 5 Tsguedlart articies e o offer et indapandent
peraachive regarding e Rap evands oocurnng in dhe anergy industry, baced an ifg
Img=siandyng rapdalion as ar expert an emangy SEes,

Coppright 2001, SCIENTECH, Foc. Al righis reserved.
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Subject: P& Enron's Departume from Core Buginess Takes a Toll on Performanca
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Qctober 22, 2001

Enron's Departure from Core Business
Takes a Toll on Performance

By Will McNamara
Director, Electric Industry Analysis

‘Fews tem Sfrom Rapbars] Envan Corp, [MYSE: ENE] stack sustalned further hesyy
lasses an Ociober 19 a8 irvesior canfidance in the former WWall Strest favariie
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remained at & low ebb after & reported (ks first quasterly loss in over four years. The
energy glant's stock was off $3.32 or 11,45 parcent at $25.6B per share at mid-day trade on Oct.
19, making a curnulative |oss of 28 percant for a week in which it reported a third-guarter loss of
4638 million. A= of early marning trading on Oct. 22, Enron shares were priced at $21.99, 2
reflechan of new developments {including a new Securities and Exchange inquiry) that have caused
urcErtainty aboul the Ccomparny among inwestors.

Analysis: Enron's first financial report since the departure of farfmer CED Jaflrey Skiling In August
has nat done much to ance again instill investor confidence in the compay, which has axpenanced
ane af ks most furbulent years in recent memary. While Skilling cited persenal reasons for his
departure, many analysts suspected that a significant drop in Enfgn's shase prica and financial
lasses in its diversified businesses aleo played a role. At the time of Skiling's departure, Enron's
stack had tumbled to a 52-weak low, Howewer, based on the new 30 repart, It now appears that
Enron's dowreard tura may be continuing despite the return of Kanneth Lay to the company's top
spot, [M essance, Enren's financial prablems have been caused by businesses that the company kas
patpblislmd a8 a way to diversify from its core focus on whalesala powar sales, [E appears that
Enran is learning a costly lesson—namely that investars are net responding favarably to the
company’s innavatien, especally I bottom lne perforrmance s in any way compramised. The raad
ahead may remaln uncertain far Enron, 85 8 good numbser of unrgsoived issues and 4 new
Seyrities and Exchange Commissian {SEC) inguiry inta financial dealings of its chief linancial
officer continue to overshadow the codmipany,

Lel's first establizh the financial losses that Enren has reportad n the third quarter. A8 nated, as a
whola the company reparted $638 million in losses, after taking $1.01 billion In charges associated
with several of its non-core businesses. Whan we break down the losses, it becomes clear that
Enren s struggling with s operations in three businessas: water, broadband and the retadl pawer
miarkat. Specifically, Enran reparted $287 million in charges fram Azwri, it walar ardd wastewatar
business; $180 millian in charges related ta the downsizing of its broadband operations [inclding
severanoe costs and losses on inventory sales and customer contracts); and $544 millian in what
the company & calling “investment lesses.” Evidently, about half of the $544-millian figure s
related (o Enran's nvestment in NewFower Company, the retail electricity and natural-gas provider
that Erron launched about two years ago with partners America Onling and [BM. Enron owns 45
percent af RewPawer, In addition, Enron’s debs ta total capitalization ratio repartediy will increase
o about 50 percent, although Lay says that pending asset sales may reduce that amaouwnt ta 40
parceal by the and of 2002, However, it is impartant o note that Enran's 30} recurming reet moems
(Before the wrte-olfs] did increase 3% percent to $393 millien, or 43 cents a diluted share, and
rEvenue in the quartar rose to $47.6 billion from $£30 billien in 30 200

The losses associated with MewPower are particularly interesting. As ane of tha kading investors in
the campeny, Enron dross NewFower's aggressive business foecus on retad residential power =ales,
despite angaing concerns about the development af retail competition acrass the United States.
MewPpwer want public last year at an opening price of $21, and In the early days af its initlal public
affering was trading abave that price. However, tha company's stock has experienced a
devastating drop in walue, and is currently priced at $1.25. NewPower is not schaduled to releases
its pwn 33 financial statement until early Novernber, bat it 15 expected that the company will
cantinug to Incur significant losses for the foreseeatle future, Specifically, NewPowar recently
rgitgrated it earlier expectatiars of 8 3 less of $65 million te £330 million, or $1.12 o $1.20 2
share. Third-guarter revenue reperiedly will ba slightly lower than the $60 millizh ta 465 millon
that the company had forecsst in August.

In apalyzing MewPoawer's 20 financial losses (se= Issuedlert from 8/8/01 at

www scientech.com/rcl), [ argued that the company is really struggling fram & mix of positive and
negative factars in its efforts Lo becormsa the leading retall energy provider in residential and small
business merkets in the United States. On the pasitive side, NewPower has racently secured o lange
numbser af few CEEIOMET ACCOUNts, mast signdficantly frem its purchase of custormers and refated
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gttals froem AES Corp. ard DTE Energy. These purchases prompied an Fmprascive growth spurt for
MewPawer, and the campany repariedly now has a customer base in 22 markets in 10 siatas,
Howeyer, bhe bad rews for MeaPowear is thak ik leases canatinue o weden, apparently realting
frioer & combinatzan of weather factars arnd firancial hits absarksed in saveral of the states in which
the carmaany aperales, This dichalamy does nal apiear 1o e gatting any betier, and the
company's sheck has continead Do drog as a resull,

I an &ffort to alleviate spere alf k8 inancial woses, NawPower I'EI:-Er'IH}' rewisad an Existing master
relling agreerment with Enrm Corp. and seyveral of its subsidiaries, The revised agresment
eczantially lowars the ameunt of cash callaberal that MewPower is required 10 post o the Enran
sibsidians through Jan, 4, 2002, With the kwened financial abligatsans that it must make 1o
Emrgn, MgwPgwer Bediguac that it will hawve sufficient financial recgurces to sonduct its busingss in
thie mear tarm until i secures ﬂ'ﬂﬂ'ﬂ'"'lﬂ asset-based ﬂnann:ln-g.

Howayer, from Enran's perspectiyve, the lcsses assodated with HewPower (and, by the =ame token,
the lossies in water and broadband ] have contributed o & steady drop in its own stock price. The
rressage 1% clear: The businesss=s that Enron plunged inta as a way o diversify have tamied the
company a3 a whole. Fuerther, what some analysts percaived 85 brash hubrig on Enron's part hes
net franslated inte meatsurabile prafits, ard consequantly Wall Stresl has reacted by sending
Emran's stodk fa a laval that is about hatt of wheds it was 8 vear ago, The individual sectars that
Emron has pursued ara all unigue, but they sharg the commen denaominator of taking Enran away
from what was a successful core business. Further, they are similar in that Enron aggressively sunk
large sums of capital into new business Bnes far which it arguably had unrealistic expectations for
growth. The prablem with Enran’s bandwidth unit is that the company has faced an unanticipated
excess af fiber-aptic lines, which has prevented the demand for the divisan's services fram
materalizing as anticipated. The problem with Szurx, which has besn losing money since its
formation in 19498, is that privatization of the water sector has not materialized as quickly as Enron
and ather companies anticipated. In addition to these prablern areas, Enron also faces challenges
ralated 19 ils investments in India (where it is locked into 8 kegal battle with the state gowermment)
and Califarmia (fram which Earmen has veb to recedee full payment far previows power sales).

Im addition to the losses outlined in the 30 report, there are new ssues that are bresidng at the
start of this week. First, the SEC has requested that Enron provide infarmation regarding ®certain
related party transactions.” Mat mwch additional infarmation = presently avadlable about this
inguiry. Haweeer, it is probably conmected to sadier reparts about concerns related ta the dealings
af Enran™s Chiefl Finarcal Jfcer Andrew Fastow, who up ondil very recenthy bad ron & limited
poarinership that Boght assets from Enron. Ben Lay has sasd that Enroen will cooperate fully with
thie SEC'E request, In a separale develapment, several rmutual funds (ncleding AW Corstellation
that ancag held large pesRions in Enfn] kave either Buidated or redwded their PFIAings in the
company, which has furthar weakened Enron’s stock value, Partfdio managers of the mabual Tunds
hawe cited concerns about Enrcn’'s akility to balancs s raw busingesas #ith its core strangth as an
Energy trader,

The present challenge far Enron is to convince mvastors that the company remadns on solid ground
despite the lokses. Thus, Lay has baen guick (@ reftarats that garnings from the company''s snergy
and gac-pipelne business gog 20l streng. Furtbar, Lay cays thal the El"l-lrljl‘.'ﬂ- regaeried in The tyird
gquarter shauld e seen as a way Lo “chear away issies that have cleuded the perfasmance and
earnings potential of aur core energy busmesges.” Nevertheleds, the Ffactk remains Chat Enrea has
investad huge amounts of money loward its diversification «fTort, ardd in addition o waler and
breadband he company higs invesiad inla the gteal and gulp 80d pages seotars as wall. Thais,
several questicns ramain at this junckure, Arg the |oeset reparted in tha third quartar anly a
temporary setback for Enron that will clear the way for the company fo return to 2 primary foous
an its core business af energy trading? Or, will the losses continwe into the faurth guearter and
20027 Mowing forwerd, #ill Eriron ance again reshaps s business model end aliminate the vasaies
Birsaetdes b which investors hayve rescted e [han favorabiy? Only Lime will tell 32 thd Endustmy

[l W INDOWS Temparary 26 20 ntemel %2 0F e DL K300 1anmiele 2. him QIS 2002
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pantinues to watch the dewelopments ab Enron, which i clearly a8 cormpany in the midgt of anather
wawa of changa.

An archive list of previows Issuedlerts is available at
whanaLSciEnbech. com

Wi ancaurage owr readers o coni@act us with their commends, We foak farward fo hearing
from you. Mancy Spring

Reach thovsands of wtility anatysts and decision makers awery day, Your company can
schedule a sporsorship of Issusdiert by contacting Jane Palz . Advertising apportunities ane
alsy available on our 'Wabsite,

-

oo

Qur stalf is comprised of leading energy axperts with diversa backgrounds in utility
generation, transmission B distribistion, retail markats, new technalogles, LT, renewabie
anargy, reguiatory affairs, community relations and International issues. Contact
carsultingi@scientech.com ar call Mancy Spring at 1-505-244-7613.

SCIENTECH is pleased to provide you with yowr free, daily Issuediert, Let us know of we
can help you with in=dapth analyses or any pther SCIEMTECH Information prodweds. 1f you
would llkog ta refer 2 colleague ta recerve our free, daily Issuedlerts, please reply o this e-

mail and inciude their full name and 2-mail address or register directhy on our site.

[F you mg lenger wish o receive this daily e-mail, and you are curmently a ragistsnisd
subsoriber o Issueslert via SCIENTECHS website, please visit

Mg sacure. scientech.comfacoounty to unsubsoribe, Dtherwise, please send an e-mall to to
Lesuadlert, with "Daleta [4 Subkoription”™ In thie suhiect bne,

SCIENTECH'S seuedlerts™ are compited based on the independent analysis of SCIENTECH
ransuitants, The gpinlons expressed in SCIENTECH'S fssredlents are nod infended to predict
financia! performance of campanies dscussed, ar to be the basis for lnvestment decisians of
any kind. SCIENTECH'S sode purpose in prbiisfiing s fesuedlens i5 to offer an ingependent
perspective regardéng the key events oocuming m dhe energy mdwustry, based an @S long-
SfAnding reputakion a5 an expart an anargy MSUes.

Cappright 200, SCIENTECH, o AU rigiifs resended.
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WRHOO! FINANCE ) 5 Mip = -Frsrce Home - 14006 beh REUTERS

REUTERS P

P -.-'Hn-g far R

[ Latest Headlines | Warkel Overview | Mews Alers |

iomday Movember &, 12: 16 pm Easioen Time

‘Related Quote

. . ) . M 11,56 TR
Fitch cuts ratings on Enron debt deiarved 20 maas - disclame
Claxie Dans provided by RBewrs
(LEDATE: Aady derals, o J._El'l.lllnr.l' .'.I'Ir'rllu:{llll.llll':l Ii St Chualas

WEW YOREK, Nov 5 Rewters) - Fisch on Monday e e ralings on
the dehit of embaitled energy rader Enron Comp, (MYSE ERE - newce) and wamed that it may cut the
ratings xgain iM ke company does mol reduce ils debis, iCits trading besiness deieriorstes o if charges
cxoond present ostimabes.

ADVERT GE ME T
e, 1 O]1y'S Talimg action reflects the difficulties Enmon
sy i e foces an managmg 168 hguidily possiom 1o the Tess of
an exasi in invesior conldence,” Fiich sad

Fitch cal Howstoi-basad Eqren’s seniorn wnsaunad Gl
o EBBEB-mine" one potch above junk, from T BBR-
plus,” ils subordinmed debit 1o 7 BR® from O BRRY amd
12 CD=sFOR FREE - .- - ifs commercinl paper to - F3" from 7 FEL1" The raling

B

apency also downgrsded Enron’s prelomed gock 1o
B-plu’ from BEB-minus®

Fitch sand reducang debl and axtmg prohlam
baisinceace ane @ managpeEmenl prioricy, and if Enron is
N . 1002550, b campany's credit prafile will improve
" However, tho largeted iransacisons have varyimg
deprecs of excculson fak. particularly the devestiume of assele in emerping-mare counmes,” Fiich said

Frich's cut follows downgrades last week by Moody's Investors Service amnd Standard & Poor's. Enron's
shares have log moare than 6F percent m ks than a monih amid conoems ahoul Ninancial praciices il
tripeened am imvesipanion by the ULS, Securines ard Exehanps Comnvisgion

A& lasl Thursday cul Ermon's corparale credil and seinor unsecured debd ralings w  BHB,” twe

irsbches ahove junk stas, from BEB-phis® Moody's Investars Service Inst Monday ot Enron's senior
yinsascured debt o " Bapl.” reep nogches ahove junk, from " "Haal ®

Dovwnizrades coukl make i wougher for Enrom o isses debd and ren is day-to-day hesiness if fellow
marketers and rnders demard more collateral.

hutpes e, yabe Lode 0T T HERSIS200ELE L himl 1175000
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Yiahoo - Filch culs ralings on Enrom deht Page 2 af 2
Emron limed up 51 hillion of new credil last week s may still bave o sell assels 10 bead offa credil
aquie e and reston: investor canfidence, scconling 1o invesiment bankers,

Ln 115 1hird-guesrter results repo [as) month, Enron said it expecied over a hallion dellars of write-offs
related] o souwred invesuments. I algo armosinced an extra $1.2 ballion wrie-down of shareholder eguity

related o imvestmenis thal were nol reeorded an its balanee sheet,

Evran's én.4 percenl nobes doue in 2006, b at gbout BD cents om the dollar a week 2ge, were bid al T3
cenls on the dollar on Monday, 2 strategess saud,

Ermon shares were up 40 cents, or 155 percent, at 51167 i madday trade on the Mew Yook Stock
Exchangs. The shares have been in free-fall for two weeks.

Email thiz sioey - Mod-cmaled amicles - Most-veewed arscles

More Cruotes and Mews: Enron Corpe {RYSE: D NE - news)
Helated News Cotegories: oil'encrgy. LS Market Mews, alilities

| — Sesrch Mews ||

m—— o — - -1 i s sEmaE Em CEEmEEEs R SEEE o SR e e s dm oo o

g @0 2001 Fahen® Inc. &0 sphts mese~ved . Privecy Pokoy - Tarms of Ssrdca
Cua sy AT Mg bers Lrmdad . & gt in e Ml ze biicst on o nediietrbod oo o2l Ases poribati B agraeedy prohdees] atcad e preas aTen
coraEni of Masies Fourom. sl nat e labis b S S0 20 dEUE T DR R OF B BRI LEHERT W MRS IRETRDE

Chesdord o Commeiie™

htp: bz, vahoa. comdrf ] 1105052618121 himl IRFLTLITE
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Home Top Stores Eas e Tach Foliics Waord Local Enderfainmant Spots Op'Ed Sesrcs Heali Ful |
Business - Reuters - wpaied 10 06 A0 ET Now 5 @

Reubers | AF | The Mew York Times | Mobey Fool | TheSheetoom | O'ideos | Fomoesoom | More .
Thursday November 1 9:51 PNV ET

Enron Lines Up Cash to Soothe Wall Frelate Quales
i 47 11K
StrEEt LEIEA, L I L
"F=E 038 El |2 uz
Audioividan By leil Franks M 1o {Lh
. FAE 12.01 17
Enrgan pris %1 hilliow ) 1% 137 BY S5
in fimansing - HOUSTON [Reuters) - Enron Com,, GAP SNl 105 4R 14
W24 gathiering money to soothe a worried Wall  Kaspag (T893 <8150

sireel, hioed up 51 Billson of new credil on I_'
Thursday, then saw its credit rating cod for & second time thas week
a5 the nation's largest emergy trader strugalad o resione insestar Gal Chichedg |

confidence shaken by questionohlks financial transactions. defayed 20 muns - disclmes
Shares in the Houston-based company, whose dealings are under investiganion by the LS,
Securitics and Exchange Commisgion (news - web sites), umbled 51,91, or 13,7 percem. i
51159 as the markel comtinued a two-wedk-long pammeling of the siock.

AL issue are aff-lhe-halamce sheel deals with limited paninerships, run by then-chief financial
afficer Andrew Fastow, which contnbuled 1o a $1 ballion charge againsi third quarier eamings
ardl a 51.2 billbon reduction in sharehokler equity annoumced on Ot 16, Angry Invesions sgy
Enron has mat fully explained ibe imnsacisons or whether i faces more liahilidies

The company, teking the tack that an having abundance of mosey available would case feans
abame s firancial stakdlive, said on Thorsday il god &1 billion in credin lines from 1P, Morgan
Chase & Co (MYSEJPM - nows) anid Salomon Smith Bamey Inc., the investment banking arm
of Citigroup Incd WY SE - news)

The pew credit, which comes on 1op of 3.3 bilbos in bnes that Enron (NYSE:LRE < nows)
fappod last week, camse wiih lbe proviso thad the company’s gas and pipeline assets be pud up as

collateral, & messure usually reserved for s with * junk™ credat ratings. .‘
Al LAY FEARS B
Anil

Hui a groieful Ken Lay, Enron's chaimman and chicl executive, thanked the two Wall Streel
insifutions for their support and s the crodit imfusion should help allay invesiors' fears.

TWe very much approciane the sugipar af twa of car long-standing banking panners,” he csaid in
s stgiement, " With more than £1 hillion in cash currently on our halance sheei. this additional

hatp: e by s, vahoo.coma iy mm 2000 1101 Se'energy_enron_de 2 him| 11/5701
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Ermron Lines Up Cash 1o Soothe Wall Stroct Page 2 of 4

credit eapacily will further solidify Ermon's sianding as the leading mariket maker in wholesale
cnergy markets.”

Thez gooud mews was tempered later in the day by Standard & Poor's armouncement that i had

cut Enran's credil mting and could do so again if the situalion worsens.

The pating agency cut Enron's conporate credil and senior unsecuresd debl ratings to " BBR," twa
nolches above junk status, from " BRB-plies,” ite subordinaved dehit rating 10 7 BRE-avinus”

from TBBEB,” and ils commercial paper rbing w0 " A3 from " A-2"
i
[1 also downgrded rotings for several Enrom share trusts

Downgrades could make 0 harder for Enron (o issee debd and nem s day-io-day hesiness as
fellaw markelers and iraders demamd maore cellateral. 11 the matings fall o junk, or below
irvestment-grade, Enran could he [oroed o issuc more shares, analysis sl

S&P zaid 0 cui the ratings because of guestions shral whether Enren was taking sufficient
action (o fully restore s credil gualkity.

U Thee company's financial Aexibility has contineed ba diminish. This crisis of investor
conlidence can be raced . direcily o the company’s mabality 1 calm investors thal a05e unsun
ahoul the strength of Enron's cone energy marketing buginess and the viability of the company’s
plan e mestong its eradit profike,” i said.

FULL DISCLOSURE

“A full, frank disclosure and discussion of the business amd fmancial isswes facing e company

and s plans wo sddness Them will be peeessary before mvestors will be able w confidently
evaluate the merits of investing in Enmon securities,” the agency adided.

S& P neventheless sald Enron's liguidity pesition is "sdeguate” 10 see the company through its
currend prablems and that Enren was unlikely to sez its position as the industry's top energy
markeler crulangered s long as it operaled imnsparemly,

Tha blanlay, Mai=l's Inveslors Sorvice cial Eorem's koig-lemm dehl 1o 7 Baad." alae o ihlebes
ghove junk, and warned it may cul that rating and Enron's ' Prime-2" commiercial paper rating.

Erman was o 2 Wall Street darling lauded for ite ability o ereate new [neemel-finsed
ocommadity markets ihat produced soaring profits and a stock price thal seemed 1o defy gravity.

But sethacks in #s bandwidth busingss and overseas investmenis, plus problems arising from the
LCalifomia power crsis bt its do-no-arnong image. Ard in August, mer Chief Executive Jeff
Skilting shocked the financial world by resigming after just six months on the job, ciling
personal reasans.

The sieck, whose year-high was 384, began to sink, then fell ofT 8 ¢liff after the company's Oct.
L6 armoancement. That day, shares clesed ar $33.84,

Trying 10 share up i1s credibility, Enmon replaced Fastow last week with another Enron
gxnecutive, Jeff Mediahan

hetp: ! daaly nesws, vaheso, comy ' nm/ 2000 1 |01 hsenergy_ermon_de 2. lnml L 1/50
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Enron Lings Up Cash e Soothe Wall Siect Page 3 of 4

The company said an Wednesday an SEC infonmal inguiry” begun Oel. 22 hsd become a
formal investigation, pessibly indicating regalavors did ot like shat they bd seen. It clkeced

Universaly of Texas bew schoal dean William Powers (o the baard of directors and pud him im
charge of an mbemal probe mia the deals.

Diespile all the had news of recent weeks, Enron said on Thursday ils core husiness of energy
traling was goang strong,

Enrvn spofkesman Enc Thode said transactions on lhe Housion-hased company's widely
wtched Intermet EnfonDinling svatom wen: averaging some 53 billion 1o 54 ballion a day, up
froom & 30-day average of 52,5 billion.

Enrea 15 by far the nabon™s largest natural gas and electricity trader, with indusiry analysts
estimating i is invelvead in some 15 percenl of daly rade in those markets.
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WLH"AHEEPN Sigg Map red - Fingncs Homa - Yahoo! - Help REUTERS

AlDfund : ‘&ID
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[ Latest Headlimes | Market Overoow | Mows Alerls |

sumday Movembser 4, 4:54 pm Eastern Time Related Guote !
. . » EME i1.0 HLiE
Enron could be forced into major asset delayed 20 mins - dischaimer
53'5‘5 Dunie gl provided by Beaoeys
| (8] Cales

By Arirulam Map

NEW YORE., Moy 2 (Rewlers) - Sinrggling encrey gianl Enmon Corp. {MYSE:ERD = o s may have o
gl povver planes, pipelines and even same of iis ciergy Mading &5seis &5 11 seeks 10 head olT & credin
crunch amd restore investor conbidence, investiment bankers said,

AT ERTGEMENT
While Howstom-hased Enrea lined wp 51 billion of pea
credin last Thuarsday, it still suffered a second credit
raling cul amul concerns aboul quesisorahle financial
Iransacivans thal have ingpered an invesigaion by the
LLS. Securities and Exchange Conmmasaion.

The delemoraling pacture, meluding o drop of almas

O paercent 1n s dhsine prose 16 1288 than a meath, s

close watchers of the company saying it will prohably
have i hreak dtselTapif 5 is io stay independent.

It wiill hanve 10 refpcus on its core strengihs and ge
auf of ather bosinesses,” said one invesiment banker
close 1o Enromn.

There 15 also U pessatnliy of & full bad G the company grven i market valws hasg now sunk @ ks
than 5% billsor. O Semday, Brolaun's Independent reporied 1hal enargy granl Royal DulchShell Group
e from Vabon ' $0 & feolmad] SHEL L | fnay nsdiml a0 S11 hillson bad Tor Enren

Sinll, minsi hinnkers think sach an CIpOTIENIE el as pnlikely prven ||'|,,'-.||,|.I.':1-illl:'\-"|5. hamging over Enron's
halance sheel

Draring sts third-quaster results announcement kst manth, the company sald i1 expected over a billion
dallars of wrileolTs relaed 1o several soured v cammenis, including broadband commumications and

waler utility mteresis

I alzo apneaneed an exira 512 killion writedoon of sharcholder equity related to invesiments thal were

g Uiz, wahoso, com' e 1 10423502871 Ribm) 114511
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Yahoo « Enmon could he forced into major assel sales Page 2 af 4

noi recorded an itk halamcs shest,

The hig challenge Enron now faces is 1o decide whal assees i could sell firsn and win i the best
possible price il can acheeve from them, the bankers said,

VIn terms of ¢lassic corporale Amance, the guestion they slsoukl &k 1s: 'Dho 1 gl enough money thal
represenis equity?™ said Alan MeFarlard, a Wall Sireet veteran and co-founder of merchar hank
M Farland Dewey & Cao,

Erran's fulure i sill hikeky ta lie inits wholesale energy imading operations — with an avernge frsding
volume of up w0 510 Bllion a day — which bankers say comprise 60 percent to 65 percent of the value of
thee whale group.

CIRC Markeis eerimates the assci-per-shang valuabon of this business 1o be around 524 out of a total of
ahoul 538 of asseis per Enron share,

The company's known [sabalilies are peoged ol 512 per share by CTRC, thowgh given the uncenainy
aver the off-balance sheet iransaciions, this 12 the anca mast in guestion on Wall Street as shown by a
share price that ended Tast week m 501,37,

WHAT CAN BE SOLD FIRST?
Al the fop of the lenof lkely assel sales is s 65 percent of Dabhol Power Company, which controls 2

power progect in the western Indian state of Maharsshira, Altogether, Ennan's assets in the company ane
exlmmaliod 1o he warth S8 million, analvsis said

Enroan is currently talking 1o 1w local plavers in Indea -- BSES Lid and Tata Power Lid - gboul a sale
of the stake, a deal that was in the works well before the recent ensis of confidence.

The company is alse likely to consider selling fis gas pipefine and transportation business, which include
25 000 mubes of gas pipes crisscrossing the United Staes

" That coukd fetch up to 54 hillion,” says John Cileon, analvst st Houston-based investment bank Sanders
Muorms Harris.

This basiness has shoown an aversge anmual profic growth of 18 percent to 2 pereent in recent years and
inchades mainly the Norihemn Beeder Pipeline Company, Transwesiern, Florida Gas Transmission, amd
ECTT Emeray

Erankers say finding a buyer for what was once Enron's crown jewels would nat be a problem, with
companies such as El Paso (Y SE-EFG - nows), Willkans Cos, (NYSEWMB - news), amd Duke
Energy ANYSE:DLE - news) always on the lookeut for such sssets.

[Heon cstomates that buyers for these assels would bave 1o assume 51 billion of related dehis.

Indeed, Enrom began offloading some asseis hefore the current prohlems bocame so promounced, selling
s Parfland Geteral Eleclme unit for 3128 lillian 1o Morthwest Nalural Gas Co, (NYSE:XWHN - news) as
it began the process of cleaning wp i3 balance shecl.

Aldso in line for sale, analysts say, would be pieces of e international operations, which could cagily

hilp: iz, vahoo,comd rE0] 110802350287 1. lvml 11,501
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letch Enman sboul 36,5 billwn.

These assels include poweer plants ard transpostaison services in Brazil, Argenbina, Awstralia, and also
Eurape. Collectvely, they are contribuling an average of 13 percent relams on eguity for Enrom and op
1o ST mailleom of armisal camings

WHEN WILL IT NEED THE CASH?

Zome industry analysts say that if Enmon's financial crisis worsens and rating agencies cominwe io
dowmgraide the company's debd, 1t may even lake a close book al its trading husimesses.

U irvestment banker said the company shauld be able 1o get rid of its intemational imding and nons
energy commodiy trading operations, which aceount lor ghoul a quarter of its todal rading revenues, al
n reasomably good price

Enram 15 1he lsading player im the LK's spod gas irading market, and s al=o a leader i liberalizing
glectricity and pas markers in mainland Eurcpe. It also has some metals, coal, forest products and steel
trading interests,

However, somse analysis quesbion whetber a break-up of Enron could deminigh the vales of the sssets.

Ve whale docs add gyt more than the sum-of-the paris,” says Ed Krapels, a consultant with ESAL a
Bosicn independent research O specializing im energy irading.

Mozt are abio in the dark regarding the timing of Enron's meed for cash

The spocd of any assel sales program will depend on how msch Enron's customers and onodibors squeess
e encrgy riding g

“"Further detenioration in Enron's share price and credit stamding would require Enron 1o post rger cash
deposits wilth many of i3 coumerpartics.” savs Krapeh,

I1 e demands for cash deposing surge, then Enran could be forced imlo a fine sale rather (han a slower
snd more deliberate offlosding of certan assers.

V" The achlnisomal depositl reguiremnent could exceed Enron's credit hines and the schedube al whech i can
sell agsels 10 raise cagh,” Krapels said.
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ax cifing changes

| Luvest Headlines | Market Cverview | MNews Alers |

Monday November &, 4:02 am Fasterin Time

Ralatad Quota
ERE 1195 +IES

Enron’s India lenders to discuss 52.9 bin baverd 1 e i
Pr"j "."'."t Clucte [ata proended B Beuiers

[ GetQuctes |
BOMBAY ., Mov 5 (Reuters) « Lenders so an Indian power pland that is s——l
map - piad By rsubicd Encom Comg (INYSE=E™E - pow sh will medt in Smgapore with 1he LS.
clrery Rrant o dsciess he 5259 hillwon progect, o banking source sad on hMomday.

G R TR T

Houstom-based Enrom 1s secking 1o head ofTa credit
4 DVD E crurnch ard restons investor coihdence, damazed afler

s corglin rannE was cul and LS, aumlonnes began

FOR 4 9 ¢ invesligaling its financial lransactions
B

phe: shipping b herciing The mesting in Singapore this weskend will examine
eefTers that two Indion companics have put forsand 1o
buy Enron's 65 percent stake tn Dabbal Power
Carmnpany (PO, whonch @ busldig the combmyersial
proecl, thé bainking feuic ol Xeulcis

Thee mzeting ikl gauze the nteres) of the twae
Righiders, ™ fhe se0rse sasd

cintvd com from Colismbis Holuss

Enron has been i 1alks with Tata Powor | Tidi's
largest povale electmicity frm, and BSES Lid about selling ihe stake, @ deal in the works well hefore the
Fecent crsis o conlalemnos
BSES and Tata Power officials were ol immediately available for somment.

Enron's assets in Dabhol ane estimated 1o be worth S8T0 millson, analyss sasd.

WHO BLIME: FIRSET

It is a matter ol who hlinks first.” said one banker amiliar with ibe negotiations. " But gaven Enmon's
riecend rauhbles, we gxpect them o soll & a subscambal diseoume”

Sowrces 21 the kending bamks wold Beuters Enrom was salling to sell s holdimg i Dabbal Power a a 14
13 persenl descomiiv

higp=thiz yahopcam/r i 1105 bom2 %1743 1. iml | 155HE
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Am Erran spokesman said he was anghle fo comiment,

But in Augiest, Houston-based Enron said i1 and vis foreign pansers wene resdy 10 sell their stakes in
Drabhol for no less dhan 1.0 billion, an oroeni said o be sufficieni do oover ibeir costs amd direct

financial imvesimenl i the progecl.

Enron's deteriorating position, including a drop of almost 70 percent it is share price in less than o
miiwih, has close walchers of the company saying i1 will probably have to break iis=10 wp of it is bo stay
independen,

Amalysts say that while Enran hod lined up 51 hillien in credit loast Thursday, it may have o szl poseer
plants, pipelmes and some ol i energy irsding assets. The company coukd ales be the object ol a
takgover bid,

BITTER DISFLTE

The first phase of the comtroverssal 2,154 MW Dabhel Power Plam, Indio’s bargest fonsign direel
investimend, has been complored. But work an the sesomd phase was shruptly stopped i June following
g bitter digpute hetween Enran snd the plant's sole buyer. & loss-making Indian otilivy.

Thi mechmyg 1a Singapore will take place a few days belare the expiry of Enron's six-month noboe 1o e
urility expressing its intention 1w weminats the power purchase agreement,

This contract govems the werms of the sabe of power by Dabhol o the state-run Maharashica State
Electricity Board (MSER], the nearly bankrupt power distribution moneply in the state where the plamt

is locaicid.

Adier Movember 19, Enren will be enibed - under the terms of the coniract -- w0 submit the dispute o
hinding arbatration by the Intcmateone] Court of Arhitrafion in Londaon

LLA. conglomersie General Ebasnic WY SEGE - mews) and consinsction firm Bechiel Corp each oamn 1
percent in the project, with the remainimg 13 percent held by MSER.
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I Lotest Heodlires | Market Cheerview | News Alens |

Monday November &, 102059 am Estrs Tios

Related Quotes
. ENE 1194 s
Enron to Exit India Power Project aOF BET LTI
e layed 200 mire: - diaciaimer
Enron's Pawer Company in India Makes First Formal Quees Dam provided by Reuters
Step Toward Leaving 32,3 Billion Project | Gat Quolas

WEW DELHL India (AP - Enron Cerpls (Y 5E:EMNE = oew <) Dabbel Power Project has served an
gapt ransfer potice w118 sole customer, The Mabarashira State Electncily Board, the [ire fommal dep
ipward fhe UL, enerpy company's exi frome b $2.3 Billbon projeci

Tl nidtice slarms the valuaison process of assels of the Dabhol Power Co., Enron sad 1n a stalement

Mlomday

Enmon's decision el cama afler a prodonged payment dispute with the clectinaly boand, the
Bovermimeit o ead ALY l."I"'II|I|JI].' IEval FTEE By peraT fram the [akhol Pl Bt B Enron halds 65 L% e i
siake in the project, the higgest ever foreign invesiment inothe courry,

The dispuie forced the Howston-hased company o shat aperation of Dalshol plam in May,

“The wransler netice . i8 necessary 1o prodeet the mkenest of Dabhol's sponsors, kenders and oller slake
hekders,” the compuany saement said

Ceenernl Electric Co, and Bechiel Group Inc., of the United States hold 10 percamt stake cach in the
COTany.

Enron has gowe 1o 0 Londen court Tor intemational arbstration, but says il would prefiemred a negotialed
seltlemend with the fedieral govesniment and the governmend of wesiern Maharashira siate.

The company sill prefers & negotiaied purchase of the project by the Indian govemment and [ndian tenm
kenifing: banfics which have Rinded the equidy of foreign sponsors, the siatement sid

“However, engaing discussions betwesn DFC and the government of [ndia are vielding no sigmficam
progress” 1he slalement said,

Thas has foreed the commpany to serve the asser tramsfer notees, which will lead 1o final termination of the
pivver purchnse agreement wiih the federal govermment and the Mohamshira staie, and ultimate recovery
af demages cansed 1o Enron, the statement added.
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Reuters Foundation EH'-_‘I;""LIE'E 'r
AlDfund for AMERICA  onune & l':i i

| Laresr Hedhmes blarked Omerview | Mews Abens

Monday November 5, 2:26 am Easiern Tome mﬂ ro— —=
Hal | 10,5 =1 )
Enron made 335 mln purchase from co ram § o dislpes
by officer -WS. | Cuote Dan provided by Rewier
. i —  Gel Qusles

NMNEW YORE. Bov i Bealersi - Enron L.\.I!-l'l'l (MYSE- LML - mows)
rmade & 535 mallion purchase from an entdity run hy a company officer. rasing wew gquesiions aboui
finarcial dealings with its managensent, the Wall Strect Joumal reported i online eddion an
Slomday.

ADWERTISE WENT
The repon comcs as the fommer Wall Street lagh flver
faces & full-scale probe by LLS. regulators ingo
guestionable financial dealmgs amd 28 the company’s
market value has fallen by more than 517 billion in
bogs Lk throo wosss

The Jowmal said the Enron ofTicer myvolved in the
trimsaction was Mechacl Kopper, a former managing
direciar o 1he company’s Enran Morth Aamerica anel,

andl that 1the company recsiving the money was
_EH_!_[W_“EME HEH FI.IJIIl:I:I Chewco [nvestments LP.

L EU0K FOR DETAILS :}' It said that Eopper was an associais of Amdrew
Fastow, the compary's formeer chiel financial officer
whio s Bees linked v iransaciidns noew urkler

investigalion by govermmeml regulalors
In 1995, the two set up a povale parnership kiown a8 LIM2 Co-Investmient LP, which was involved 1in
bBallicms of dodlars o TransswisE walh Enrcn, aee |,:||,'iI=_.; I |'|ri'. .-I'.'_'-|1.II'I.I1|.'r!-.'."Ii|.'I documents and coenpdny

SEC Rlings, the paper said
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Critics Take Aim at Enron's Board Related Quotes
I 127.E2 4 1un
By Dhewpa Babanglom Enk L e
TP = 1301 S A
R . . RP S [ [ L
?'-:_E:'-". YUORK (Rewers) - The makcup ard waorkings of the board  paspag 1787200 420 4k
of Enpon Corp, (Y SEESE - nows) sugzest thal the slumnmangg fall - TliA, LR R R B
from grace of the encrgy troding plant may have boen an secidem F=E "-:_: Br 4141k
(L) .|i'_i|'|!l_' O NAPEEN, SOPEaraie B Ernamnce Cxperls aAaid SN 3.0 Ll
Ae ||:..;-:=:_4,|.-_-. COH G B Lrips |-.|'.I| ore Lhan ':-I._'.I=-:-I.|l.'-1| m et Cluntes
sharchabder wealih Einpped froem the company™s market valuc im . -
less than three weeks, a lack of pversighi is seen by some us delyed 20 nains - disclainics

having plaved no small part i Enson's saoes.

Fhe largesi enerey irading company in Morb Americe is mdred in 2 crisis tha mighi hove been
averied, or miligated. if the board had heen mare vigilani and less open to dominance by a
groiap of longienss directons, they s

“Whossver s up the boand was not making 11 easy for it 1o prevent the kind of problems (hey're
iglwtimp wight noae,™ said Bl Misow, editor of business reseanch praup The Corporats Labrary,
which does extensive comparaie govemance wark and prihers and analvess informatdion an
bianls drean proccy Hlings

I b sl ek, LLS. regulitors Taunched a full-szaly probe ino guestionable fnancial
cransactions by the company, two credic ageneies cut tsedr ralings on Ensan del, amd executives
Irying te restore inwestan conbdence wons unable to halt a sock plunge.

Critics paiml 1o 8 core groap of long-timers whe were in o posaisen 1o dominale beard mestings,

ardl mewer members whio hod 2lmosi ne finarcial sizke in the fimm, and therefore less reason ta .‘
b concemed aboal 2 tembling share price. Together, both blocks of dinclars pamt ihe peciung

ol a company thi was veaded for (roishle. EXEETR anicl

Bl

. |

Inssder trieding Sratisigs showing el M SEecutives at b Hoiglen-hassd firm snld |I-.'|=:| slakes AN
i Enron aver the past wear were anaiher had sign, wanming, as they mighi have, that the sellors

lacked confidence in Enren's fiure, they cad .
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Critics Take Aim a1 Enron's Board Page 2af 4

Enron's recent sineggles mainly stem from off-halance-sheel financing tramsactions fnked 1
formier CFO Andrew Fastow. Those fmancing deals, which mvolved parinerships amd complex
chzals mol ally undiersbood by investors, Inggered a full-blown invesigalmn by the U5,
Securitics and Exchange Commission (news - web sitesh

Enron aaye that o8 board approved the iransocioms asd was kepl fully informed, bal ermes
hardby find thei reassuring,

“What happemad al Enson is just 8 becakdown in itemal comtrols,” said Ralph Ward, publishcr
af the Boardroom Insider, an online newsbetier, V' 1M they (the board b did know, then they are in
really hig erowhle®

BREAKDOWN OF INTERNAL CONTROLS

Though Islame may ned fully rest with the boand, ¢ritics sk why the directors did pot 1ake a
chaser look af the deals,

VI they frumd no probleme with these deals, i kird of asks vou what sorm of jedpemem they
hiadd,"” said Pt Moliwm, vice president of Institutional Shareholder Services, which advises

majoar mstitutional invesiors om comporate governance. “That's tbe saddest soenano.”

The composition of Enron’s baard offers insight an its independence and oversight. Low stock
cwnership some direclors had in Enmon is the most siriking aspect, said Ric barshall, chicf
exvtulive of The Cocporate Library.

flany companies reguine \heir direclors toown a minimuem amount of stock o ensure Lhey have
a peeraonal imerest in the fem's performance — just hike sharchalders, For example, o1l refiner
and marketer Sunoce Inc. (WYSESUMN - news) expects directors fo own alsowt $2.320,000 of
sinck, and allows them Nve years 1o socumulzie oosiake equivalent o the reguined dallar value.

According to Enron's proxy statement in March, director Paule Ferraz Percira, a Brazilian (news
< weh siles) banker, did not oon any siock in the firm, theagh he held 3,195 aptions, and feur
other Enrom directors held fewer than 30K common shares each excluding options.

Werdy Gramm, apather director who formierly headed the LS Commesdity Futures Truding
Corniniagson, ciled a conflset of inerest for nod receiving Enron stock oplions in 2000,

YAl of these pesple ane saymig: "We're on this baard, Bul we'ne mol invesing in ™ s

Rfarshall, ihe head of The Carporaie Library, " There™s no way ihose direcions are geing o @ke

the same mnterest in the well-being ol the company a5 those who have therr own money oa the
lime."

Academie ressarch has repeatedly shown that stock ownershap and a firm's performance are
eronply releted, MeUiwm, the execulive & lisbiisoisal Shkamebalder Services., said

LOMG-TIME DIRECTORS

O the othser hand, six direetors whe have been on the boand for a1 beast 16 years, are ameng
those with a gizable stake inthe firm, Marshall said. For example, Belee 061 & Gas Corp.
(MYSEBOHT - newes) Chairman Robert Belfer, who has been on Enron's board 1 vears, avwmd
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more than & milben common shares al the time of the Manch proxy filing.

Huch kngevity om the board combined with voting power may have allowed o groug 1o
clomnate meatings wilhoal emuagh vigilance from the other oulside direciors, karshall said.

Finally, the baard, which had |7 menvhers lns sear and 14 corrently, may have heen hloaabed,
sy cxperts. The ideal sive of a board is belween eight and 10, they sasd.

"It may indicate that the board may not be doken seriously -- more like 8 favor to semebaody,”
said B. Espen Eckbo, direclor of the Center for Corporate Governance al Dadmouth College.
CRewemleen 15 moee hEe a challing club”

Fuarther, one of the direciors, Hong-Eong based Bormie Chan, chairman of ithe Hang Lung
Grroup, missed morg lan 25 pereent of 18 meelings, according to a proxy [iling.

INSIDER TRAIMNG REVEALING

The valumi o trding by msiders in the Lt year is alse a wormying sign for myvestars, sad
Jackie Cook, an independent consultant who does comporile governance researche

For cxamiple, in the past 12 monibs, Chairman Kennelth Lay sold about 534 million waorch of
gk i Forrnier CEO Jeff Skalling sold 5275 mallion, acconding to her caboulstions.

VU They've actually sold a hell of a kot” she said. * Insider fradimg is an impariani signal for
investor, It ghows the level of conlidence thase with the best knowledee of the firm have in the
firm."

To be sure, Erron has 1aken steps to restone conlidence by appointing University of Texas dean
William Powers Jr. #e the hoard and named hin 1o head & special committes 1o examine the
company's dealings

Wheon asked shout the board's mdependence and oversight, a company spokeswoman said 1he

commillee would have the power o take action, incliding disciplinary acticn, aver the relaied-
PRIFTY LEan ERCTIOnS,

Bul 1he boarnd has a lemg way to go befone it can clear ils name, say cxperis.

In a sign the pressure is hilding for changes on the hoard, the labor union umbrella group AFL-
T, whech spoms=ors benofil Funds that hold an estimated 3.1 million Enmon shanes, urged the
o 1o adopt a aireter delimvon of dimector independence and disclose director conflicls of
independenc:

“Clearly this ensis does ranse 2 lol of ssses about the mdependence ol the baand," MeGurm
gl AN ome way or the other, a1 the end of the day, there's going be some changes at the
haimird
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