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—
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Sent: Tuesday, Movember 20, 2001 4:43 PM
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T Reseborn, Brian; Bair, Shela; Bitsberger, Timathy
Subject: Bloomberg: Enron Falls Amid Corcer Debt Threatens Dyregy Bid (Updates)
19/20 18:08
Enron Falls Amid Concern Debt Threatens Dynegy Bid (Update5)
By Stacie Babula

Houston, Moy, 20 (Bioomberg) — Enron Corp. shares and bonds dropped after the energy tradar disclosed it may have 1o
pay $9.15 billion in debt due by 2003, suggesting the company may run out of cash before is takeover by Dynegy Inc. can
ba completed.

Shares of Enron fell §2.05, or 23 percent, to $7.01, Earlier they louched 35,55, the lowest price in more than a decade
Enron's 6.4 parcent notes due im July 2006 were bid a% low as B9 cents on 31 of face value and offered at 73 cents, down
miare than 13 percent in Sght trading, traders said.

Enron, whose dealings with affiliated pafnerships led to eamings restatements, credit-rating cuts, a federal investigation

and a management shakeup, said in 2 regulatory filing that it has less than $2 billion in cash or credit ines. Dynegy plans
to complete its buyout by Oclober, and Enron may have to ask lenders to restructure payment schedules b survive.

" This filing shows thal Enron is in a precarious financial situation,” sald Commerzbank Securities analyst Andre Meade,

wha rates Enron shares " hold” and doesat own them. “They have to stay afloat for the Dynegy deal to go thraugh, and
tivat now looks difficult

Enrgn and Dynegy wouldnt comment on the siock drop today, Standard & Poor's Investors Service sald that Enran's credit
rating remained on negative walch, indicating it would not immediately downgrade the comgany’s debt

HE90 Million Surprise

“Enan’s near-term Bquidity position is. . . expected to be sufficient fo carry the company through the complation of its
proposed manger with Oynegy,” S&F said in & repor,

Investors wene concernad the debf, including a 3880 millkon note that Enron disclosed it may hawe to pay off next week,
winuld lead bo @ cut in Enfon's credit rating. analysis sald.

The filing was a ~distraction" that will nat thraaten the merger, said Todd Shipman, a directar at S&PF who follows Enron.
" Cwar approach to this has been on the basis that the Dynegy deal is a good thing for credit quality,” Shipman sald,

Moody's Investors Service, which didn't issue a staterment on Enron's debt today, kept the company's credit rating at
insestment grade on Nov. &, the day Dymegy announced it would buy Enron in a deal now valusd at $25 billion,

The ruling came after executives fram Lehman Brothars Holding Inc., J.P. Morgan Chase & Co. and Citigroup Inc.'s
Salomon Smith Bamey lobbied the credilrating company, people famiiar with the situation sald

Avaiding Junk
A junk rating would have led Dynegy to abandon the acquisition, Dynegy Chief Executive Officer Charles Watson said. It

would also have Iriggered debt repayment of at least $3.9 billion, Enron said in a Securities & Exchange Commigsion filing
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yesterday.

Enron shares are sellng for almost 32 percent less than the value of Dynegy's offer, showing investors have doubts the
deal will be completed. Dynegy shares fall $1.90 to 541.70 today,

"'It's become more clear that the chances of this deal going through aren’t 90 percent, but much cheser to ffty-fifty,” said
Edward Paik, who helps manage the Libarty Utilities Fund, with 1.6 mition Enron shares. * There's just so much
infarmation that is unknowable" about Enron's financal posifion, he said.

Mast of the $8.15 billlon in debt is due before the end of the third quarter, when the Dynegy buyout is scheduled to close,
Enren said yasterday in a third-guarier fling with the SEC

Asset Sales Planned

Last week, Enton Chief Operating Officer Grag Whalley said the company will sell assets of *non-cora businesses” to

raise money. It has 8 billion invested in the businesses, including broadband telecommunications and the Dabhol power
plant in India, Enron axpects to get ~hilions” from the sales, Whalley said, without being more specific

Enron reported yesterday that ils LS. operations had $1.2 bilion in cash left. It has added at least $5 bilion since Sept. 30
frasm Credit Bres, loans and a $1.5 billion investment from ChevronTexaco, part cwner of Dynegy.

Enron used 51 9 billion of the money it raised to retire commercial paper, which is short-term debt, It gave no details on
o i spent the remaining 33,1 bilan,

Enron Chief Financial Officer Jeffrey McManhon sald last week that the company also was looking 1o get another 3500
milfion 1o %1 billion fram private meestors,

Assel sales valued at about 5800 million are expecled 1o close by the end of this year, according to the SEC fiing. Enron
spokeswoman Karen Denne wouldn't comment an wheather it could sell assets fast enough fo keep current an 4% debts,

Dynegy will have to help Enron sell assets, saikd Mitzhell Stapley, who manages $2.5 bilion in fixed-noome assels
including Enrgn Bonds for Filth Third Investmant Advisors Inc.

Dyynegy and ChevronTexaco Corp, which owng 26 percent of Dynegy, also will have o help Enron negotiate with ils
Inendera. said Kathleen Yuchetich, who helps manage the $7.4 billion Strong American Utilties Fund, which & 5§ percent
ynegy shanes,

Dkt Questioned

I nevar dreamt (the 38,15 billion) would be that large, coming due all at once,” Vuchatich said. ™It calls into question eir
dacision to schecule it that way in the first place.”

ChevronTexaco, the second-largest LS. oil company, is providing $2.5 billion in cash as part of the Enran buyaut. It
provided the first 51.5 billion a week ago

Shares of ChavronTexaco, besed in San Francises, rose $3.62 fo 385 53,

Enrgn yesterday reduced third-quarter results by 3 cents a share, bringing the period's loss to B7 cents, or $854 millicn, On
Mo, 8, Enron lowered eamings back to 1997 by 3588 million to refliect losses by affiliated partnarships that ware wrongly
kiapt off the books. That included a third-guarter reduction of 317 million

A drop in Endon's senor unsecured debt rating to BBB-" by Standard & Poor's on Moy, 12 may forca Enran o pay off a
FEE0 mion nate by Mov. 27 if it dJoasn't find coflateral fo guaranles the debd taken on by an affifsted partnership that owns
Brazilian natural-gas assets, the filing said.

Without repayment or collateral, investors can begin o liquidate the partnership's assets, Enron said. The company said
it's warking with lendars o come up with an acceplable agreament on the debt

Making good on debt owed by its Whitzwing affiliated partnership may cut Enran's fourth-quarter earnings, Enran sad.

Enron is cbligated 1o back Whilewing by issuing junior convertiole prefermed stock. Because Enron's stock has plunged, it
may have to write down 15 assets by 5700 million, the filing said.
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Carlaton, Norman

—————————
From: Carlefon, Norman
Sent: Tuasday, Movember 20, 2001 4:41 PM
Ta: Roseboro, Brian; Bair, Shalla; Bitsberger, Tirmothy
Subject: Bloomiberg: Enron Falls Amid Concern Debl Threalens Dynegy Bid (Updates)
1420 16:05
Enron Falls Amid Concern Debt Threatens Dynegy Bid (Update5)
By Stacle Babula

Houston, Nov. 20 {Bloomkerg) -- Enron Corp. shares and bonds dropped afler the energy trader dsclosed it may have bo
pay ¥9.15 million in debt due by 2003, suggesting the company may run out of cash before its takeover by Dynegy Inc. can
be compieled.

Shares of Enron fell 32,08, or 23 percent, to 57.01. Earlier thay touched $6.55, the lowest price in more than a decade
Enrcn's 6.4 parcent notes due in July 2008 were Did as low a5 59 cents on 51 of face value and offered at 73 cents, down
maorg than 12 percant in light trading, traders sasd.

Enron, whose dealings with affiliated partnerships led 1o eamings restaternants, cradit-rating cuts, a federal imvestigation
and a management shakeup, said in a reguletary filing that it has less than $2 billen in cash or credit ines. Dynegy plans
1t complete its buyout by October, and Enron may have 1o ask lenders 1o restreciure payment schedules to survive,

""This filing shows that Enron is in 2 precarious financial situation,” szid Commerzbank Securities anatyst Andre Meade,
who rates Enron shares hold” and doesn't owmn them, —They have o stay aflaat for the Dynegy deal fo go through, and
tharl now kaoks difficull”

Enron and Dynegy wouldn't comment an the stock drop today, Standard & Poor's Investors Sarvice said that Enfom's cradit
rating remained on negative watch, indicating it would nod immediately downgrade the company’s dabt

HE90 Milllon Surprise

" Enfan's near-term Bguidity position is. . . expacted to be sufficient to carry the compamy through the completion of its
proposed menger with Cymegy,” S&P said in a report,

Imvesiors wene concermad the debd, including a 3630 millon note that Enron dischosed # may have to pay off nest week,
would lead to a cut in Enron's credit rating, analysts said,

The filmg was a ~distraction” that will nat threaten the menger, said Todd Shipman, a direcior at S&P who follows Enron,

"Dwr approach to this has been on the basis thal the Dynegy deal is a good thing for credit qualily,” Shipman said.

Moody's Investors Service, which didn't isswe a statement on Enron's debt ioday, kept the company’s credit rating at
inwastment grade on Mov. 9, the day Dynegy annownced it would buy Enran in a deal now valued at 325 bllian,

The ruling carme after executives from Lahman Brothess Holding Inc., J.P. Maorgan Chase & Co. and Citigroup Inc.'s
Salomon Smith Barney lobbled the credit-rating comaany, people familiar wilth the sfuation said.

Aveiding Junk

A jurk rating waould have led Dyneqgy o abandan the acquisition, Dynegy Chief Executive Officer Charles Watson said. It
would alsc have triggered debt repayment of at least 328 billion, Enron said in a Securities & Exchange Commission fillng
yesterday.

Enron shares are selling for almaost 32 percant less than the value of Dynegy's offer, showing investors have doubds the
dizal will be complated. Dynegy shares fall $1.50 to $41.70 today.

"'It's become mare clear that the chances of this deal goeang throwgh aren't 30 percant, but much closer to fify-fifty,"” said
Edward Paik, who helps manage the Liberty Wilities Fund, with 1.6 millicn Enron shares. "' There's just 5o much
infarrration that is unknowable™ abaut Enron's financial position, he said.
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Most of the $9.15 billion in debt is due before the end of the third quarter, when the Dynegy buyout is scheduled to close,
Enron said yesterday in a third-guarter filing with the SEC.

Aszsat Sales Planned

Last week, Enron Chief Operating Officer Grag Whalley £aid the company will sall assets of “"non-core businesses®™ o
raise money. I has 58 billion invested in the besinesses, including broadband telscommunicabons and the Dabhol power
plant in India, Enron expects to get "bilons™ from the sales, Whalley said, wilhoul being more specific.

Enron reported yesterday that its U.5. operaticns had 51.2 billion in cash left. |t has added al least 56 billion since Sapt. 30
from credit lines, lcans and & $1.5 biflion investment from ChevronTexaco, part ownar of Dynegy

Enron used $1.5 bdlion of the maney il raised to retire commercial paper, which is short-term debt It gave no details on
how it spent the remaining $3.1 billion

Enron Chief Financlal Officer Jeffrey Mohahon said last week that the company also was looking to get another 3500
million to 31 billon from private investors

Asset sales valued at about 3800 million are expected to close by the end of this year, according to the SEC filing. Enron
spokeswoman Karen Denne wouldn't comment on wheather it could sell assets fast enough ba keep current on its debis,

Dhimagy will have ta halp Enran sell assats, said Mitchedl Stapley, who manages $3.5 billon @ figed-income assels
including Enron bonds for Fifth Third Investrent Advisors Ing.

Dymegy and ChevronTexaco Corp., which owns 26 percent of Dynagy, also will have to help Enron negotiate with s
lemders, said Kathleen Vuchetich, who helps manage the $1.4 billlion Strong American Utilities Fund, which is 5 parcant
Dyneqy shares.

Dbt Guesbonad

Sl neser dreaend (e 39,15 balion]) would be that large, coming due all at once,” Vuchetich said, It calls into question thelr
decision bo schedule it that way in the first place.”

ChevronTexaco, the second-largest LS. ol company, is providing 32.5 billion in cash as part of the Enron buyout. it
peonicded the first 51.5 billion a week ago.

Shares of ChevronTexaco, based in San Francisco, rose 33,62 o 366,53,

Enran yesterday reduced third-quarter results by 3 cents a sharg, bringing the pericd’s 1055 0 B7 cents, or 3554 millicn. On
Moy, 8, Enron lowered earnings back o 1987 by 5586 million to reflect losses by affiliated partnerships that ware wrangly
kept off the books. That included a third-guarter reduction af 317 million

& drop i Enfon's senior unsecurad debt rating to "BBB-" by Standard & Poor's on Nov, 12 may force Enron fo pay off a

3500 milion nate by Moy, 27 if it goesn't find coliateral 1o guarantes the dekl laken on by an affliated partrership that owns
Brazilian natural-gas assets, the filing sald

Without repayment or collateral, investors can begin fo liquidate the partnership's assets, Enran said, The company said
it's working with lenders to come up with an acceptable agraament on the debt

Making good on debt owed by its Whitewing affiliated partnership may cut Enron's fourth-quarter earnings, Enron i,

Enron is obligated to back Whitewing by Issuing junior convertible preferred stock. Because Enron's stock has plunged, &
iy have 1oowrite Gown its assels by 5700 millicn, the filing said.

mm1 Blogmierg L.P. Al nghts reserved. mmuw _-em
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Nickoloff, Peter

From: Carlelon, Marman

Senl: Monday, Oclober 28, 2001 218 AM

To: Schulthaiss, Heidihmne, Mickolofl, Peler
Subject: Enron

October 29, 2001

Mone in

Enron Is in Discussions With Banks
For Credit Line of up to $2 Billion

By JATHON SAPSFORD and JOHN EMSHWILLER
Staff Reporters of THE WALL STREET JOURNAL

Enron Corp., scrambling to restore confidence in its finances, is negotiating with banks for a new
credit line of between 51 billion and %2 billion, and is likely to close a deal within days, according to
officials familiar with the mattar.

The new credit ling is intended to bolster Enron's financial condition and head off a potentially
devastating loss of investor and business confidence. The new credit would supplement existing
lines, which are largely tapped out after Enron last week drew down about 52 billion to increase cash
reserves and calm fears in the stock, bond and energy markets.

An Enron spokesman confirmed that the company is negotiating & new credit line, but said he
couldn't supply any further details. Houston-based Enron is the nation's biggest energy trader and a
principal in nearly one-guarter of all electricity and natural-gas trades. Once a favorite of Wall Street,
the company now is in the unfamiliar position of convincing a deeply concemed investment
community that, despite difficulties, its finances remain sound.

Confidence in Enron's situation was shaken after Enron earlier this month announced a 3618 million
third-quarter loss and disclosed a $1.2 billion erosion of shareholder equity related to controversial
transactions it had done with entities connacted to its then-chief financial officer, Andrew Fastow.
[Enron]

Last weak, Enron replaced Mr. Fastow and said that the Securities and Exchange Commission was
looking into the transactions. The company has consistently said that the transactions wera proper
and legal.

Enron's stock price fell again Friday, As of 4 p.m., in composite trading on the New York Stock
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Exchange, Enron was down 95 cents at $15.40. Enron has fallen 50% in the past two weeks and is
down B83% from a Sept. 18, 2000, high of $89.63.

Late last week, Enron tapped its existing credit lines, with part of that money being used to redeam
nearly $2 billion of it outstanding commercial paper, or short-term corporate 10Us. Ron Barone of
credit-rating agency Standard & Poor's said he believes that Enron was "getting a bit more
resistance” recently in rolling over its commercial paper as it came due, Thus, Enron probably
decided it would be easier simply to redeem the paper outstanding, he said.

The Enron spokesman Sunday said that paying off the commercial paper and stll leaving the
company with an additional roughly $1 billion cash on hand would give it more financial flexibility.

Also last week, credit-rating agencies warned investors they were reviewing Enron's debt and
commercial-paper ratings for a possible downgrade. A lower rating could hamper Enron's core
trading businesses.

Eehind the worries among these agencies, in par, is the loss of investor confidence, which one of the
rating companies, Fitch, said in a report last week could impair "Enron's financial flexibility and
access to capital markets, therefore impacting its ability to conduct its business.”

The Enron spokesman said the company's trading partners are doing business with Enron on
"assentially the same terms” as they have in the past. "There has been no significant change in the
credit conditions," he said. Trading partners demanding significantly stricter terms from Enron would
be a sign of further detericrating confidence in the energy giant's finances, The banks involved in the
negotiations, including J.P. Morgan Chase & Co. and Citigroup Inc., are asking Enron for stricter
covenants on the new credit line than they had asked for in the past, one official said,

Bankers involvad with the company say the goal of the new cradit line is to show the investment
community that Enren can meet ils commitments. "Confidence in this company was losl,” said one
bank official involved in the negotiations for a new credit line. "Bul confidence will be restored.”

Corporations of Enron's size commonly establish credit lines only to demonstrate to the investment
community that in case of an emergency, they have access to cash. In practice, few companies
actually make use of these lines. Thus, drawing down credit lines, while providing immeadiate cash,
algo illustrates the pressure Enron is fealing.

Write to Jathon Sapsford at jathon sapsfordi@ws|.com <maillo:jathon sapsfordi@wsi.com=> and John
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MNickoloff, Peter

Fram: Carheton, Morman

Sent: Monday, Octobar 28, 20071 9230 AM

Ta: Schultheiss, Heldilynne, Mickololf, Peter
Subject: WS Enron

October 29, 2001

Manager's Journal

How Enron Ran Out of Gas

By Pawl Kedrosky. Mr. Kedrosky is a professor of business af the Universify of British Colombia.

Is troubled Enron Corp. the Long Term Capital Management of the energy markets, or merely yet
another mismanaged company whose executives read too many of their own press releases? Or is

poor Enron just misunderstood? Those are the questions after another week of Chinese water
torture financial releases from the beleaguered Houston-based energy concem.

A year ago Enron was the hotlest of the hot. While tech stocks were tanking, Enron's shares gained
89% during 2000. Even die-hard Enron skeptics - of which there are many — had to concede that
last year was a barnbumer for the company. Earnings were up 25%, and revenues more than
doubled.

Mot bad, considering where the company came from. A decade ago 80% of Enron's revenuaes came
from the staid (and regulated) gas-pipeline business. Mo longer. Enron has been selling those assets
steadily. partly fueling revenues, but also expanding into new areas. By 2000, around 95% of its
revenues and more than 80% of its profits came from trading energy, and buying and selling stakes
in energy producers,

The stock market applauded the move: At its peak. Enron was trading at around 55 fimes earnings.
That's more like Cisco's once tropospheric valuation than the meager 2.5 times eamings the market
affords Enron competitor Duke Energy.

But Enron management wanted more. It was, after all, a "new economy™ Web-based enargy trader
where aggressive performers were lucratively rewarded. According to Enron Chairman and CEQ Ken
Lay, the company deserved to be valued accordingly. At a conferance eardy this year he told
investors the company's stock should be trading much higher -- say $126, more than double its price
then.

Then the new economy motor stalled. The company’s president left under strange circumstances.

And rumars swired about Enron's machinations in California's energy markets. Investors pored over

Enron's weakening financial statements. But Enron analysts must have the energy and persistence
3
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of Talmudic scholars to penetrate the company's cryptic financials. In effect, Enron's troubles were
hiding in plain sight.

It should have been a waming. Because of the poor financial disclosure there was no way 1o assess
the damage the economy was doing to the company, or how it was trying to make its numbers. Maost
analysts blithely concede that they really didn’t know how Enron made money — in good markets or

bad.

Not that Enron didn't make money, it did -- albait with a worrisomely low return on equity given the
capilal required — bul sometimes revenues came from asset sales and complex off-balance sheet
transactions, somatimes from energy-trading revenues. And it was very difficult to understand why or
how - or how likely it was Enron could do it again next quarter,

Enron's financial inscrutability hid stranger stuff. Deep inside the company filings was mention of LJM
Cayman, L.P., a private investment parinarship, According to Enron's March 2000 10-K, a "senior
officer of Enron is the managing member" of LIM. Well, that was a puzzler. LIM was helping Enron
"manage price and value risk with regard to certain merchant and similar assets by entering into
denvatives, including swaps, puts, and collars." It was, in a phrase, Enron's house hedge fund.

There is nothing wrong with hedging positions in the volatile energy market -- it is crucial for a market-
maker. But having an Enron execulive managing and benefiting from the hedging is something else
altogether, ezpecially when the Enron executive was the company's CFO, Andrew Fastow. While he
severed his connection with LIM {and related partnerships) in July of this year -- and left Enron in a
whir of confusion last week -- the damage had been done.

As stories in this paper have since made clear, Mr. Fastow's LJM partnership allegedly made millions
from the conflict-ridden, board-approved LJM-Enron relationship. And recently Enron ended the
merry affair, taking a billion-dollar writedown against equity two weeks ago over some of LIM's
wrong-footed hedging. Analysts, investors, and the Securities & Exchange Commission were left with
many questions, and very few answers.

To be fair, | suppose, Enron did disclose the LM arrangamant more than a vear ago, saying it had
grected a Chinese wall between Fastow/LJM and the company. And in a bull market, no cne paid
much attention to what a bad idea that horribly conflicted relationship was -- or questionad tha
strength of tha wall. Now it matlers, as do other Enron-hedged financings, a number of which look to
have insufficient assets to cover debt repayments dug in 2003,

We didn't do anything wrong is Mr. Lay's refrain in the company's current round of entertainingly
antagonistic conference calls. That remains to be seen, but at the very least the company has shown
terrible judgment, and hercic armogance in its dismissal of shareholders interests and financial
transparency.

Where has Enron's board of directors been through all of this? What kind of oversight has this motley

collection of academics, government sorts, and retired executives exercised for Enron shareholders?
Vary little, it seams. It is time Enron's board did a proper investigation, and then cleaned house --
perhaps neatly finishing with themselves.
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Nickoloff, Pater

e — ]
Fram: Carlaton, Morman
Sent: KMonday, October 28, 2001 9:21 AM
To: Schulthelss, Heidilynne, Nickoloff, Peter
Subject: 0w Enran

October 28, 2001

Enron Asks Banks For Additional Credit -FT

MEW YORK — Enren Corp. (EME) is attempting to persuade banks o provide additional credit, The
Financial Times reported on its Web site Sunday.

The company was also due to hold a special board meeting Sunday to consider confidence-building
measures after surprise financial disclosures damaged its reputation among U.S. investors, The
Financial Times reported.

The Financlal Times quoted Enren spckesman Mark Palmer as saying he hoped the company could
have something to announce in coming days as a result of its latest effort to “establish additional
lines of liguidity."

"Once we ara able to the liguidity position shored up, that will put a lot of fears of the unknown to
rest,” The Financial Times quoted Palmer as saying.
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Nickoloff, Peter

From: Carlaton, Morman

Sent: hMonday, Octobar 26, 2001 9:23 AM
To: Schultheiss, Heidilynne, Nickoloff, Peter
Subject: Enron sues Microzoll

October 26, 2001

Enron Sues Microsoft Over Failed Broadband Services Deal

By MiCHAEL RIEKE

Of DOW JONESE HEWSWIRES

HOUSTON —- In a July conference call with analysts when Jeff Skilling was still chief executive of
Enron Corp. (ENE), he threw out a ray of hope for his company's foundering broadband business.

Enron Broadband Services had just signed a long-term deal to provide bandwidth for MSN, Microsoft
Corp.'s (MSFT) online Internet service, Skilling said. Enron would give more details on the deal later.

After three months without farther word on the deal, Enron has broken its silence by suing Microsoft.

In a suit filed Thursday in the district court of Harris County, Texas, Enron claimed Microsoft has
failed to live up to terms of the deal.

The agreement, signed June 25, called for Enron Broadband to develop and provide network
capacity and other services to support Microsoft's offering of high-speed Internet service, according
to the lawsuit.

Microsoft was required to develop an electronic ordering and billing system for use with all regional
Bell telephone companias during an initial phasa of the deal, according to the lawsuit.

Microsoft has failed 1o provide that system and other items required in the deal, 50 Enron isn't
required to deliver operational broadband services for the deal, the lawsuit =aid.

Microsoft sent Enron a letter dated Oct. 23 saying that if Enron didn't provide an operational
broadband system by Oct. 25, Enron would have breached the contract, the lawsuit said. Microsoft
then would be entitled to recover damages.

The suit also said Microsoft failed to provide monthly subscriber growth forecast required by the deal.

In a third breach of the contract, the suit claimed, Microsoft made public announcemeants about the
subject of the agreemeant without getting Enron's prior approval.

An Enron official told Dow Jones Newswires that Micresoft had issued a press release Oct. 15 about
the service but that Enron wasn't mentioned in the release.
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A Microsoft news release dated Oct. 15 announced what the company calls MSN 7, a new version of
the MSN network which includes high-speed, or broadband, access to the Web. The service was to
be available on Oct. 25.

The Microsoft release said MSMN 7 would deliver “state-of-the-art" video and audio through
*dramatically improved™ broadband technology. The new service would extend MSN broadband
service "to more than 29 million households in 45 markets.”

By the end of the first quarter of 2002, the Microsoft release said. the MSN broadband service would
be availlable to more than 90% of U.S. households capable of using high-speed digital subscriber line
ACCEss,

The Enron lawsuit asked that Microsoft be declared in breach of contract. It also asked that Enron
be allowed to recover unspecified damages as well as costs stemming from the lawsuit.

Meither Enren nor Microsoft have responded to requests for comment on the lawsuit.

The Microsoft deal is the second failed broadband agreement. In July 2000, Enron and Blockbuster
Video, a unit of Viacom Inc. (VIA), announced a deal to deliver movies over the Internet.

That deal fell apart in March of this year when Blockbuster said Enron's fiber-optic network couldn't
deliver the service on a depandabie basis. Enron countarad that Blockbuster couldn't deliver the
quality and quantity of movies needed for a successful video-on-demand service.

-By Michael Rieke, Dow Jones Newswires, 713-547-8207; michael.rieke@dowjones.com

Because of the failure of the Enron Broadband Services-Microsoft deal, M3N will have to temporarily
limit delivery of its new high-speed Internet services to the 14 states covered by Qwest
Communications International Inc. (Q), said Bob Visse, director of MSN marketing.

Those 14 states are Arizona, New Mexico, Colorado, Wyoming, ldaho, lowa, Minnesota, South
Dakota. Morth Dakota, Montana, Mebraska, Oregon, Utah and Washington.

The Enron deal was to provide backbone services outside of the Qwest area, Visse said. Backbones
provide longhaul services that connect smaller areas of networks.

An analyst, who didn't want to be identified, expressed shock when told that the disagreement would
limit the new MSN broadband services lo the 14-state Qwest region. That calls into question the
performance of the entire Enron broadband network, he said.

Many different companies can provide the necessary backbone services and MSN will find one,
MSN's Visse said.

The new service was just launched Thursday so there weren't existing customers in the areas outside
the Qwest region, he said.

Visse wouldn't comment on the lawsuit filed by Enren because Microsoft hasn't reviewed it in detail.
Commenting would violate the nondisclosure agreement Microscft has with Enron, he added.

"We do believe we have fully upheld the terms of the agreament,” he said.

Microsoft hasn't filed a lawsuit against Enron relating to the deal, he added. He wouldn't commeant on
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the possibility of such a suit.

In recent trading, shares of Enron were down 66 cents, or 4,04%, to $15.69. Shares of Microsoft
were off 15 cents, or 0.25%, at $62.63.

-By Michael Rieke, Dow Jones Newswires; 713-547-9207,
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Enron's Financial Troubles
Reverberate to Its Bonds

By JATHON SAPSFORD and SUZANNE MCGEE
Stafl Reporters of THE WaLL STREET JOURMSL

NEW YORK - Enron Corp.'s bonds have held up better than its battered stock amid escalating
financial woes at the enangy-trading powerhouse.

Mot for long, some bond traders say.

In trading Thursday, the Houston energy-trading company's five-year bond, a 3250 million issue due
in July 2006 carrying & coupon of 6.4%, was quoted at 82 cents on the dollar, down from a bid of 88
late Wednesday, and representing a 16% drop during the past two weeks.

Still, that is far less than the 50% decline in Enron's stock price since the Oct. 16 disclosure of a
$1.01 billion charge linked to soured investments, resulting in a $618 million third-guarter loss. But
the fall in the bond's price franslates to a yield of 7.7 percentage points above bellwether LS.
government bonds, which is a widening from about three percentage points two weeks ago. Although
Enron still is an investment-grade credit, that kind of "spread” is more characteristic of a junk bond
with a credit rating of single B or lower.

Al the same time, it is becoming nettlesome to trade big blocks of Enren bonds, Thursday's 82 bid,
for instance, was for a block of less than $2 million in bonds, a small percentage of a typical trade.
This poor liquidity underscores the uncertainties affecting not only Enron but the market as a whole,

Driving the bond-price drop are fears among investors that credit-rating concems will lower ratings on
Enron debt after it conceded eadier during the week a number of troubles, including losses in the
wake of questionable investments, a Securities and Exchange Commission investigation, and the
sudden resignation of its chief financlal officer.

"Even at these levels, there's very litile buying interest,” said Harold Rivkin, a principal at distressed-
debt trader H. Rivkin & Co. in Princeton, N.J.
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In one sign of the ripple effects, the price investors pay to protect themselves from losses on Enron
debt was surging. The cost of a "default swap” - in which an investor pays another investor to take a
chunk of debt at face value in the event of defaull -- rose to 10% of the size of the credit being
insured. That was up from 8% a day earlier, and more than holders of Lucent Technologies Inc. debt
had to pay at the height of that technology company's troubles earlier during the year.

Even with its woes, Enron remains an investment-grade company. Most credit-rating agencies rate
Enron's senior unsecurad debt at several notches above the noninvestment-grade level.

et Filch said Thursday it put Enron's credit rating on watch for a possible downgrade, following a
similar move by Moodys Investors Service earlier during the week. (Standard & Poor's, a division of
McGraw Hill Cos., stopped short of putting the company on its Creditwatch list, opting instead to
revise its long-term ratings outlook to "negative,” citing concems about the company’s financial
flexibility.}

Meanwhile, the weak bond prices are a sign that the markets are bracing for the worst. "These are
investment-grade bonds thal are migrating toward distressed levels,” said Glenn Reynolds, an
analyst at Credit Sights Inc., an independent fixed-income research firm in New York.

If Enron's credit ratings fall, it would have implications far beyond the company’s ability to raise
money. As an energy trader, a credit downgrade sends a signal to other participants in crucial
markets about its ability to make good on its commitments.

Enron makes markets in a variety of commodities. Thought it is best known for trading electricity and
natural gas, the company also is a huge force in the markets for other commoadities such as lumber,
metals, bandwidth capacity and steel, As a market maker matching buyers and sellers, Enren
handles about a quarter of all the trading in the nation's energy and gas markels.

Enron's credit-worthiness is hugely important. The better its credit rating, the cheaper it can hedge, or
offset, its positions in all these commodities markets through derivatives and pass on savings o
customers. Without that credit rating, the cost of this high-margin, high-volume business starts to rise.
A derivative is an instrument whose value is linked to, or derived from, that of an underlying secunty
or asset, such as a stock, bond or commaodity.

"Even if the company does retain its investment-grade rating, the perception that this might be at risk
will start to affect their core businesses,” said Mr. Reynolds at Credit Sights Inc. "Any prudent risk
[manager] at Enron's counterparties” - any institution on the other end of a financial agreement with
Enron -- "is going to be examining their exposure to Enron, and looking for ways to minimize it or
offset it," Mr. Reynokds said.

Write to Jathon Sapsford at | ‘jathon.sapsford .com= and
Suzanne McGee at eef@ws].com <mailio:suzanne. mceges
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Tech Center

Enron Sues Microsoft in Spat
Over Deal to Support MSN

A WaLL STREET JOURNAL COINLINE News Rouradup

HOUSTON - Enron Corp. sued Microsoft Corp., accusing the software giant of failing to live up to
the terms of a deal in which Enron agreed to provide bandwidth for the MEN online service.

The suit was filed Thursday in the district court of Harris County, Texas.

According to the lawsuit, the deal called for Enron's broadband unit to develop and provide network
capacity and other services to support Microsoft's offering of high-speed Internat service,

Microsaoft, in return, was required 1o develop an electronic ordering and billing system for use with all
regional Bell telephone companias during an initial phase of the deal. Enron charges that since
Microsoft has failed to provide that system and other items required in the deal, Enron isn't required
to deliver the broadband services reqguired of it.

The suit also said Microsoft failed to provide monthly subscriber growth forecast required by the deal,
and that Microsoft made public announcements about the subject of the agreement withoul getting
Enron's prior approval.

An Enron official said Microsoft had issued a press release Ocl. 15 about the service, but that Enron
wasn't mentionad in the release. A Microsoft news release dated Oct. 15 announced what the
company calls MSMN 7, a new version of the MSN network which includes high-speed access to the
Web. The service was (o be available on Oct, 25. The release said MSN 7 would deliver "state-of-
the-art" video and audio through "dramatically improved” broadband technology. The new service
would extend MSHM broadband service "o morea than 28 million housaholds in 45 markets "

By tha end of the first quarter of 2002, the Microsoft release said, the M5SN broadband sarvice waould
be available to more than 90% of U.S. households capable of using high-speed digital subscriber line
dCCass,

i
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According to the lawsuil, Microsoft sent Enron a letter dated Oct, 23 saying that if Enren didn't
provide an operational broadband system by Oct. 25, Enron would have breached the contract and
Microsoft would be entitled to recover damages.

The Enron lawsuit asked that Microsoft be declared in breach of contract and that Enron be allowed
to recover unspecified damages as well as costs stemming from the lawsuit.

Meither Enren nor Microsoft responded to requests for comment on the suit,

The deal was signed June 25 and announced by Enron's then-chief executive Jeffrey K. Skilling in a
July conference call with analysts. |t came as a ray of hope for his company’s foundering broadband
business.

Mr. Skilling promised more details would be in the offing, but none came. Mr. Skilling stepped down
as CEO in August, citing personal reasons, but analysts suggested a sharp decline in the Houston
firm's stock might have spurred his departure. Enron's stock price was hurt as the federal government
tried to curb high power prices that had helped Enron achieve record eamings. Meanwhile, investors
had also cooled on Enron's aggressive push beyond its gas-pipeline business into broadband
telecommunications markets, a strategy identified with Mr. Skilling

Since then, the news has only gotten worse for Enron: Its stock has been hammered amid heavy
losses and news that the Securities and Exchange Commission is conducting an inguiry into billions
of dollars of transactions it did with entities connected to its former chief financial officer. On
Thursday, the company drew down about $3 billion - the bulk of its avallable bank credit lines --in a
bid to restore confidence in its financial strength and liquidity (see article).

Mr. Skilling had taken over from the CEQ spot from Kenneth Lay in late 2000 after a long stint as
president and chief operating officer. Before that, he advised Mr. Lay as a McKinsey & Co.
consultant. The two men were largely credited with building Enron into a formidable commaodities
market player over the past decade, trading everything from electricity to weather derivatives. In
doing so, Enron shed many of its power-production assets, a tactic advocated by Mr. Skilling.

Enron and several other big energy companies have spent billions of dollars building fiber-optic
networks, which they can string along their utility rights of way. But Enron's ambitions were always
even larger -- in July 2000, for example, the company signed a 20-year exclusive agreement with
Blackbuster Inc. to deliver movies on demand to U.S. and European homes via high-speed phone
lines. That deal fell apart in March: Blockbuster said Enron's fiber-optic network couldnt deliver the
service on a dependable basis, and Enron countered that Blockbuster couldn't deliver the quality and
quantity of movies needed for a successiul video-on-demand service.

—Michael Rieke of Dow Jones Newswires contributed fo this article.
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Heard on the Street

Despite Losses, Complex Deals
Analysts Remain High on Enron

By SUSANNE CRAIG and JOMATHAN WEIL
S1aff Reporters of THE WALL STREET JOURMAL

Enron: Rarely have so many analysts liked a stock they concede they know so little about.

In recent years, Wall Streel researchers have been overwhelmingly -- critics would say blindly --
enthusiastic about Enron, even as they acknowledge not always understanding the complex financial
transactions that accounted for its soaring profits. Mow, Enren is reporting steep losses from some of
its most complicated transactions, which many on Wall Street still can't figure out.

In a research note Wednesday, Goldman Sachs analyst David Fleischer conceded that scant
corporate disclosura at the Houston energy trader makes it difficult to value the company. The
company’s Mack of disclosure and transparency,” he says, is "a longstanding Enron hallmark.”

So is this a stock to avoid, in his view? Hardly. Goldman on Wednesday did bump Enron off its *U.S,
Select List," which consists of a few dozen top stock picks -- but Mr. Fleischer continued to keep the
stock on the firm's larger but prestigious "Recommendead List” of 200 or so favored stocks, where it
has been since he joined Goldman in 1993,

“Just because | can't be specific in being able to create a simple model ... doesn't mean that you
write off that industry and say °| can't analyze it' or | can't figure it out,’ " says Mr. Fleischer, who owns
an undizsclosed number of Enron sharas. "If that ware the case, thare would be an awful lot of
industries we couldn®t follow "

Enron's shares have dropped about 50% since last week.

“Every sell-side analyst we spoke o eary in 2001 admitted that this was a black box,” says Jim
Chanos, principal of Kynikos Associates in New York, who has been selling Enron stock short --
trading it with an eye to profiting from its fall -- throughout this year. "It was really a trust-me story,
when all the evidence was mounting that there was reason to question that level of trust."
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True, no stock picker is immune from bad calls. And Wall Street analysts long have been criticized

for their overwhelmingly bullish bias, particularly on stocks in hot sectors with lots of investmeant-
banking deals o be had.

But Enron stands apant, precisely because so many of the analysts still recommending the stock
have acknowledged that the company's disclosure practices are lacking. Which raises the question:
How can an analyst recommend that others purchase a stock when key information about the
company's operations is so often either unavailable or indecipherable?

Concerns about the way that Enron runs its business aren't new, Many of the issues now plaguing
Enron's slock were first raised more than a year ago by bearish hedge-fund managers and
independent accounting axperts. Yeat time and again, Wall Street analysts dismissed as unimportant
many of the lingaring quastions about the company's various partnership transactions.

Besides those partnerships, Enron also has been dogged by concerns about the secretive valuation
technigues it uses to record its assets and earmings.

Through it all, most analysts have stuck by this onetime stock-market daring, publicly dismissing
gquestions about the firm's accounting practices and level of disclosure. As of Thursday, of the 17
analysts who following the stock, 10 had a "strong buy™ or equivalent rating on the stock, according to
Thomson Financial/First Call. Five others rated the stock a "buy,” though not strongly.

Only Prudential Securities, which downgraded the stock this week, has a "sell” rating on Enron.

The bullizh treatment is the latest and one of the most high-profile axamples of Wall Street taking a

glass half-full stance, despite what in retrospect seems to be ample warning that a less-enthusiastic
appmach was warranted.

Orvver the past year in the wake of the Masdag Composile Index's general collapse, analysts have
been widely assailed for a lack of independence — particularly those whao, like Goldman's Mr.
Fleischar, own sharas in the companies they cover, Regulators have raised concerns that analysis
have compromised themselves to help their firms land lucrative investment-banking fees and other
renvenue,

[Go]Enron Officials Sell Shares Amid Stock-Price Slump
[Go]Enron Taps $3 Billion From Bank Lines in Pre-

o3

o Ensure Liguidity

Enron has spread the wealth across many Wall Street firms. For instance, for one $865 million equity
offering in 1992 led by Credit Suisse First Boston, Enron retained seven co-managers, including
Conaldson Lufkin & Jenrette, Lehman Brothers and Mermrill Lynch.

“Enron is a big company, and | don't think you're going to find a firm that hasn't been involved " says
Credit Suisse First Boston analyst Curt Launer, who still rates the stock a "strong buy®™ with a 540
price target. “They pay a lot of investment-banking fees to Wall Street.”

He adds, "Wa do our analysis every day based on the information we have, Are we here strictly to
defend companies? That's ludicrous. We're here to provide information to investors. ... Yes, | have

the wrong recommendation on the stock. | don't think my analysis has been as wrong as the stock
has performed.®
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Mr. Fleizcher, whose firm also has served as an investment banker to Enron, calls his holding "a
meaningful investment” that is "not small.” But he disputes any suggestion that his objectivity is

compromisad. Mr. Fleischer says his clients "are happy to know" he has a stake in Enron, because it
shows he puts his money where his mouth is.

In his research note Wednesday, Mr. Fleischer called for complete disclosures of Enron's off-balance
sheat partnerships. Despite the resulting difficulty he acknowledged facing in developing financial
models for the company, he wrots that he and many other investors historically "have given Enren
the benefit of doubt bacause of its strong growth in eamings" and position as an industry leader.

“Thera's not information to really model this and be able to predict accurately where revenues are
going to come from and where they're going to make their money, but every quarter they do,” he
says. "It's hard to get inside to know all the transactions, but they do deliver.”

C5FB's Mr. Launer also has been a longtime defender of the company, ocecasionally issuing research
reports to rebut critical stories about Enron in the financial press. On Monday, ha wrote that he
expects questions about Enron’s partnerships and accounting disclosures to continue, but that he
remains "confident in the businesses and operating growth prospects for [Enron] and an ultimate
recovery in the share price.”

"l know I'm wrong on the stock,” Mr. Launer says. But he says that at these prices, he isn't ready to
throw in the towel because he figures that even in & worst-case scenario - under which he envisions
Enron having to issue as much as 32 billion worth of shares, diluting current holders - the stock
doesn't have much further to fall.

Clearly, Messrs. Launer and Flesicher arent alone. "Even in relative terms, analysts remain very
bullish on this stock,” says Chuck Hill, director of research at Thomson Financial/First Call, The
average rating for a stock on Wall Street is 2.2, or slightly shy of a "buy” rating. Enron scores a 1.6,
“This may tum into a classic case of locking the bam door after the bad news is cut,” Mr. Hill says.

In downgrading the stock this week, Prudential analyst Carol Coale bumped it to "sell" from "buy,”
with a brief stop at "hold.” While she is the only analyst 1o recommend investors sell the stock, she
openly concedes her recent downgrades come "too little, too late.”

Ms. Coale says Enron has been difficult to cover for years, She says the company's disclosure
practices fall far short of ideal, and senior executives are often evasive, even when presented with
direct questions. For instance, she says three weeks ago she asked Enron management if the
company was under investigation by the Securities and Exchange Commission. They said "no,” she

says.

In light of the company's acknowledgment this week of an SEC "inquiry,” she asked Enron about the
previous denial. "They told me it is an inguiry, not an investigation,” she says. An Enron
spokeswoman says the company leamed of the SEC's inguiry only last Wednesday.

Write to Susannea Craig at susanne.craigwsj.com <mailto:susanne.craigiwsi.com> and Jonathan
Weil a
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Enron Officials Sell Shares
Amid Stock-Price Slump

By THEO FRANCIS and CASSELL BRYAN-LOW
Staff Reporiers af THE WaLL STREET JOURNAL

Officials at Enron Corp., whose unusual transactions with its chief financial officer are under
regulatory scrutiny, have steadily sold sizable amounts of their holdings of company stock as the
share price has fallen this year.

Corporate officials had sold 1.8 million shares valued at about $106 million through July, as the stock
fell to less than $45 a share from $83 at the start of the year. Since July, the stock has plummeted an
additional 63% to $16.35, including a 50% plunge since the baginning of last week.

Kenneath Lay, chief executive of the Houston energy-trading company, cashed in shares for $25.7
million so far this year, usually in transactions paired with options exercises. He sold 429,614 shares,
leaving him with some 2.8 million shares as of July, the latest data available on his sales, according
to Thomson FinanciallLancer Analytics.

The dollar amount for his 2001 sales is approaching the total for all Mr. Lay's sales of Enron shares
far 2000, which reached $30.7 million. In 1998, he sold shares for a total of $26 million.

In Hauston, an Enron spokeswoman declined to comment on the figures, saying the company
doesn't keep a running tally of slockholdings by corporate officials. Enron also wouldn't comment on
the number of options held by company insiders and called the sales "a personal decision." Many
sales by Enron insiders were concurrent with oplions exercises or sales followed soon after option
exXercises,

Strong selling by company officers and directors amid share-price declines should raise red flags for
investors, says Jonathan Moreland, research director of Insiderinsights.com, who uses insider-
trading data to zero in on investment ideas.

[GalEnron Taps $3 Billion From-Bank Lines in Pre-Emptive Move to Ensure Liquidity
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[Go]Despite Losses, Complex Deals Analysts Remain High on Enron

[Go]Enron's Financial Troubles Reverberate to Its Bonds

Among other insiders selling during the year, Kenneth Rice, former chairman and CEOQ of Enron's
broadband unit, sold shares for 523.7 million. Mr. Rice has sold 456,266 shares of the 1.5 million
shares he was listed as owning in Enron's March proxy filing. Former Enron Chief Executive Jeffray
Skilling -- who resigned in August -- sold 160,000 shares for $9.8 million during the year. In March,
Mr. Skilling owned 1.9 million shares.

Messrs. Rice and Skilling couldnt be reachad to comment.

Overall, Enron’s insiders were busier selling shares last yvear, when they sold 5.8 million shares for
about 5449 million. During 19989, insiders sold 3.4 million shares for $123.1 million.

Since December 1999, only one Enron executive has reported buying company shares. The buyer
was Andrew Fastow, who was ousted during the week as Enron's chief financial officer after the
company disclosed it was under a Securnties and Exchange Commission investigation into financial
ties between the company and Mr. Fastow,

Mr. Fastow reported purchasing 10,000 Enron shares in August at $36.98 each, or a total of
$369,800. Today, those shares are valued at $163,500, based on Enron's stock price of $16.35 in 4
p.m. Mew York Stock Exchange composite trading. After the purchase, Mr. Fastow owned 110,586
shares, Thomson FinancialLancer Analytics says.

Enron said Mr. Fastow wasn't available to comment.

On Monday, a New York law firm filed suit in U.3. District Court in Houston, alleging that Enron
misrepresented its performance by failing to disclose problems with its broadband division and failing
to properdy writea down the value of investments in limited parinerships managed by Mr. Fastow. The
suit, which seeks class-action status, also says Enron insiders sold $73 million of their own Enron
holdings during parts of 2000 and 2001.

Write to Theo Francis at theo francis at wei.com <mailio:theos. francis at wsj.com=> and Cassell Bryan-
Low at
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Enron Taps $3 Billion From Bank Lines
In Pre-Emptive Move to Ensure Liquidity

By JOHN R. EMSHWILLER, REBECCA SMITH and JATHON SAPSFORD
Siaff Reporlers of THE WaLL STREET JOURMAL

Enron Corp. drew down about $3 billion, the bulk of its available bank credit lines, in a bid to restora
confidence in its financial strength and liquidity.

Enron will use part of the money to offer to redeem about $1.85 billion of outstanding commercial
paper -- short-term corporate IOUs — according to a pearson familiar with the matter, with the
remainder providing the energy concern with a cash cushion. Some observers believe the move is a
pre-amplive step by Enron to ensure that it had adequate liquidity should its access to bank lines be
interrupted. The person also said Enron was talking to its banks about a new, multibillion-dollar credit
line.

Enron insists its business operation and financial condition remain strong. But, "when the market is
reacting as irrationally as it has been the last few days, we thought that cash was better than a
commitment from a bank," said an Enron spekesman. In a statement, the company's new chief
financial officer, Jeff McMahon, said that by drawing down the bank lines, "we are making it clear that

Enron has the support of its banks and more than adequate liquidity to assure our customers that we
can il our commitments.”

The move underscored the tumultuous conditions that have been sweeping over the Houston
energy-trading concern in the past 10 days, Enron is the nation's largest energy trader and is a
principal in nearly one-guarter of all electricity and natural-gas trades. Thursday, for example, Enron
was involved in about 34 billion of deals through its EnronOnline unit,

[Go]Despite Losses, Complex Dedls Analysts Remain High on Enron
[Go]Enron Officials Sell Shares Amid Stock-Price Slump
[GolEnron's Financial Troubles Reverberate to |ts Bonds
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Since early last week, Enron's share price has plummeted 50%. Last week, it reported a $618 million
third-quarter loss and a reduction in shareholder equity of $1.2 billion. It also disclosed that the
Securities and Exchange Commission is conducting an inquiry into billions of dollars of transactions it
did with entities connected to its former chief financial officer, Andrew S. Fastow, who was replaced
Wednesday.

The draw-down of the credit facilities came as one rating agency, Fitch, put Enron on review for a
possible downgrade, while another, Standard & Poor's, changed Enron’s credit outiook to negative
from stable. Moody's Investors Service already has said it is looking at a possible downgrade of
Enron. In order to fall below investment grade, Enron's credit rating would have to fall sevaral
notches.

If that were to happen, however, a host of bad consequences could follow. Together with the sharp
decling in its stock price, a noninvestment-grade rating would throw the company into default on
obligations invelving billions of dollars of borrowings. In that event, Enron could be forced 1o issue
millions of shares of stock to holders of that debt, diluting the value of existing shares. At 4 p.m.
Thursday in New York Stock Exchange composite trading, Enron was down six cents at $16.35.

Liquidity is a key issue for Enron, which handles energy-trading volumes more than triple its next-
biggest competitor, American Electric Power Co. Enron's EnronOnling Internet-based trading
platform has transacted more than $884 billion of trades since it was created in November 1999,

The company’s wildly successful wholesale unit has been dragged down by underperforming assets
elsewhere in the company, chiefly the approximately $6.5 billion of international assets such as its
Dabhol power project in India. Raising cash and retiring debt largely is a timing issue. The cash
needs of its trading operation are immediate; it takes time to sell assels, particulary in today's slower
BLONAIMY.

The company also is suffering from a string of disclosure controversies that have damaged its
credibility, particularly in connection with its dealings with Mr. Fastow, the former chief financial
officer. Internal documents related to one of the Fastow partnerships disclose that Enron also did as
much as hundreds of millions of dollars of business with an entity connected to anather company
official, who has since left Enron. While Enron disclosed its Fastow-related transactions in SEC
filings, a computerized search of the SEC's database of public filings produced no reference to this
other empioyee-related entity known as Chewco.

Chewco was established in 1997 “with approximately $400 million in capital commitments” to buy an
interest in Enron assets, according to one of the partnerships documents, The document didn't
further specify what assets were purchased, and it didn't disclose the financial impact of the
transactions for either Chewco or Enron. Chewco was being run by Michael Kopper, a managing
director in Enron's Global Equity Markels Group, according to the document,

Enron, which has maintained that its complex financial transactions with employee-related entities
were legal and properly disclosed, didn't have any comment regarding its dealings with Chewco,

Mr. Kopper, who Enron says left the company this year to focus on helping to run the Fastow-related
partnerships, didn't return phone calls. A person at his office in Houston Thursday said Mr. Kopper
was traveling. In response to questions about Chewco, an Enron spokesman would say only that
“Michael Kopper was never an executive cfficer of Enron.” Mr. Fastow repeatedly has declined
interview requests. He severed his relationships with the partnerships in July.
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This statement is an apparent reference to SEC disclosure regulations regarding related-party
transactions. Under SEC rule 3-K, a company has to report any transaction thal exceeds $60,000
and involves "any director or executive officer.”" By contrast, Mr. Fastow, as CFO, would have fallen
into that category, but Mr. Kopper, as managing director of a business unit, presumably wouldn't
have,

However, reporting guidance issued by the Financial Accounting Standards Board seems to have a
broader definition, one that might include Mr. Kopper. According lo FAS Statement 57, a related-
party transaction involves a "material” piece of business batweean the company and a member of
managament, The statement defines management as directors, top officers, vice presidents in
charge of major business units and “other persons who perform similar policy-making functions.
Persons without formal titles may also be members of management.”

Write to John R. Emshwiller at john emshwillerfwsi.com <mailtojohn.emshwillerf@ws].com:,
Rebecca Smith at rebecca.smithi@ws].com <mailicrebecca. smith@wsj.com> and Jathon Sapsford

at jathon, sapsford@wsj.com <mailto:jathon.sapsfordi@ws.com>
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Calpine:No Exposure To Enron; No Calif Pwr Contract Talks

(This article was originally published Thursday)

NEW YORK - Calpine Corp. (CPN) has no credit exposure to trading partner Enron Corp. (ENE),
Calpine said Thursday in an earnings conference call. And the company hasn't been contacted by
the state of California about renegofiating the billions of dollars in long-term supply contracts the
company signad with the state earlier this year.

Calpine's diluted net eamings for the third quarter were 88 cenls a share compared with 48 cents for
the same quarter last year. Setting Calpine's consistent earnings growth aside, Wall Street analysls
in Thursday's conference call focused their questions on trouble spols in the energy industry, like
Enron, California, and whether the U.S. will have a surplus of electric power stations in a few years.

Moody's has put Enron's credit on watch for possible downgrade, and some of the company’s debt is
trading like junk bonds in the secondary market this week. Trading pariners like Calpine have bean
asked about their exposure to Enron.

"We continue to assess the situation, but right now don't have any net exposure to Enron,” said
Calpine's vice president of corporate risk management, Paul Pasoli. "We continue to trade with them.
We will adjust our credit threshold based on how their bonds are trading and their credit rating.”

When asked if there would be any exposure to Enron if trading were 1o be halted immediately, Fasoli
said that. in fact, Calpine would owe Enron a litle money.

In ancther energy industry area of concern, Calpine was asked about the state of California’s stated
desire to renagotiate tens of billions of dollars of long-term power contracts. Calpine is by far the
biggest supplier under those contracts, which on a mark-to-market basis are worth far less now than
when California bought this past winter and spring.

"Mobody has come to us directly or indirectly with regard to the Calif contracts. In general, we respect
our contracts and expect our counterparties to do so as well,” said Calpine cheif execulive, Peter
Cartwright. "If there are any contract renegotiations that can result in a win-win, we would be happy to
look at that, if California asks. We've done that many times,”

Ag far future power prices, Calpine said thakt it'se gaing
forward with Ltas program ko build a portfelis of 70,000
megawatts of generation, which is about three times its
current capacity and would be abouk 7% of all U.5, capacity.
The gritical determinant of profitabilibty Ln power
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generation is the difference bebtween natural gas prices and
power prices, and Calpine eaid char difference, or "apark
spread, * hag grown the past few months. Furthermare, the
company executivas aaild they are holding to a reguirement
thak all projects generate an

after-tax return of 1E¥ on the inveatmeant .

As a result, the company expects earnings to grow at least 40% annually

through 2005. Calpine will fund near-term cash needs in
the debt markets and won't igsue new stock until its atack
price rises substantially,

-By Mark Golden, Dow Jones Newswires: 201-838-4604; mark.golden@dowjones.com
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I'llil:lﬂ:lnlul:lﬂ’I Peter

Fram: Carleton, Monman

Sent: Monday, Octaber 29, 2001 11:30 AM
Ta: Schultheiss, Heidilynne; Nickoloff, Peter
Subject: Enron Reptace CFO

October 25, 2001

Major Business News

Enron Replaces Fastow as Finance Chief;
Move Follows Concerns Over Partnerships

By REEBECCA SMITH and JOHN R. EMSHWILLER
Staff Reporters of THE WaALL STREET JOURNAL

Enron Corp. replaced its embattled chief financial officer, Andrew 5. Fastow, capping a tumultuous
day in which the huge energy company saw ils slock price again fall sharply and help pull down the
share prices of other major energy-trading companies.

Investors appeared wormried that Enron’s recent woes could have a destabilizing effect on the energy-
trading markel. The Houston energy powarhouse, with annualized revenua topping $150 billion and
assets of more than $60 billion, handles transactions representing roughly one-quarter of the nation's
traded-electricity and natural-gas volumeas. In less than two years of operation, its EnronOnline
trading platform has become a central marketplace for the energy business and already has handled
maore than 3880 billion in transactions.

"Enron makes the market. Make no mistake about that," zaid Merrill Lynch analyst Donato Eassey.
"There's not a trader out there that doesn't use EnronOnline." As such, Enron enters into thousands
of transactions every day in which the company's credit-worthiness is critical. Enron said its business
operations were functioning normally Wednesday. The company also has consistently said it is
financially strong and liquid.

Enron said its new chiaf financial officer is Jeffrey McMahon, the 40-year-old head of the company’s
industnal-markets division. His selection may be intended, in part, o raise the company's credibility.
People familiar with the matter say Mr. McMahon left his job as treasurer last year after vaicing
concerns within the company about Mr. Fastow's role in running two limited parinerships that were
involved in billions of dollars worth of transactions with Enron. Internal partnership documents
indicate Mr. Fastow and possibly a handful of associates made millions of dollars from the
partnerships. Mr, Fastow severed his ties with those partnerships in July in the face of increasing
conflict-of-interast concerns being expressed by Wall Street analysts and major Enron investors. On
Monday, Enren announced that the Securities and Exchange Commission was looking into the
Fastow-related transactions
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[Go]Enron May Have to Issue Stock to CoverPossible Shortfalls in Investment Portfolio (Oct. 24)
[Go]SEC Seeks Information on Enron Dealings With Partnarships (Oct.23)

oy o ——

[GolEnren CFO's Tie to & Parinership Resulted in'Big Profits (Oct. 19)

[GolEnfon Sayalts Links 1o a Partnership Ledito $1.2 Billlon Equity Reductioni(Oct. 18)

While Enron as recently as Tuesday strongly defended Mr. Fastow, as well as the company's
dealings with the partnerships, controversy over those arrangements clearly played a role in the
executive's departure. "In my continued discussions with the financial community, it became clear to
me that restoring investor confidence would require us to replace Andy &5 CFO," said Chalrman and
Chief Executive Kenneth Lay in a prepared statement.

Enron said Mr. Fastow "will be on a leave of absence from the company.” He couldn't be reached for
comment.

It remains to be seen how much Mr. Fastow's removal will assuage an increasingly restive
investment community. The action came after the 4 p.m. market close and followed a day in which
Enron's stock once again plunged. As of 4 p.m. Wednesday in New York Stock Exchange composite
trading, Enron shares were at $16.41, down $3.38, or 17%. |t topped the Big Board's most active list
at nearly 76 million shares, more than twice the volume of the second-most-active stock, Several
trades Wednesday involved blocks of 800,000 shares or more, possibly indicating that some
institutional holders are souring on Enron stock,

Enron's shares are down about 50% from the beginning of last week_ Earlier this year, the stock was
above 380 a share.

In an apparent ripple effect, the stocks of other energy-trading companies, which do business with
Enron, also fell sharply Wednesday. For instance, Dynegy Inc. shares on the Big Board were off
$5.45, or 13%, at $37.26. A number of the energy companies hit by the selioff have business
stralegies much different than Enron's, which rely heavily on complex and highly structured
imvestment vehicles.

Prudential Securities analyst Carol Coale said Mr. Fastow's departure could be seen as avidence that
"management does care" about investor concems. However, she adds, the move also could be
viewed by some investors, coming as it did two days after the announcement of the SEC inquiry, as
"an admission of guilt.” Ms. Coale Wednesday issued a sell recommendation on Enren largely
because of uncertainties about the company's extremely complex financial structure.

Enron has consistently denied any wrongdoing in its Fastow-related dealings.

Warries and rumors about Enron's financial strength could be found in the stock market Wednesday.
Goldman Sachs analyst David Fleischer said he heard people voice concerns about a possible
"death spiral” in which increasing credit concerns about Enron would decrease the number of people
willing to do business with the company, which would in turn weaken its finances and lead lo further
business reductions. Mr. Fleischer, a longtime fan who still has a buy recommendation on the
company, said he hasn't yet seen any evidence of such a problam.

Howevear, Mr. Fleischer said, Enron needs o disclose mora information about its myriad of financial

transactions with related partnerships and other entities. Enron is facing a problem with “trust and
credibility. It's not easy to regain something as basic as trust." he said.
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Write to Rebecca Smith at rebecca. smi wal.com <mailta: rahﬁma,gmlm@m| com> and John R.
Emshwiller at john.emshwiller@ws], com <mailtojohn.emshwiller
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Nickoloff Peter

_ I ——— e
From: Carleton, Norman

Sant: Monday, Cciobar 29, 2001 11:32 AM

Ta: Schultheiss, Heidllynne; Nickalofl, Peber

Subject: Enran May Have to Issue Siock

October 24, 2001

Major B News

Enron May Have to Issue Stock to Cover
Possible Shortfalls in Investment Portfolio

By REBECCA SMITH and JOHN R. EMSHWILLER
Stalf Repoders of THE WaLL STREET JOURRAL

Enron Corp. might have to come up with several hundred million dollars or more during the next 20
manths to cover potential shortfalls in investment vehicles it created. Covering such shortfalls could
involve issuing additional Enron shares, diluting the position of current shareholders.

Howewver, Enron Treasurer Ben Glisan said in an interview Tuesday that the company believes it can
repay about $3.3 billion in notes that were sold by those investment vehicles without having to resort
to issuing more stock. The noles were sold to investors during recent years by several entities —
known as the Marlin Water Trust Il, the Marlin Water Capital Corp. Il, the Ospray Trust and QOsprey |,
Inc. The notes are coming due during the next 20 months,

Mr. Glisan said assets from the entities could be sold to pay off some of the notes. Also, Enron is
selling other assetls. Proceeds from those transactions also could go toward repaying the notes,
which ultimately are guaranteed by Enron.

He said it appears that asset sales will raise at least $2.2 billion by the end of next year. This amount

includes cash proceeds of $1.55 billion from the previously announced sale of Enron’s Portland
General Electric wlility unit. Enron hopes to complete that sale by the end of 2002,

[GOISEC Sesks Information on Enron Dealings With Partnerships Recently Run by Fastaw (Oct. 23)
[GolEnron CFO's Tieto a Pafnéiship Resulted in Big Profits for theFirm (Oct. 18)
[GolEnron Says Its Links to a Partnership Led to $1:2'Billion Equity'Reduction (Oct! 18)

S

"There are & number of other assets we believe will raise sufficient proceeds" to repay the notes, Mr.

i
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Glisan said. "But if we are wrong, we will issue equity.” Mr. Glisan said a worst-case scenario would
involve issuing as much as $1 billion in stock. Enron said it has about B850 million shares cutstanding.

Making up any shortfall with equity has become more axpensive because of the drop in Enron's
share price. In 4 p.m. Mew York Stock Exchange composite trading, Enron shares were down 86
cents to $19.79. The stock was once again one of the most actively traded with about 27 million
shares changing hands. Early this year, Enron stock was more than $80 a share,

During the past woek, shares of the energy-trading giant have dropped maore than 40%. Early last
week, Enron reported a $618 million third-quarter loss, resulting from $1.01 billion in write-offs. The
company also disclosed a $1.2 billion reduction in shareholder equity for the quarter as a result of
terminaling cerain transactions related to a partnership that for a time was headed by Enron Chief
Financial Officer Andrew 3. Fastow. In July, Mr. Fastow ended his connection to the partnership in
the face of growing concerns by analysts and major investors. On Monday, Enron disclosed that the
Securities and Exchange Commission was looking into the transactions related to Mr. Fastow. Enron
has said its dealings with the parnership were proper.

The turmoil of the past several days prompted Enron to schedule a conference call Tuesday morning
with Wall Street analysts and others in an effort to reassure investors. Enron Chairman and Chief
Executive Kenneth Lay said while “we are extremely disappointed with our stock price ... our
businesses are performing very well.” Mr. Lay and other executives said Enron has adequate
liguidity to meet its needs.

Mr. Fastow, the chief financial officer, took part in the conference call. Bul neither he nor Mr. Lay
would answer any guestions conceming the Fastow-related partnership, which was known as LIM2
Co-lnvestment LP, Mr. Lay said the SEC was in the midst of an inquiry conceming that partnership
arrangemaent, which has raised conflict-of-interest guestions among analysts and others. Mr. Lay
cited shareholder suits filed recently as another reason not to discuss the partnership questions, Mr,
Lay said he was "very concernad about the way Andy's character has been loosely tossed about.” He
added “we continue to have the highest faith and confidence in Andy."

Internal LIMZ2 documents indicate that Mr. Fastow and perhaps a handful of fellow Enron officials
made millions of dollars in management feas and capital increases from running the partnership.
Billions of dollars of Enron assets and stock were involved in LUM2-related transactions, according to
Enron SEC filings.

Dwring the conference call, analysts - even some who have been longtime Enron fans — challengad
executives about the Fastow partnership arrangement and the company's often opaque financial
reports. "There's the appearance you are hiding something," said Goldman Sachs analyst David
Fleischer. "You need to do everything in your power to demonstrate to investors that your dealings
are above board.”

Mr. Lay responded, "We're trying to be as transparent as we can.”

Write to Rebecca Smith at rebecca smithf@ws].com <mailto:rebecca smithi@wsi.com= and John R,
Emashwiller at john. emshwiller@ws.com <mailio:john.emshwillerflws]. com:=
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ﬂcknlnﬂ, Peter

e R —— S ——
From: Carletan, Norman
Sent: Monday, October 29, 2001 11:35 AM
To: Schultheiss, Heidilynne; Nickoloff, Peter
Subject: SEC Seaks Information on Enron

October 23, 2001

Money & Investing

SEC Seeks Information on Enron Dealings
With Partnerships Recently Run by Fastow

By REBECCA SMITH and JOHN R. EMSHWILLER
Siaff Raporiess of THE WALL STREET JOURMAL

Enron Corp. said it has been contacted by the Securities and Exchange Commission seeking
information on the energy gianl's controversial dealings with partnerships that were set up and run
until recently by its chief financial officer, Andrew S. Fastow.

Following Enron's announcement Monday moming of the SEC inquiry, the company’s stock took
another big slide, falling more than 20% in New York Stock Exchange trading. As of 4 p.m., Enron
shares were trading at $20.85, off $5.40, knocking about 34 billion off Enron's market capitalization.
Volume topped the Big Board's most-active list at about 36 million shares. A week ago, Enron stock
was trading at about 333 a share. Subsequently, the company announced a $1.01 billion third-
quarer write-off that produced a 5618 million loss.

Analysts also voiced concerns Monday about possible other bad news lurking amid Enron's vast and
extramely complex operations. The company has dealings with a number of related entities. Under
certain circumstances, if Enron's credit rating and stock price fall far enough, the company would be
abligated to issue tens of millions of additional shares to these entities, diluting the holdings of
current shareholders.,

[GelSee a timeline of events

Enron has previously acknowledged the provisions but said its business is strong and it feels
confident that there will be no defaults.

In & statement, Enron Chairman and Chief Executive Kenneth Lay said the company "will cooperate
fully” with the SEC inquiry and “lock(s) forward to the opportunity to put any concern about these
transactions to rest.” Enron has consistently said that it believes its dealings with the Fastow-related
partnerships were proper and properly disclosed. The company has said it put billions of dollars of
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assets and stock into partnership-related transactions as a way to hedge against fluctuating market
conditions.

The SEC inquiry came from the agency's Fort Worth, Texas, regional office. According to a person
familiar with the matter, this would indicate that the inguiry comes from the SEC's enfercement arm,
as opposed o its corporate-finance section. The participation of the enforcement branch would
indicate that the agency is looking into whether there were possibla violations of securities law.
However, enforcement-branch inquiries often don't produce any allegations of wrongdoing. It also
appears that the SEC hasn't yet taken the step of launching a formal investigation, which would be a
sign that the agency believes securities laws might have been violated. The SEC declined to
comment.

[Enron]

Cerainly, there have been questions and concerns about those partnership transactions, which
contributed to a $1.2 billion reduction in shareholder equity last week as part of Enron's efforts to
unwind the deals. Mr. Fastow, who has declined repeated interview reguests, resigned from the
partnerships, known as LJM Cayman LP and LIJM2 Co-Investment LP, in late July in the face of
rising conflict-of-interest concems by Wall Street analysts and major company investors.

Since then, internal partnarship documents have shown that Mr. Fastow and perhaps a handful of
Enron associates made millions of dollars last year in fees and capital increases as genaral partner
of the LIM2, the larger of the two partnerships.

Mr. Fastow’s partnership arrangement caused some unhappiness inside Enron, according to people
familiar with the matter. For instance, these people say, sometime after the creation of the
partnaerships in 1999, Enron Treasurer Jeffray MeMahon went to company president Jeffrey Skilling
and complained about potential conflicts of interest posed by Mr. Fastow’s activities. Mr. Skilling
didn't share Mr. McMahon's concemn, these people say, and Mr, MchMahon requested and recaived
reassignment to another post.

Mr. Skilling resigned as Enron president and chief executive in mid-August, citing personal reasons
and the fall in Enron's stock price, which peaked at about $90 a share last year. Mr. McMahon and
Mr. Skilling haven't responded to repeated interview requests.

Investors are also concernad about potential problems arising in Enron’s dealings with other related
entities. In some cases, Enron could be required o issue large amounts of stock to noteholders in
soma of the entities if certain so-called double trigger provisions ocour,

For example, last July Enron helped create the Madin Water Trust |I, which sold 3915 million in notes
that are due July 15, 2003. However, Enron can be considerad in default, in advance of that date, if
its stock price falls below $34.13 for three trading days and its senior debt is downgraded to below
investment grade by either Moody's Investors Service or Standard & Poor's.

Currently, Enron debt is still investment-grade at both ratings agencies and would have to be lowered
by several notches to fall into a noninvestment grade category. Last week, Moody's put Enron on

review for a possible downgrade, However, cbservers believe that even if Moody's lowers Enron's
rating, the company will still be investmeant-grade.

Oct, 16; Enron takes $1.01 billion charge related to write-downs of investments. Of this, $35 million is
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attributed to partnerships until recently run by CFO Andrew Fastow. Enron also discloses it shrank
shareholder equity by $1.2 billion, as a result of several transactions including ones undertaken with
Fastow's investment vehicle.

Oet. 17: SEC sends letter to Enron saying it was beginning an "informal inquiry.”

Oct. 19: The Wall Street Journa! discloses that general partners of Fastow partnership realized more
than $7 million last year in management fees and about 34 million in capital increases on an
investrment of nearly $3 million in the partnership, set up principally to do business with Enron,
according to internal partnership document. Enron’s board meets to discuss SEC inquiry.

Oct. 22: Enron announces SEC will begin a probe of company's "related party transactions,”
including those with Fastow partnerships. Enron says it will fully cooperate,

Write to Rebecca Smith at rebacca.smith j.com <mailto; smithf@wsi.com> and John R.
Emshwiller at john.emshwilleri@wsi.com <mailto:john.emshwillenfwsj.com=>
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MNickoloff, Peter

From: Carlaton, Morman

Sent: honday, October 29, 2001 11:38 AM
Tan Schultheiss, Heldilynne; Nickoloff, Pater
Subject: Enroe's CFO's Tia

October 19, 2001

Money & Investing

Enron CFOQO's Tie to a Partnership
Resulted in Big Profits for the Firm

By REBECCA SMITH and JOHN R. EMSHWILLER
S1aff Reporters of THE WALL STREET JOURNAL

A limited partnership organized by Enron Corp.'s chief financial officer, Andrew 5. Fastow, realized
millions of dollars in profits in transactions it did with Enron, according to an internal partnership
document.

The partnership, in some instances, benefited from renegotiating the terms of existing deals with the
Houston energy company in ways that improved the partnership's financial positions or reduced its
risk of losses.

Mr. Fastow, and possibly a handful of partnership associates, realized more than $7 million last year
in management fees and about $4 million in capital increases on an investment of nearly 33 million in
the partnership, which was set up in December 1983 principally to do business with Enron.

[enron]

The profits from the deals were disclosed in a financial report to investors in the parnership, LJM2
Co-Investment LP, that was signed by Mr. Fastow as the general partner and dated April 30. In one
case, the repon indicates the partnership was able to improve profits by terminating a transaction
early.

The LJM2 arrangement has become controversial for Enron, as shareheolders and analysts have

raised questions about whether it posed a conflict by putting the company’s chief financial officer,

who has a fiduciary duty to Enron shareholders, in a position of reaping financial rewards for

reprasenting LIMZ investors in business deals with Enron. Invastors in LJMZ2 include Wachovia

Emp., General Electric Co."s General Eleclric Capital Corp. and Credit Suisse Group's Credit Suisse
irst Boston,

Attention has focused on Mr. Fastow's partnership activities at a tumultuous time for Enron, which
over the past decade grew encrmously by becoming the nation's biggest energy-trading company.
a2
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This year, though, it has been hit by a string of troubles, from soured business initiatives to executive
daparturas. On Tuesday, Enron announced a $618 million third-quarter loss, because of a $1.01
billion write-off on investments in broadband telecommunications, retail energy services and Azurix
Corp., a water company. A small chunk of thal write-off, about $35 million, was attributed to ending
certain LIM2-related transactions. That termination also produced a $1.2 billion reduction in Enron

sharaholder equity as the company decided to repurchase 55 million shares thal had been part of
LIM2 deals.

[Go]Enron Says ts Links to a Parinership/Led to $1.2 Billion Equity Reduction (Qcl, 18)

At 4 p.m. Thursday in New York Stock Exchange composite trading, Enron was down 9.9%, or
$3.20, io 529 a share. Within the past year, the stock had topped 380 a share.

Enron officials didn't have any comment about the LIM2 partnership document. Enron has
consistently said its dealings with LIM2 have been proper. They said the LJM2 deals, like ones done

with other parties, were aimed at helping hedge against fluctuating market values of its assets and
adding sources of capital

Mr. Fastow has declined several requests for an interview about LIMZ2, In late July, he formally
severad his ties with LIMZ2, as a result of what Enron officials said was growing unease by Wall
Street analysts and major shareholders. Mr. Fastow has been finance chief of Enron since 1997 and
has been with the firm 11 years, which included extensive work setting up and managing company
investments.

Michael Kopper, a former Enron executive who an Enron spokesman said is now helping o operate
LJM2, declined to comment. He also wouldn't describe his relation to LJM2.

In his April 30 report, Mr. Fastow said the parinership, which raised 3394 million, had invested in
several Enron-related deals involving power plants and olher assets as well as company stock. The
document said LIM2 sought a 29% internal rate of retumn. That was down from a 48% targeted rate
of retum at the end of 2000, which the document said was due in part to a decline in the value of
LJM2's investment in New Power Co., an Enron-related energy retailer, In some transactions, LIM2
did much better than the 25% target, though this sometimes involved renegotiating individual deals

In September 2000, the partnership invested 330 million in *Raptor 111" which involved writing put
options committing LJMZ2 to buy Enron stock at a set price for six months. Four months into this deal,
LJM2 approached Enron to settle the investment eary, "causing LIM2 to receive its $30 million
capital invested plus $10.5 million in profit," the report said. The renagotiation was bafore a decline in
Enron's stock price, which could have forced LIM2 to buy Enren shares at a loss of as much as 58
gach, the document indicated.

Write to Rebecca Smith at rebecca.smithifwsj.com <mailto:rebecca.smithi@ws|.com> and John R,
Emshwiller at john.emshwillenmwsi.com <mailto:;john.emshwillerf@ws|.com=
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Mickoloff, Pataer

From: Carlelon, Marman

Sent: Monday, Oolober 28, 20017 11:41 AM
To; Schultfwiss, Heidinne,; Mickolofl, Peter
Subject: Enron -- $1.2 Billion Equliy Raduwction

October 18, 2001

Money & Investing

Enron Says Its Links to a Partnership
Led to $1.2 Billion Equity Reduction

By REBECCA SMITH and JOHN R. EMSHWILLER
Siafl Reporers of THE Wall STREET JOURRAL

Enron Corp. shrank its shareholder equity by $1.2 billion as the company decided to repurchase 55
million of its shares that it had issued as part of a series of complex transactions with an investment
vehicle connected to its chief financial officer, Andrew S. Fastow.

Enran didn®t disclose the big eguity reduction in its earnings release issued on Tuesday, when the
Houston-based energy glant announced a $1.01 billion charge to third-quarter eamings that
produced a 5618 million loss. But the company briefly mentioned it in a subsequent call with secunty
analysts and confirmed it in response to questions Wednesday. As a result of the reduction, Enron’s
sharaholder equity has dropped to $9.5 billion, the company said.

In an interview Tuesday, Enron Chairman Kenneth Lay said that about $35 million of the $1.01 billion
charge to earnings was related to transactions with LIM2 Co-Investment LP, a imited partnership
created and run by Mr. Fastow. In a conference call Wednesday with investors, Mr. Lay said that the
55 million shares had been repurchased by Enron, as the company "unwound” its participation in the
transactions. In the third quarter, the company's average number of shares outstanding was 913
million.

According to Rick Causey, Enron's chief accounting officer, these shares were contributed o a
"structured finance vehicle” set up about two years ago In which Enron and LJMZ were the only
investors, In exchange for the stock, the entity provided Enron with & note. The aim of the transaction
was to provide hedges against fluctuating values in some of Enron’s broadband telecommunications
and other technology investments. Mr. Causey didn't elaborate on what form those hedges look,

Subsequently, both the value of Enron's stock and the value of the broadband investments hedged
by the entity dropped sharply. As a result, Enron decided essentially to dissolve the financing vehicle
and reacquire the shares. When Enron reacquired the shares, it also canceled the nole it had
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received from the entity.

in addition, Enron was receiving increasing criticism from analysts and major shareholders
concerning the apparent conflict of intarast involving the role of its chief financial officer in the
partnership, from which he stocd to make millions of dollars. In July, Mr. Fastow formally severad his
connections to LJM. Mr. Fastow has declined to be inferviewed.

Given all the complexities of the LJM-related financing vehicle and the questions it raisad outsida tha
company, “the confusion factor wasn't worth the trouble of trying to continue this,” Mr. Causey said.

Enron downplayed the significance of the share-reduction exercise. Mark Palmer, an Enron
spokesman, described it "as just a balance-sheet issue” and therefore wasn't deemed "material” for
disclosure purposes,

Jeff Dietret, an analyst for Simmons & Co. in Houston, said that a large reduction of equity could be
"a flag for the rating agencies" because it could adversely affect a company’s dabt-to-equity ratio.
Enron said Wednesday that as a result of the equity reduction, its debt-to-equity ratio rose to 50%
from 48% previously,

On Tuesday. after Enron reporiad its big quarterly loss, Moody's Investors Service Inc. put Enron's
long-term debt on review for & possible downgrade. Moody's said the move was related to "significant
write-downs and charges reflecting substantially reduced valuations™ in several of Enron's
businesses. In recent years, Enron had moved aggressively into broadband telecommunications and
the water business, both of which failed to produce expected returns.

Enron, which as of Jung 30 had $32.6 billion in current liabilities and long-term debt, has lately baen
attempting to shed assels to pay down dabt.

Write to Rebacca Smith at rebecca.smith si.com <mailto: _&mith si.com= and John K.
Emshwiller at john.emshwille sl.com =mailto:john, i wsi.com>
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Hicknlnl‘l‘E Peter

Fram: Carleton, Morman

Sent: Monday, October 29, 2001 1144 AM
Ta: Schultheiss, Heidilynne; Nickalofl, Paber
Subject: Enran Posls Surprise

October 17, 2001

Money & Investing

Enron Posts Surprise 3rd-Quarter Loss
After Investment, Asset Write-Downs

By JOHN EMSHWILLER and REBECCA SMITH
Staff Reporiers of THE WaLL STREET JOURNAL

Enron Corp. Tuesday took a $1.01 billion charge mostly connacted with write-downs of soured
investments, producing a $618 million third-quarter loss. The loss highlights the risks the cnetime
highflier has taken in transforming itself from a pipeline company into a behemaoth that trades
evarything from electricity to weather futures.

In addition to the size of the charge, a particular slice raises anew vexing conflict-of-interest
questions. The slice is connected with a pair of limited partnerships that until recently were run by
Enron's chief financial officer. The company said the charge connacled with the parlnerships is 535
million and involves the “early termination ... of certain structured finance arrangements.”

Two years ago, the chief financial officer, Andrew 5. Fastow, entered into the unusual arrangement
with his employer. With the approval of the board of Enron, Mr. Fastow sat up and ran the
parnerships that stood to make him millions or more, according to partnership documents. While the
company says that this arrangement was proper, some corporate-govemnance watchdogs have
questioned whether a chief financial officer, who is responsible for overseeing the financial interests
of the company, should have baen involved in such a partnership that was, among other things,
looking to purchase assets from Enron.

The two partnerships, LJM Cayman LP and the much larger LIMZ Co-Investment LP, have engaged
in billions of dollars of complex hedging transactions with Enren involving company assets and
millions of shares of Enron stock. It isn't clear from Enron filings with the Securities and Exchange
Commission what Enron received in return for providing these assets and shares. In a number of
transactions, notes receivable were provided by partnership-related entities.

Mr. Fastow's role as chief financial officer made him privy to internal asset analyses at Enron. An

offering memorandum for the LUM2 partnership said that this dual role "should result in a steady flow

of opportunities ... to make investments at attractive prices." Mr. Fastow would find his interests

“aligned" with investors because the "economics of the partnership would have significant impact an
*
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the general partner's wealth,” according to this document.

In & written statement in response to guestions, Enron, based in Houston, said "there never was any
obligation for Enron fo do any transaction with LJM. Enron and its Board established special review
and approval processes with its senior management and external audit and legal counsel to ansura
that each transaction with the LJM parinership was fair, in the best interest of Enron and its
sharehalders, and appropriately disclosed.”

Mr. Fastow, through an Enron spokesman, declined to be interviewed.

In announcing the third-guarter loss, Enron said the partnership-related write-offs were part of a
larger $544 million charge related to the diminished value of investments in a retail-power business,
broadband telecommunications and technology. In addition, there was also a $287 million write-off
resulting from its investment in Azurix Corp., @ water company Enron spun off and then repurchased.
In all, Enron posted a third-quarter loss of 84 cents a share, compared with a gain of 34 cents a
share in the year-earlier period. Revanue rose 59% to $47.6 billion,

At 4 pom. Tuesday, Enron's stock was up 67 cents a share to $33.84 in composite trading on the New
York Stock Exchange, but remains far below its 52-week high of $84.88. On Monday, the day before
the earnings announcement, Enron stock dropped by about 7%.

[Enron]

In an interview, Enron's chairman and chief executive, Kenneth Lay, said the write-offs were

designed as part of an effort to "find anything and everything that was a distraction and was causing
a cloud over the company.”

The quarterly loss is the latest in a series of setbacks faced by Enron recently after years of almost

unbroken success. There have been mounting problems from expensive moves into the water and
telecommunications businessas.

And there has been a steady stream of executive departures, most notably the surprise resignation in
August of Enron's president and chief executive, Jeffrey Skilling, who said he left for personal
reasons and because of the fallen stock price.

The partnership arrangement involving Mr. Fastow, the highly regarded chief financial officar, first
surfaced in an Enron SEC filing in 1299, but only recently has it attracted Wall Street's concern. In
late July, Mr. Fastow severed his relations with the partnerships, according to a company SEC filing.
Company officials said that move was partly related to questions raised by analysts and large Enron
sharehaolders.

Little about the inner workings of the LJM partnerships has been disclosed to date. Private
partnarship documents reviewed by The Wall Street Journal indicate that Enron agreed to a
partnarship arrangemant with potentially huge financial rewards for Mr. Fastow.

The LJM Cayman partnership raised a relatively modest 316 million, according to the documents.
The more ambitious LIM2 aimed to raise at least 3200 million, the documents show. Ameng
investors were Credit Suisse Group's Credit Suisse First Boston, Wachovia Corp. and General
Electric Co.'s General Electric Capital Corp. The Arkansas Teachers Fund committed $30 million, of
which $7.4 million had been tapped by late last month. Bill Shirren, a fund manager there, said the
LJM arrangement had “slready retumed $6 million to us.” it's been "a home run so far,” Mr. Shirron
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added.

According to the LUM2 offering document, the general partner, made up of Mr. Fastow and at least
one other Enron employes, received a management fee of as much as 2% annually of the total
amounts invested. Additionally, the general partner was eligible for profit participation that could
produce millions of dollars more if the partnership met its performance goals over its projected 10-

year life. In exchange, the general partner was obliged fo invest at least 1% of the aggregate capital
commitments.

In an interview earlier this year, Mr. Lay said the LJM arrangement didn't produce any conflicts of
interest. Such related-party transactions, invelving top managers or directors, aren't unusual, he said.
"Almost all big companies have related-party transactions.”

Typically, related-party transactions Involve dealings with partly owned affiliates or a contract with a
firm tied to one of the company's outside directors. It is rare for a top executive to be in a position
where he could have conflicting fiduciary responsibilities. The LIM2 offering document states that the
responsibilities of Mr. Fastow and other partnership officials to Enron could *from time to time conflict
with fiduciary responsibilities owed to the Partnership and its partners.”

Some institutions approached as potential LIM investors demurmred partly bacause of such polential
conflicts.

Enren has publicly stated that the partnership deals were aimed to help it hedge against fluctuating
values for its growing portfolio of assets. In the past decade, Enron has seen its asset base rocket to
mare than 3100 billion. As a result of this rapid growth, Enron has at times been strapped for capital
and has scught ways to bring in outside investors to help bolster its balance sheet.

Charles LeMaistre, an outside Enron director and president ementus of the M.D. Anderson Cancer
Center at the University of Texas, said he viewed the partnership arrangement partly as a way of
keeping Mr. Fastow al Enron. "We try to make sure that all executives at Enron are sufficiently well-
paid o mest what the market would offer,” he said,

Enron’s interest in retaining Mr. Fastow may have been heightened by an exodus of top managers
who ware cashing out large stock-option grants after the company's success in 1999 and 2000, Mr.
Fastow's yield from options for the 12 months through Aug. 31 was $4.6 million, according to
disclosure reports compiled by Thomson Financial. Mr, Lay netted about $70 million from exercising
options during this period, while Mr. Skilling, the former president, realized nearly 5100 million,

Write to John Emshwiller at john.emshwiller@wsj.com <mailio:;john.emshwillen@mws].com> and
Rebecca Smith at rebecca smithi@ws| com <mailto:rebecca.smithf@wsj.com:>
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From: Carleton, Morman
Sant: honday, October 29, 2001 11:48 AM
Tao: Schultheiss, Heidiynne, Nickaloff, Peter
Subject: Enren Meets #0Q Estimates Excluding Hefty Charge
October 16, 2001

Dow Jones Newswires

Enron Meets 3Q Estimates Excluding Hefty Charge

By CHRISTINA CHEDDAR

Of DOW JONES WEWSWIRES

NEW YORK -- Enron Corp. (ENE) posted a third-quarter loss after accounting for a $1.01 billion
charge to write off impaired assets at its Azurix Corp. water services unit and a number of other
investment losses.

The Houston energy trader reported a loss of $618 million, or 84 cents a share, compared with
earnings of 3292 million, or 34 cents a share, a vear ago.

Revenue, meanwhile, jumped 59% to $47.61 billion from $30.01 billion.
Enron's charges, which totaled $1.11 a share, consist of $287 million related to asset impairments
recorded by Azurix, $180 million associated with the restructuring of broadband services and $544

million related to losses associated with certain investments, including those at New Power Holdings
Inc.'s (NPW) The New Power Co. unit.

Excluding the charge, Enron was able to meet Wall Street's expactations as reported by Thomson
Financial'First Call, with recurring eamings of $393 million, or 43 cents a share.

“After a thorough review of our businesses, we have decided to take these charges to clear away
izsues that have clouded the performance and eamings potential of our core energy businesses,”
Enron Chairman and Chief Executive Kenneth Lay said in a press release.

There are two ways to view the charge, according to Commerzbank analyst Andre Meade,

With a "positive spin," one could view the charge as a clearing of the books, he said. However,

Meade said he also feels the charge could be seen as the "other shoe” investors were waiting to drop
after ex-Chief Exacutive Jeffrey Skilling's abrupt resignation this summer.

“Skilling hinted pretty well that there wasn't going to be a charge,” Meade said.
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Although Meade said it was no secret that businesses such as Azurix and broadband services weare
expenencing difficulties, the charge "cerainly calls into question {Enron's) ability to add fo their
successful® core wholesale energy business, he said. "They have invested in steel and pulp and
paper, and we have no indication that they will create value in these businesses.”

Enron shares were recently trading at $33.79, up 62 cents, or 1.9%, which is down from its intraday
high of $34.90.

In the wake of the depariure of Enron's Skilling, the company had promised to provide more detail in
its earnings reports, and the third quarter was its first chance to put the plan in action.

Many believe Enron deliverad on the promise. The company broke down the reporting of its
wholesale services business into two segments, Americas and Europe and other commodily markets.

In the Americas, third-quarter income belora interast, minorily interests and taxes rose 31%, driven
by a 6% increase in natural gas volumes and 77% surge in power volumes. In Europe and other
commodity markets, Enron said low volatility in the gas and power markets caused profitability to
remain flat.

However, Enron stopped providing detail about the value of contracts it is signing in its retail services
segment, where third-quarter income before intarest and taxes rose to 371 million from $27 million a
year ago.

J.P. Morgan Chase analyst Anatol Feygin said the detail was "a very good mefric® to measure future
earnings potential.

Others who fallow the company were also pleasad with Enron's changas.

"There was clearly a need to increase the level of transparency,” said Glen Hilton, manager of the
Montgomery New Power Fund, which has 2% of its approximately $100 million in assels invested in
Enron. "This is & pretty good step in the right direction.”

The third quarter also marked the first ime Enron broke out its global assets into a separate
category, and the company provided additicnal information about its pipeline business.

Still, Enron investors and analysts continue to be concerned about the potential for future charges
because of continuing losses in Enron's broadband services unit and other uncertainties.

Montgomery Asset Managemeant's Hilton said the third-quarter charge is "clearly not tha last.”

During the company's conferance call, Enron's Lay agreed uncertainty ramained at broadband
services as well as with the lingerng issues related to the Califormia power crisis, and in India, where
Enron is locked in a dispute with Dabhol Power Co.'s sole buyer, the Maharashtra State Electricity
Board, Howeaver, Lay said charges weren'l neaded for these areas because Enron's exposure o
California is "adequately reserved.” and it is "actively pursuing® its legal remedias in India.

At Enron Broadband Services, third-quarter losses before interest and taxes widened to 380 million
from 320 million a year ago, reflecting lower investmenl-related income and lower operaling costs,
Lay said the broadband market conditions continue to be hurt by the "lack of creditworthy
counterparties.”

LIBS Warburg analyst Ronald Barone said he is concemed by the cash-burn rate of the unit. Enron
50
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has addressed this by restructuring the unit. The effort resulted in $180 million of the third-quarter
charge. The item included severance costs, a loss on the sale of inventory and an impairment charge
to reflect the reduced value of Enron's content services business.

However, since Enron has investaed so much in the business, analysts believe it is possible further
impairment charges will neaded if broadband doesn't begin to turn around.

Lay addressed thess concerns durng the company’s conference call,

"We tried to clean up anything we neaded to clean up." he said.

The "cleanup” also included a $544 million charge related to Enron's investments.

According to Lay, half of the investmenlt charge was related to Enron's investment in the New Power
Co., a provider of electricity and natural gas to the households and small businesses. New Power
shares have fallen to about $1.88 from its 52-week high of $20.88 last October,

The remainder of Enron's investment charge is tied to both investments in other broadband and
technology companies, including the now-bankrupt Morthpoint Communications Communications

Group Inc, (NPNTQ), and the early termination of a structured finance arrangement,

The significant charge prompted credit rating agency Moody's Investors Service to review Enron for
a downgrada.

According to Lay, adjustments related to the third-guarter charge will increase Enron's debt-to-capital
ratio to 50%, but that level will be reduced to £40% by the end of 2002 by proceeds from pending
assel sales.

"I'm very comfortable with our liquidity position,” Lay said,

Even if Moody's downgrades Enron's debt, it is likely it will remain investment grade. However, the
move would increase the cost of capital for the company.

Looking ahead, Enron reaffirmed its prior earnings forecasts. The company axpects to eamn 45 cents
a share in the fourth quarter, $1.80 in 2001, and $2.15 for fiscal 2002. Analysts surveyed by

Thomson Financial/First Call expect the company to earn 47 cents a share in the fourth quarter,
$1.81 in 2001 and 32.14 in 2002.

-Christina Cheddar, Dow Jones Mewswires; 201-938-5166; christina.cheddan@dowjones.com
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October 30, 2001

Money & Investing

Moody's Downgrades Enron’s Debt,
Maintains Review; Stock Drops 10%

By JOHN R. EMSHWILLER and MICHAEL SCHROEDER
Siaff Reporlers of THE WaLL STREET JOURRAL

In another potentially sericus blow to Enron Corp.'s finances, Moody's Investors Service Inc. lowered
its ratings by one notch on the energy company’s senior unsecured debt and kept the company under
review for a possible further downgrada.

It also was learned that the Securities and Exchange Commission has moved its inguiry into Enron's
finances to the agency's Washington headquarters from its regional office in Fort Worth, Texas. The
change is a sign that the probe is being treated as a high priority, according to a person with
knowdadge of the inquiry. An SEC spokesman declined to comment.

Moody's reduction on Enron's senior unsecured long-term debt to Baa2 from Baal leaves the
company's credit rating two levels above noninvestment grade. If the energy-trading giant's ratings
were lo fall to a noninvestment-grade level, there could be serious conseguences for Enron. It could
throw the Houston company into default on obligaticns involving billions of dollars of borrowings and
force it under the terms of various financial agreemeants to issue millions of shares of stock to holders
of that debt, which would dilute the value of existing shares.

While Enren still has some room befora hitting noninvestment-grade slatus, there have been
concems amang analysts and investors that the company’s recent troubles could escalate. During
racant days Enron's bonds have traded at levels similar to securities that camy a noninvestmeant-
grade rating. Prices of the company’s bonds improved somawhat Monday, though its stock price
continued to fall sharply. In 4 p.m. New York Stock Exchange composite trading, Enren stock was at
£13.81, down $1.59 or 10%, and topped the most-active list with 36.4 million shares changing hands.
Enron's share price has fallen more than 50% during the past two weeks.

.....
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[GolEnron Officials Sell Shares Amid Stock-Price Slump (Oct. 26)

An Enron spokeswoman said the company is “working diligantly” to keap an investment-grade credit
rating. Among other things. the nation's biggest energy-trading firm is in negotiations with its banks
on a new 51 billion to $2 billion credit line to bolster its liquidity. Enron repeatedly has said ils
business operations remain strong.

Monday's ratings downgrade is the latest piece of bad news for a company that has been engulfed in
turmoil during the past two weeks. Confidence in its financial situation was shaken after Enron earlier
this month announced a $618 million third-quarter loss and disclosed a $1.2 billion erosion of
shareholder equity related to transactions it had carried out with entities connected fo its then-chief
financial officer, Andrew Fastow, Last weak, Enron named a successor to Mr. Fastow and said the
SEC was looking into the deals.

The SEC is looking into whether Enron violated federal-securities laws regarding its handling and
disclosure of the transactions connected to Mr. Fastow, the person familiar with the probe said.
Generally, the SEC's headquarters office has more resources o apply to complex, high-profile cases
than regional offices do. Moving the Enron inguiry to headquarters indicates that the SEC is looking

to make a decision relatively quickly about whether or not to allege securities-law violations by the
company, this person said.

Enron repeatedly has said the transactions were proper and legal. Monday, the Enron
spokeswoman said the company is continuing to cooperale with the SEC probe and is gathering and
sending the agency information that it requested.

Moody's said the downgrade was “prompted by the deterioration in Enron's financial flexibility,” which
has contributed to "a substantial loss in investor confidence.” Going forward, Moody's said it will
focus on Enron management's "success in lining up further liquidity support and on their ability to
retain credit availability" from major trading partners. Enron is a principal in nearly one-guarter of all
electricity and natural-gas trades in the nabon.

Write to John R. Emshwiller at john.emshwillerfiws].com <mailto:john.emshwiller@ws].com> and
Michael Schroeder at michael schroederf@ws].com <mailto:michasl schroederfws].com:>
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A financial black hole

Houston, we have a problem

Moy sl 20071 | HOUSTON, LONDON AND NEW YORE
Frorm The Ecormanest prinl edition

AP
A

The troubles of Enron; a Texan powerhouse in the energy markets, could result in a new
financial crisis

JUST last year, visitors to Enron's glittering headquarters in Houston were greeted by a giant banner that
proclaimed the firm, "The world's leading energy company”, That annoyed Enron's smaller energy-trading
rivals, many of which have offices only a stone's throw away in Houston's Energy Alley, but not as much
as what came next-a new banner, declaring Enron *The warld's leading company™. In recent weeks, as the
company has been engulfed by a financial crisis, that banner has quietly been removed.

The heady mix of audacity, ambition and arrogance revealed by the banners is as good a guide as any to
Enron's remarkable rise and fall. Ferged in the 1980s by the merger of two troubled gas-pipeline firms,
Enron drove the development of the sophisticated spat-and-derivatives markets in energy that it has come
to dominate. Indeed, such is the scale of its operations, and its dealings with many of the warld's financial
institutions, that some observers see parallels with Long-Term Capital Management (LTCM), the hedge
fund that failed in 1998-and not just because seemingly brilliant financial alchemists have bean humbled.
Were Enron to go bust-unlikely, but in the current nervous climate, not impossible-might a crisis ensue?

Troubles in California’s politically crazed power markes, an [ll-advised faray into telecoms bandwidth
trading and concerns about management badly dented Enron's share price earlier this year, prompting the
departure of Jeffrey Skilling, the firm's newish chief executive, in August. Kenneth Lay, an avid free-
marketear, friend of George Bush and visionary chairman of the firm, was abliged to resume hands-on
control.

This has not slowed Enron’s decline. Day by day, it seems to be sinking deeper into a financlal quagmire
that is largely of its own creation. Mot least thanks to its lack of transparency, the firm's credibility with
the markets has eroded to the point that talk of a possible takeover or even bankruptcy is widespread.

Enron's reputation for financial wizardry has been turned from an Bsset to a liability since its third-guarter
results came out in mid-October, showing a $1 billion write-off on water distribution, broadband trading
and other investments. Worse, disclosed only in passing by Mr Lay in a conference call with analysts, the
firm suffered a $1.2 billion reduction in capital, stemming from a hedging deal with a related private-
equity fund called LIM. The charge was due to Enron's forced sale of 55m of its awn shares when the
partnership was unwound this surmmer. Almost nobody outside Enron had been aware of the terms of the
deal with LIM, a “structured finance vehicla®,

T
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Enron's failure to offer details about the risks from other related partnerships have led many to fear the
worst about its huge balance sheet. Its shares plunged by 19% on Qctober 30th alene (see chart), before
recovering a bit the next day,

Andrew Fastow, who was replaced as chief financlal officer on October 24th, was a general partner in LIM.
Jeffrey McMahon, his successor, has much to do to restore confidence. Questions abound. Were the trusts
Fum at arm's fength? What did Mr Fastew @arn from the partnership? Ominously, the Securitles and
Exchange Commission (SEC) has now launched a formal inguiry.

Moody's, & rating agency, last week cut its rating on the company's debt to barely above “junk” level,
Further downgrades might unleash claims from other off-balance-sheet partnerships. Those known about,
such as Atlantic Water and Marlin Water, do not seem big enough lo bankmupt Enron, but speculation |s
rife about what ether obligations might lurk secretly in ether structured vehicles.

A lower credit rating could destroy Enron's core franchise as the leading energy middleman, by scaring
away customers and freezing the wholesale energy markals, That might have nasty consequances in other
markets. Enron acknowledges that it is a large participant in the derivatives market, holding a portfolio
with a notional value of $21 billion. Rightly or wrongly, many traders believe that figure vastly understates
Enron’s presence. If the firms on the other side of Enron's trades start to fear that payment is not coming,
they might curb their ather trading, producing a knock-on effect. Where this could end up is a subject of
rmuch conjecture.

Utilities that trade energy could be hit. So could the commadity and derivative operations of large
commercial and investmant banks. The ties are notably tight between Enron and 1.P. Morgan Chase,
according to Ventana Capital, a research flrm, Mot anly does 1.P. Morgan provide innumerable separate
credit arrangements for Enron; It also has the largest derivative operation of any bank, as well as a large
business trading commodities. There is "no doubt” that Enron is on the other side of many 1.P. Morgan
tradas, says Vantana.

Were Enron to fail, Ventana thinks it has the potential to cause a major financial crisis”, worse, in some
ways, than what occurred after LTCM. That merely froze the debt markets temporarily, whereas Enron
deals in the building-blocks of the American economy. Imagine gridiock in the markets for gas, timber,
coal, metals, fertiliser, bandwidth or indeed any of the products Enron deals in.

As yet, this all seems unlikely. Many big traders were happy to deal with Enron this week, although at
shclrter ITIIItLIﬂtIE and vnth less complex structurei than in the past, Trading on EnronOnlime

e B R = was repartedly strong. Jim Donnell
of Duke Energy, 8 big emergy l.'mder des:rltred a hug& duchntnm'.r between the collapse in confidence in
Enran in the equity and credit markets and the "business as usual” attitude taken by blg commodity
trading firms when considering Enron as a counterparty.

Yet as questions about Enron's credit-standing spread this week, it began to have difficulty making
markels in some instruments. Few firms would accept Enron’s name as guarantor of a credit derivative. In
its core energy markets some big trading counterparties refused the Enron name. On the InterContinental
Exchange {ICE}, two houses reportedly specified that they would not take Enron's credit,

The biggest credit exposure appeared to be with banks, whose 53 billion of back-up lines to Enron were
drawn down last week, 1P, Morgan arranged an additional 1 billion emergency credit-line this week, This
back-up, it is widely assumed, is needed mainly to meet margin calls triggered by the ratings dawngrade,

Too big to fail?

|

01300000000198



Is Emron too big and too important to be allowed to fall? Philip Verleger, an energy economist, thinks that
Enren is so central to enargy markets that it could not easily be replaced. Enron's rivals mostly disagree,
unsurprisingly.

But even Enron's worst enemies do not (yet) expect the firm te die from its current crisis. Most traders
seem keen that it should live. "Nobody likes to see a wholesale trader disappear,” says one, They admire
Enron's armies of traders and their ability to do deals, EnronOnline is one of the Internet's few sucoess
stories, assuming its huge trading volumes do indeed generate big profits, as the firm claims.,

Enron’s, and the financial system’s, problems could warsen if doubts grow about its ability to meet its
cbligations. On the surface it is rich in assets, if not cash. But its lack of transparency leaves
uncomfortable room for doubt. In June 2000, The Economist challenged Mr Lay to reply to accusations of
arrogance, high-handedness and a propensity to push the limits of the law. His response was revealing, To
show that such charges were baseless, he pointed to another firm unfairly maligned by critics: Drexel
Burnham Lambert, an investment bank that rose from cbscurity to market prominence in the junk-bond
boom of the 1980s. Drexel was accused of arrogance, he groused, but it was anly being "very innovative
and very aggressive”. Drexel was not bailed out: Michael Milken, its star, ended up in jail, and Drexel
collapsed in a heap of bad debts and lgnaminy,
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Enron's Transparent Problems

By Rob Walker

Updated Thursday, October 25, 2001, at 3:48 PM PT

On Wednesday, the CEO aof Enron, Kenneth L. Lay, expressed the "highest faith and confidence” in
his chief financial officer. Yesterday, he announced that his CFO has been replaced.

Enron iz having a transparency problem. | don't mean that it's easy to see what has gone so
drastically wrong in the firm’s numbers lately but rather the opposite. In fact, it's the maddening
opacity of certain aspects of Enron's financial dealings that has positively crushed its share price
recently. It's not that someone has found, or even claimed knowledge of, some smoking gun-it's that
no one even seems certain how to look for such a thing.

The trouble apparently began with a remark by Lay during the firm's most recent quarterly conference
call with analysts: Enron planned lo repurchase 55 million shares issued as part of a transaction with
a “structured finance vehicle,” and as a result its shareholder equity would shrink by $1.2 billion. This
hadn't been mentioned in the company's actual earnings release, and paople started asking
questions.

The investment “vehicle” was funded by Enron and a limited partnership created by Andrew Fastow-
the erstwhile CFO who is now technically on a "leave of absence.” This and transactions with similar
partnership vehicles were part of a hedging strategy to balance Enron’s technalogy investments. The
strategy doesn't seam to have worked out very well, but the Wall Streef Journal has reported that
Faslow seems to have done OK, getting millions in partnership management fees, This week an SEC
probe was announced,

Enron says it did nothing wrong and followed all the appropriate disclosure rules. That may well be
the case-and, ultimately, the problem. It tumns out that analysls and others who follow Enron have
always found some elements of its financial structure to be rather bewildering, "hard to understand,”
even “impossibla.” But its announced earmings-which leave out some balance-sheet items-looked
pretty good, and the stock was a superstar, jumping almost 200 percent over the two-year stretch
ending in the summer of 2000. Having peaked at about $90 back then, it's closer to 817 now. And
because those hedging arrangements are apparently tied to the health of Enron shares, it's now
getling to the paint that the fallout may well affect the company's debt rating and its actual bottom
linge.

In any case, it seams thal plenty of investors (large and small) were willing to overlook what they

didn't understand as long they liked what they did understand. This, | suspect, is not such an unusual

investor attitude. And Enron's case, all that confusing stuff didn't really matter-right up until the

moment that it did. Now that it does, Enron is left with not only the task of explaining itself clearly, but

also of trying to convince shareholders to have more "faith and confidence” in the firm than the firm
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itself has tumed out to have in its CFO. Even the Goldman Sachs analyst who has been a great
enthusiast for the firm urged its management to overcome “the appearance that you are hiding
something.” That is, the company has to not only be open with investors, but also to seem open.
Doesn't that make it sound like Enron's future still depends as much on appearance as reality? Sure,
But that's always true with stocks. Transparently so.
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Movember 5, 2001

Enron Sr. Unsecured Debt Cut To Triple-B-Minus By Fitch

NEW YORK -- Fitch downgraded Enron Corp.’s {(ENE) senior unsecured debt ratings Monday to
triple-B-minus from triple-B-plus, putting the Houston energy and trading giant's credit rating just one
notch above noninvestment-grade or junk status.

In its action, the rating agency was more aggressive than Moody's Investors Service and Standard &
Poor's, both of which lowered Enron’s long-term corporate credit ratings one notch last week to BaaZ
and triple-B, respectively.

Fitch said its rating action Monday reflects the difficulties Enron faces in managing its liquidity
pasition in the face of an erosion in investor confidence, This follows the recognition of 3 substantial
diminution in value of its global merchant investments, which were partly financed with an aggressive
use of off-balance sheet vehicles, the rating agency said.

Enren, though, should be able to manage through this challenging environment, ultimately
recognizing the values of the company's core businesses, Fitch said.

In other rating actions, Fitch lowered Enron’s subordinated debt to double-B from triple-B, while
Enron's preferred stock was lowerad to single-B-plus from triple-B-minus. Fitch cut Enron's
commercial paper to F3 from F2.

Fibch also took action on the senior unsecured debt ratings of Enron's pipeline subsidiaries. The
ratings of those units, Norhern Natural Gas Co. and Transweastern Pipaline Co., were lowered to
triple-B-minus from single-A-minus, The assets of Northern Natural and Transwestern were pledged
last week 1o help Enron secure a new 31 billion secured bank facility.

The rating agency said all of the ratings remain on "Rating Watch Megative”™ status.

Fitch said it would consider further downgrades if Enron was unable to make progress in reducing
debt, if its wholesale marketing and trading business were to show signs of material detericration, or
if expenses and charges related o the disposition of non-core businesses and investmeants excead
present estimations.

A management priority is debt reduction and the exiting of problem businesses. Clearly, these

actions, if completed as envisioned will reduce risk and improve the company's credit profile, Fitch
said.
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However, the targeted transactions have varying degrees of execution risk, particularly the divestiture
of assets in emerging market countries, the rating agency said.

An additional uncertainty is the Securities and Exchange Commission's investigation of certain
Enron-sponsored partnerships. The outcome and potential impact of the SEC activity is difficult to
predict, Fitch said.

-By Joe Niedzielski, Dow Jones Newswires, 201-838-2030;

joe . nledzrielaklgdowiones . com
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Heard on the Street

Enron Short Seller Detected
Red Flags in Regulatory Filings

By CasseLL BRyYaN-Low and Suzanne McGEE
Sl Reparters of THE WALL STREET JOURMAL

In October 2000, short seller James Chanos labored through Enron Corp.'s annual report,
underining complicated passages and scribbling exclamation points and question marks,

The exarcisa sal in motion an ultimately lucrative investment for the 43-year-cld money manager,
whose Kynikos Associates Lid. long has been one of the largest and most visible of the firms that
make bets that a stock will fall. Enron's books may have been hard to figure out. But Mr, Chanos
spotted enough to bet that the then-highflying stock ultimately should tumble, because the company’s
success appeared to him less than met the eye,

Mr. Chanos, like any analyst eithar on the bull or bear side, isn't always right, of course. But he got
this one right -- Enron shares have plummeted 86% this year to $11.30 -- and the details of how he
did it are Huminating. Over time, he would build up an 18-inch stack of regulatory filings and other
material about Enron. While even he found the filings hard to understand, to him they raised multiple
red flags. As it turns out, Enron shares have been hammered by some of the very things that
alarmed Mr. Chanos as he sat in his 43rd-floor Manhattan office a year ago.

In Mr. Chanos's view, Enron had plenty of assets such as pipelines and utilities businesses, but it
appeared to him to be a "hedge fund in disguise.” Specifically, much of Enron’s growth came from
taking positions in the trading of energy contracts. To Mr. Chanos, that was similar to how a hedge
fund -- those largely unregulated investment pools for the wealthy — or a brokerage firm trades
securities. But with one important qualification: By Mr. Chanos' measure, it wasn'l as profitable as the
average hedge fund. So why was it such a pricey stock? Mostly, Wall Street loved it because it
consistently met or beat eamings targats.

Mo longer, of course. Enren stunned Investors on Oct. 16 when it announced a third-quarter loss,
and since then it has revealed a regulatory probe into its complex transactions with off-balance-shaat
partnerships, some involving the company's own executives. Enron says its board has formed an
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independent committee to review the transactions.

Mr. Chanos, president of Kynikos, dedlines to discuss specifics of his gains from shorting Enron
stock (which entails selling borrowed shares and replacing them later with cheaper ones), other than
to say it has been & successful move. He continues to maintain a short position, declining as well to
comment on whether it has been or is now being scaled back, His short-only funds -- about half of
the total $1 billion under management -- boast returns of 24% so far this year, according to people
familiar with the returns. That is a big contrast to some of the tough years endured during the raging
bull market of the 1990's. For the past decade, the return is a negative 4.5%. (One of his bad calls:
America Online, whose stock price soared after he bet that it would fall.)

Of short sellers such as Mr. Chanos, an Enron spokeswoman says: "It was in thair financial interest
to drive the stock price down, and they raised whatever doubts and whatever issuas they could to
further their own financial gain.”

But Mr, Chanos says he was simply crunching whatever numbers he could find. "What struck us was,
despite their market-leadership position, just how poory they were doing in terms of returns.” Mr,
Chanos calculated that the company's retum on invested capital, including debt, was roughly 7% for
the year through Sept. 30, 2000, below his estimate of the company's cost of capital, between 9%
and 12%. He felt the return on capital should be three to five points above the cost of capital to justify
an investment. Enron has dismissed comparisons with a trading company in the past; it had no
immediate comment Friday.

Enron shares were trading at about six times the company's book value in late 2000. By comparison,
Wall Street brokerage firms typically trade at two or three times book value and hedge funds in effect
are priced at book value.

Among the pages of the 1999 raport that Mr. Chanos marked with yellow Past-it notes and scribbled
comments was one detailing the related-party transactions. He underined a sentence stating that
one of Enron's senior officers is the "managing member” of a private investment company with which
Enron had entered into a senes of transactions. "We read the disclosure over and over and over
again, and we just didn't understand it -- and we read footnotes for a living." he says. But at the tima,
he concedes, "it was just an odd footnote to us.™

He started telephoning analysts at Wall Street firms to determine what aspects of the bulls' case he
was missing. What he heard excited him further. Part of the bullishness focused on Enron's strategy
of trading broadband-network capacity. Mr. Chanos, who already had placed bearish bets on some
telecommunications bandwidth providers, was convinced that the industry already suffered from
overcapacity and that the situation would only get worse. His conclusion: if Enron "couldn’t see the
looming train wreck coming in telecom, what else were they missing? Maybe they weren't as infallible
in the energy area as peopla had thought.”

Another warning signal was insider stock sales through the second half of 2000, he says. That sat
awkwardly with the common refrain from Wall Street analysts that investors had to just trust
management given the difficulty of analyzing how earnings were derivad. The company didn’t
immediately comment on the salas on Friday.

“You look for patterns in my business," says Mr. Chanos. "The fact that this was a “trust me" story,
while management was voting with its feet was another check. While we didn't have a smoking gun,
we certainly saw a reason to perhaps not trust management al its word that these earnings were
what they said they were.”
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Those factors led Mr. Chanos 1o bagin shorting the stock in late November of last year, when it was
fluctuating betwesan 365 and $80; he won't provide details. Overall, the level of short interest, or

short-selling positions not yet closed out, on Enron shares jumped 2.2 million shares to 7.9 million
shares for the month through mid December, from the same period in the previous month.

As other red flags surfaced, in February Mr. Chanos and other short sellers significantly ramped up
the bearish positions. Mr. Chanos first discussed his view of Enron with those outside the firm that
month in Miami, where he hosted his annual "Bears in Hibernation™ conference. Attendees bring two
ideas to present, and one of his was Enron.

With Enron's stock trading at $72 at that time, or roughly 40 times 2001's per-share eamings
aslimates, "the market is priced for perfection hare,” Mr. Chanos told the 25 or so attendees,
"whereas it lcoks like things may be anything but.”

Back in Mew York, Mr. Chanos arranged a second round of sessions with bullish analysts, "Here's
our thesis,” he told them. “What are wa missing?”

Mr. Chanos came out of those meetings with a "heightaned conviction that we were right.” For ong
thing, he sensed frustration brewing about the level of trust required with Enron.

As the spring progressed, Mr. Chanos became increasingly confident, adding to his short position,
On a widely reported conferance call in April, Jaffrey Skilling, then Enron's chief executiva,
responded to another short seller's criticism that Enron hadn't provided a balance sheet by calling
him an "a--h---." For the first ime, "l got a sense that the company was now getiing tough questions
and was not happy about it,” Mr. Chanos says.

For their part, Wall Strest analysts argue that they have limited time and resources for the in-depth
research that Mr. Chanos prefers. Many cover dozens of companies. 5till, some say thay havae
lzarned lessons from Enron's fall from grace. Salomon Smith Bamey analyst Raymond Niles, for one,
says he will "pursue warning signs relentlessly and go by gut instinct” when he senses a looming

problem. Says Mr. Niles, who covers Enron: *| think shorts play a very valuable role in the market,
reminding us of what can go wrong.”

Write to Cassell Bryan-Low at

- WE|. > and
Suzanne McGee at e, j.com <mailtozsuzan

Oct. 16: Enron takes $1.01 billion charge related to write-downs of investments. Of this, $35 million
iz atiributed to partnerships until recently run by CFO Andrew Fastow. Enron also discloses it shrank
shareholder aquity by $1.2 billion, as a result of sevaral transactions including ones undertaken with
Fastow's investment vehicle.

Oct. 17: SEC sends letter to Enron saying it was beginning an "informal inguiry."

Oct. 19: The Wall Street Journal discloses that general partners of Fastow parnership realized more
than 57 million last yvear in management feas and about 34 million in capital increases on an
investment of nearly 33 million in the partnership, set up principally o do business with Enron,
according to internal partnership document. Enron's board meets to discuss SEC inquiry.

Oct. 22: Enron announces SEC will bagin a probe of company’s "related party transactions,"

inciuding those with Fastow partnerships. Enron says it will fully cooperate.
b
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Oct. 23: Enron's freasurer acknowledges the company may have to issue addibional shares to cover
potential shortfalls in investment vehicles it created, although he says the company believes it can
repay about $3.3 billion in notes that were sold by those investment vehicles without having to resort
to issuing more stock,

Ot 24 Enron replaces Fastow as CFO with Jeffrey McMahon, the 40-year-old head of the
company's Industrial-markets division. Enren shares fall 17% on heavy volume ahead of the
announcement.

Oct. 25: The company draws down about 3 billion, the bulk of its available bank credit lines, in a bid
to restore confidence in its financial strength and liquidity. The Fitch rating agency puts Enron on
review for a possible downgrade, while another, Standard & Poor's, changas Enron's credit cutlook to
negative from stable. A noninvestment-grade rating would throw the company into default on
obligations invalving billions of dollars of borrowings.

Oct. 28: Moody's lowers its ratings by one nofch on the Enron's senior unsecured dabt and kept the
company under review for a possible further downgrade. Sharas fall below $14 on the NYSE.

Oct. 31: The SEC elevates 1o a formal investigation ils inquiry into Enron's financial dealings with
partnerships headed by Andrew Fastow. Enron shares rise $2.74 to $13.90, after plunging for 10
straight days.

Mav. 1: Enron says it has secured commitments for 1 billion in financing from units of J.P. Morgan

and Citigroup, as the company moves 1o strengthen its balance sheet and maintain its investment-
grade credit rating

01300000000207



Nickoloff, Peter

Fram: Carleton, Morman

Senl: Monday, Movember 05, 2001 12:23 PM

Ta; Schultheiss, Heidilynne, Mickoloff, Peter; Pietrangeli, Fred; Barardi, Stave; Whaley, Jean
Subjeect: W5J: Enron Transackion Wilh Enlity Run by Execulive Raises Quaslions

MNovember 5, 2001
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Enron Transaction With Entity
Run by Executive Raises Questions

By JOHN R. EMSHWILLER
Staff Reporter of THE WaLL STREET JOURNAL

Im a transaction that raises new questions about Enron Corp.'s financial dealings with its
management, the company in March made a $35 million purchase from an entity run by & company
officer.

That payment appears to have been the last step in a complex series of transactions that allowed
Enron to keap hundrads of millions of dollars of debt off its balance sheet for the past three years,
during which the Houston-based energy-trading giant has grown rapidly. In recent weeks, Enron's
labyrinth of financial transactions, particulary with members of company management, has comes
under intense scrutiny from investors and regulators, who are seeking information about the impact
of the transactions on the company and whether Enron adequately disclosed the deals to the public.
Enron last week disclosed that the Securities and Exchange Commission had begun a formal
investigation.

Enron officials have said repeatedly that all their actions were legal and properly disclosed, They
have promised to cooperate with the SEC probe.

Enron officials wouldn't discuss the $35 million transaction. What has been leamed about it was
gleaned from interviews with others familiar with the matter, snippets from Enron SEC filings and
private partnarship documents. Basad on these sources, the Enron officer invalved in the transaction
was Michael Kopper, a former managing director of the company's Enron North America unit. The
entity receiving the $35 million was Chewco Investments LP. It wasn't clear from the available
information what form the payment took or what, if any, gain Chewco or Mr. Kopper realized,

Mr. Kopper, who a company spokesman says left Enron in July, didn't return phone calls seeking
comment. In the past, he has declined to be interviewed.

At Enron, Mr. Kopper was an associate of Andrew Fastow, the company's chief financial officer until
81
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last manth, In 1889, they set up and subsequently ran a private partnership known as LJM2 Co-
Investment LP, which was invalved in billlons of dollars of transactions with Enron, according to
private-partnership documents and company SEC filings. Those parinership documents indicate Mr,
Fastow and possibly a handful of Enron associates, including Mr. Kopper, made millions of dollars in
fees and investmeant gains from LIM2

Last month, in response to mounting controversy over the partnership dealings, Enron replaced Mr.
Fastow as chief financial officer. Mr. Fastow hasn't responded to numerous interview requests.

Chewco is mentioned in a brief biography of Mr. Kopper that is part of a 1988 offering mamorandum
for the LJMZ partnership. The document said Mr, Kopper, besides being a "principal”™ of LIMZ,
"manages the general pariner of Chewce, an investment fund with approximately $400 million in
capital commitments thal was eslablished in 1997 o purchase from Enron an interast in a defined
pool of Enron assets.” The document doasnt specify what assels were purchased.

Chewco's name also appears as the debtor in a 1897 filing with the office of the Texas secretary of
state. The secured parly, and presumably the lender, on that debt was a limited partnership called
Joint Energy Development Investments LP.

Known as JEDI, this imited parinership was created in 1993 by Enron and the huge California Public
Employees' Retirement System to make energy-related investments. According to Enron SEC filings,
the company and Calpers each put in $250 million and an Enron affiliate served as JEDI general
partner and operator.

Besides bringing in outside equity, entities such as JEDI allowed Enron to borrow large sums for
assal purchases without that debt showing up on Enron’s balance sheet. In recent years, top Enron
officials have said publicly that keeping down debt load was vital to proteciing the company's credit

rating and sustaining its tremendous growth. Al the end of 1985, Enron had $13.2 billion in assets;
as of June 30, it had $63.4 billion.

Messrs. Kopper and Fastow had "extensive involvement in the organization, investment activity and
operations” of JEDI, according to the 1989 LJMZ private-offering memorandum. JEDI invested $2.1
billion in 683 separate transactions, the documeant said. After accounting for JEDI's 3500 million in
equity, this indicates the partnership borrowed as much as $1.6 billicn.

In 1997, Calpers sold its interest in JEDI back to Enron for about $375 million. At about the same
time, Calpers put $500 million intoc a new Enron parinership, known as JEDI |I.

At this point, Enron could have held on to all of JEDI, but that probably would have entailed
consolidating the partnership and its debts into the company’s financial statements.

That, apparently, is where Chewco came in. (Chewco got its name, says one person familiar with the
matter, from the character Chewbacca in the "Star Wars® movies, where Jedi warriors also roamed.)
Chewco bought from Enron the JEDI interest formerly held by Calpers, according to documents and
interviews. It couldn't be determined what the terms of that transaction were. However, the fact that
Cheweoo shows up as a debtor to JEDI in the Texas state filing suggests that money for the purchase
was borrowed from JEDI itself.

The available information on the chain of transactions raises guestions about how separate JEDI and
Chewco really were from Enron and wheather JEDI's assets and liabilities should have been folded
into the company's financial statements,

BI
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In a March 2000 SEC filing, Enron makes a brief reference to its new JEDI partner, which Enron
doasnt identify but presumably is Chewco. The filing said "an officer of Enron has invested in the
limited partner of JEDI and from time to time acls as agent on behalf of the limited partiners

management.” Whila the officer isn't named, the description is similar to that given for Mr. Kopper in
relation o Chaweo in the LIM2 offering mermorandum.

In March of this year, Enron moved o purchase the balance of JEDI that it didn't already own. In an
SEC filing earlier this year, Enron said it acquired for $35 millicn "the limited partner's interests” in
JEDI. Again, the partner wasn't named, but prasumably was Chawco,

Enron consolidated JEDI's assets and liabilities into the company. The SEC filing said JEDI's
holdings included 12 million shares of Enron stock. Enron said it also paid off about $620 million of
JEDI "third-party debl." The third party or parties werent named.

Qct. 16: Enron takes $1.01 billion charge related to write-downs of investments. Of this, $35 million
is attributed to parnerships until recently run by CFO Andrew Fastow. Enreon also discloses it shrank
shareholder equity by $1.2 billion, as a result of several transactions including ones undertaken with
Fastow's investment vehicle.

Oct. 17: SEC sends letter lo Enron saying it was baginning an “informal inguiry.”

Oct. 19: The Wall Street Journal discloses that general partners of Fastow partnership realized more
than 7 million last year in management fees and about 34 million in capital increases on an

investment of nearly $3 million in the partnarship, set up principally to do business with Enron,
according to internal partnership document. Enron's board meets to discuss SEC inguiry.

Oct. 22: Enron announces SEC will begin a probe of company's "related party transactions,”
including those with Fastow partnerships. Enron says it will fully cooperate.

Oct. 23 Enron's treasurer acknowledges the company may have 1o issue additional shares to cover
potential shortfalls in investment vehicles it created, although he says the company believes it can
repay about $3.3 billion in notes that were sold by those investment vehicles without having to resort
to issuing more stock.

Oct. 24: Enron replaces Fastow as CFO with Jeffray McMahon, the 40-year-old head of the
company's industrial-markets division. Enron shares fall 17% on heavy volume ahead of the
announcement.

Oct. 25: The company draws down about 33 billion, the bulk of its available bank credit lines, in a bid
to restore confidence in its financial strength and liquidity. The Fitch rating agency puts Enron on
review for a possible downgrade, while another, Standard & Poor's, changes Enron's credit outlook to
negative from stable, A noninvestment-grade rating would throw the company into default on
obligations involving billions of dollars of borrowings.

Dot 29: Moody's lowers its ratings by one notch on the Enron’s senior unsecured debt and kept the
company under review for a possible further downgrade. Shares fall below $14 on the NYSE.

Oct. 31: The SEC elevales to a formal investigation its inquiry into Enron’s financial dealings with

parinerships headed by Andrew Fastow, Enron shares rise $2.74 to $13.90, after plunging for 10
straight days.
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Mov. 1: Enron says it has secured commitments for $1 billion in financing from units of J.P. Morgan
and Citigroup, as the company moves to strengthen its balance sheet and maintain its investmeant-
grade credit rating.

Write to John R. Emshwiller at |
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Arthur Andersen Could Face Scrutiny
On Clarity of Enron Financial Reports

By JONATHAN WEIL
Staff Reporier of THE Wall STREET JOURKAL

As Enron Corp.'s independent auditor, Arthur Andersen LLP has the job of making sure the Houston
energy trader's financial stalements not only are accurate and complete in all material respects, but
also are understandable.

Now for the really tricky part: Understandable to whom?

For Andersen, this isn't just an academic question. Once again, the accounting practices of one of
the Big Five firm's most prized clients have come under intense scrutiny from regulators and
shareholders. Questions could well turn to whether Andersen fulfiled its obligation to protect
investors' interests. And an important focus is likely to be whether Andersen should have required
Enron to better explain its dealings with partnerships run by former Chief Financial Officer Andrew 5.
Fastow before agreeing to bless the company's financial statements.

Enron revealed last month, in a conference call, that its shareholder equity had fallen by $1.2 billion
during the third quarter as a resull of transactions in which a partnership controlled by Mr. Fastow
was al least at times involved, fueling a steep dive in the stock price amid growing concerns about
the company's financial health. Many Wall Street analysts, including die-hard Enron bulls, long have
grumbled that parts of Enron's financial statements are indecipherable,

"The heart of disclosure is intelligibility,” says Alan Bromberg, a professor of sscurnilies law at
Southern Methodist University in Dallas. “If the paople to whom it's addressed can't understand it, it

hasn't been adeguately disclosed. There's clearly a qualitative, as well as a factual, compaonent to
disclosure.”

Under generally accepted accounting principles, the rules for disclosing related-party transactions
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seem straightforward enough. Among other things, companies must describe the "information
deemed necessary to an understanding of the effects of the transactions on the financial
statements.” But the nation's accounting-standard setlars never have offered any clear guidance on
whether companies' disclosures should be understandable to a broad audience or merely to
financially sophisticated individuals with specialized training. And aven sophisticated investors are
prone o being stumped now and then.

To be sure, the adequacy of a company's related-party disclosures can be determinad only when all
the information about the transactions is out in the open. For its part, Enron -- which is hardly the
only large energy company with complex partnership dealings -- maintains its off-balance-sheet
transactions were legal and propedy disclosed. "They comply with reporting requirements,” says
Enron spokeswoman Karen Denne, adding that Andersen was aware of the transactions and
reviewed them. "To the extent that an investor doesn't understand them, they are able to ask

guestions.” And in the end, she notes, investors who didn't understand the transactions didn't have to
buy Enron stock.

Enron's disclosure practices stand out, however, because they have been a source of complaints for
s |ong. Even some top-flight accounting professors say they cant make heads or ails of the
company’s transactions with Mr. Fastow or Enron's motives for entering them., If they can't figure
them out, it raises the guestion of whether any outsider could.

Oine thing is certain: The stakes for Andersen could be high. Since Enron's disclosure of the
reduction in shareholder equity, its stock has plunged 67% to $11.30 as of 4 p.m. in New York Stock
Exchange compesite trading Friday — a drop that wipes $20 billion off the company's market value
and potentially exposing Enron and Andersen fo massive shareholder liability, Already, Enron's
dealings with the partnerships are the subject of a formal investigation by the Securities and
Exchange Commission. That creates the possibility that Andersen itself could become a focus of the
probe at some paint, should regulalors find Enron's accounting and disclosure practices deficient.
Meanwhile, the law firm for a special committee set up by Enron’s board has hired accounting firm
Deloitie & Touche LLP to help review the partnerships’ actnibies,

An Andersen spokesman, David Tabolt, says the firm "will continue to cooperate with [Enron’s]
special committee, lawyers and accounting advisers” and "will also cooperate with other official
investigations as requested " So far, he says, the SEC hasn't told Andersen it is a subject of the
Enron probe. Beyond that, he declines to comment on Enron, citing client-confidentiality obligations.

How murky are the related-party disclosures in Enron's audited financial statements? Here is a
summary of a section in Enron’s 2000 year-end financial statements describing cerain transactions
with the Fastow-operated partnerships. The company said it transferred assets valued at $1.2 billion,
including $150 million in notes payable, 3.7 million restricted Enren shares and the right to receive as
many as 18 millen Enron common shares in March 2003, subject to certain conditions. |1 also
transferred to the partnerships other assets valued at 5309 million, including a $50 millicn note
payable and "an investment in an entity that indirectly holds warrants convertible into common stock
of an Enron equity method investes.”

In return, Enron said it received "economic interests in the entities," 33028 million in notes receivable
and an additional $1.2 billion in notes receivable as part of a "special distribution.” The disclosure

went on to mention a senes of purchases by Enron of "share-settled options from the entities” on
shares of Enron commaon stock.

The raw numbers may all be there. But "any objective person would be hard pressed fo understand
the effects of these disclosures on the financial statements,” says Douglas Carmichael, an

1)
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accounting professor at Baruch College in Mew York, "The quality of the disclosure is low, which
creates uncertainty about the quality of their accounting.”

Further, he says, Enron's explanation of why it entered the transactions "seems to defy imagination.”
Im the year-end financial statement, Enron said the purpose was "to hedge cartain marchant
investments and other assets,” a category that includes energy assets whose values are prone o
wide price fluctuations. Yet the disclosura shows that Enron chose to use shares and options of its
own stock as its chief hedging instrument, even though thair price movements wouldn®t appear to be
directhy related to the value of the investments Enron was frying to hedge.

"l don't see how that possibly hedges any of Enron’s risks or assets,” Mr. Carmichael says. Indeed,
the disclosures have given rise to widespread speculation that Enron's actual purpose was o use ils
off-balance-sheet transactions to shift losses off its books to avoid running them through its income
statement. Asked whether that was Enron's purpose, Ms. Denne declines to comment. She says
Enron stands by its eardier statement that Enron was trying to hedge certain investments.

To date, Andersen hasn't been named as a defendant in any of the numerous shareholder lawsuits
filed against Enron, which paid Andersen $52 million last year, including $25 million in audit fees.
Enron's woes come during a year already filled with embarrassments for Andersen. In June, the SEC
fined Andersen and three partners $7 million over their audits of Waste Management Inc.'s financial
statements, the largest SEC fine ever against an accounting firm. Andersen, which neither admitted
nor denied the SEC's fraud allegations, paid 375 million in 1898 to settle its portion of a shareholder
lawsuit over the Houston-based garbage hauler. Also this year, without admitting wrongdoing,
Andersen agreed to pay $110 million to setlle a shareholder lawsuit over audits it conducted for
Sunbeam Corp.

Write to Jonathan Weil at jgnathan weil@ws|.com =mailtojonathan.well@@ws|.com=
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Calpers Board To Meet On Enron Investments Next Week

By JASON LEOPOLD

Of DdW JONESE HEWSWIREES

LOS ANGELES — The board of California’s Public Employeas’ Retirement System plans to maet naxt
weaek to discuss how best to protect its investments in Enron Corp. (ENE), a Calpers spokesman
said Wednesday.

Calpers, which holds 3 million shares in the Houston enargy company and a 3500 million stake in an
Enron partnership called Joint Energy Development Investmeants ||, has a history of shareholder
activism, but it's too early to speculate on what steps the board may take, spokesman Brad Pacheco
said.

Theaoratically, the board could decide to take a more activist approach, because the energy
company’s stock is "underperforming,” Pacheco said.

“If a company is underperforming, we focus on the board structure and sit down with the directors of
the company and say these are the issues," Pacheco said. *If the company does not cooperate, we
increase our shareholder propriety and we could move forward wilth several actions, including
litigation, to say the board has breached its fiduciary responsibility.”

Enran's shares fell to a low of $7 Wadnesday before reabounding on a Wall Straet Journal report the
company was in talks with Dynegy Inc. (OYN) for a cash infusion and potentially a full merger.

Concerns about the company's dealings with off-balance sheot partnerships like JEDI |l have driven
the decline, which has erased three-quarters of the company's share price since mid-October.
Enron's credit ratings have also been downgraded,

Calpers hasn't yet approached Enron executives to discuss the plunge in the company's stock and
the quality of its investment, Pacheco said.

Last week, California state Sen. Steve Peace, D-El Cajon, wrote Calpers Chief Executive James
Burton urging the pension fund to take steps to defend its investment in Enron

"Calpers may play a significantly larger and more active role in the governance of Enron to ensure
that Enron directors do not have conflicting interests, that Enron adheres to a policy of full financial

]
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disclosure and transparency and that Enron's board is comprised of a substantial majority of truly

independent directors who understand their accountability to shareholders," Peace wrote in the Oct.
30 latter.

Calpers’ board will discuss the letter in a closed-session meeting scheduled for Tuesday in
Pasadena, Calif., but isn't bound to act on it because Peace isn't a boardmember, Pacheco said.

Calpers is the nation’s larges! public pension fund, with assets totaling approximately $151 billicn.

-By Jason Leopold, Dow Jones Newswires; 323-658-3874;
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Enron CEO May Get at Least $60.6 Million After Buyout (Update2)
By Marget Habity

Houston, Mov. 13 [Blosmberg) -- Envan Corp, Chairman and Chiel Executive Officer Kenneth Lay may gat $80.8 million or
miare in sevesance f he leaves after Enron's sale to Dynegy is completed, according o & regulatory filing,

Lay is entilled fo receive a lemp surm payment egual o 3202 million, multiphed by te number of full calendar years
rerm@ining on his contract, if he terminates his employment undar carlain circumstancas, Such 5 e I0quistion by
Cynegy, Enron said in a filing with the U5, Securities and Exchange Commission.

Dymegy says ils buyoul of Enron, the biggest energy trader, is expected fo choss in 2002°s third guarber. Lay's conbrac
expires at the and of 2005, His contract provides thal he also receive an amaount to cover 1ax penaltles if the payment he
gets is considered an " excess parachute payment,” the SEG ling said,

Enron agreed on Friday to be scquired by rival Dynegy for af least 523 billion in slock and assumed debl, ending a
finarncial crisis that threabened to bankrupt Enron and disrupl U.S. power and natural-gas markets. Lay has said he won'l
b &n active maneger in the new compary, which will be led by Dynegy Chairman and CEQ Chuck Watson.

Lay's confract was exiended by bwo vears, o ihe end of 2005, when he resumed the CECs job following the departure of
Jeffrey Sxilling in August. If Enrom’s buyout by Dynegy were 10 cloge this year, ar if there were another form of "' change of
control™ at Enron, Lay may receive 380.8 million, the Ennon filing indicates.

Pay Package

Enren rmone than tipled Lay's pay package last year 13 518.3 milion following the company's best share-price perfarmance
in 20 years, according to & proxy filed in March with the SEC, Enron ghares have plunged 90 percent this year. Lay made
55.97 million in 1939, according to Enron's proxy statement flad with the SEC.

Lay also received oplions bo buy T82 830 shares over seven years, most at 347.31 sach, the March fling said. Those
options are now worlhless becavse Enran's stock price ts below the price at which they could be exercized. Lay had gains
of 5123 .4 million from the exerciss of options in 2000,

Enron's has been batlling @ cash crunch @nd @ loss of investor confidence this year becawsse of questions about
partnerships it starled and pul under the confrol of ks senior executives,

After the Enron acquisition, log managers at Dynegy wil include Dynegy's Steve Bergsirom as president and chief
oparating officer, Dynegy's Robert Doty as chief financial officer and Enron's Greg Whalley as execulive vice president,
Whallery is Enron's president and chiel operating aflicer,

Shares of Enron rose 21 cents o 59,46 in madday trading, Dynegy rose 81 cents tn..'ad-E.EE. Both companies are based
Housbon,
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Nickoloff, Peter

———

Fram: Carleton, Morman

Sent: Weadnesday, Novernber 14, 2001 10:22 AR

To; Roaatorg, Brian; Bitsbarger, Timothy: Nickoloff, Pater; Schultheiss, Heidilynne, Gross, Jared,
Cetina, Jil, Sharer, James

Subject: Dow Jones Newswires: EnronOnline Competitor Reports Record Trading Volumes

November 13, 2001

EnronOnline Competitor Reports Record Trading Volumes

NEW YORK - IntercontinentalExchange, an Intemet-based energy and metals frading operation,
saw record trading volumes last week, due in part to troubles at Enron Corp. (ENE), an |CE press
release said Tuesday, without mentioning Enron by nama.

Investors have been watching to see if Enron's trading partners in its core business - North American
gas and power marketing - significantly reduce activities with the financially troubled top energy
marketer. ICE is considered a primary altemative to Enron's Internel-based commodities market,
EnronCnline.

ICE's volume of Morth American bulk power trades last wesk totaled a record 54 million megawatt-
hours, a 34% increase over the October weekly average. Morth American natural gas volumes rose
13% from October to 950 billion cubic feel last week. Qi trading rose 45% to a record 55 million
barrels, and metals trading volumes was up 66%.

"We believe that thiz has resulted, in part, from the uncertainty that has been exhibited in several key
energy trading venues over the past several months,” said ICE chief executive, Jeffry Sprecher.

EnronCnline is different from ICE because EnronOnline is a mechanism for companies to buy from,
and s&ll to, Enron. ICE is a neutral multiparty exchange, allowing energy trading companies to trade
with all other members.

|CE's trading system, which has been installed in 7,000 desklops worldwide, covers 600 commodity
and derivative contract types. ICE also owns the Intemational Petroleum Exchange of London,
Europe's largest energy futures exchange.

ICE is owned by companies including American Electric Power (AEP), Aquila Energy (ILA), BF
Amoco PLC (BP), Deutshe Bank AG (G.DBK), El Paso Corp. (EPG), Goldman Sachs Group (GS),
Morgan Stanley Dean Witter & Co. (MWD), Reliant Energy (RE!), Royal Dutch/Shell Group (RD),
Societe General SA (F.5GF), Mirant Corp. (MIR) and TotalFina Ef 5A (TOT).

-By Mark Golden, Dow Jones Newswires; 201-938-4604; mark_golden@dowjones.com
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Nickoloff, Patar

From: Carleton, Momman

Sent: Wednesday, Movember 14, 2001 10:34 Ak

T Rosebore, Brian; Bitsberger, Timodhy, Celina, Jill, Shaner, James, Schulthelss, Heldilynine,
Mickoloff, Peter; Gross, Jared

Subject: Ciorw Jones Mewswires: Enron-Oynegy Deal Has Moy, 30 2002 Walksway Dada

November 14, 2001

Enron-Dynegy Deal Has Nov. 30 2002 Walkaway Date

WASHINGTON - Dynegy Inc.'s (DYN) proposed $7.8 billion acguisition of Enron Corp. (ENE)
carries two breakup fees and must be completed by Mov. 30, 2002, uniess extended, or either party
can walk away.

The proposed merger agreement can be terminated at any time by the mutual consent of both
parties, according to a filing Wednesday with the Securities and Exchange Commission.

If the: deal is tarminated because Enron's board withdraws its recommendation to shareholders or
opts for a superior proposal, Enron would have to pay $287.5 million to Dynagy and $52.5 million to
ChevronTexaco Corp. (CVX), as well as 310 million for expensas.

ChevronTexaco, which owns about 26% of Dynegy, has agreed to invest $2.5 billion into Dynegy in
conjunction with the acquistion of Enron, a Houston-based utilities and communications company

Dynegy would have to pay a $350 million breakup fee, plus $10 million for expenses, if the deal is
terminated because of a change in the board's recommendation or a supernor proposal.

Under the terms of the deal, announced Tuesday, Enron shareholders will receive 0.2685 a Dynegy
share for each Enron share.

-Robert L. Grant, Dow Jones Newswires; 202-393-7851 robert. grant@dowjones.com
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Nickoloff, Peter

—

From: Carleion, Morman

Sent: Friday, Movember 16, 2001 9:13 AM

Ta: Roseboro, Brian; Bair, Sheila; Gross, Jared, Mickoloff, Peter; Schulthelss, Heidilynine;

Piatrangeli, Fred; Barardi, Steve; Biltsbarger, Timobhy, Novey, Michael; Elchner, Matthew,
Hammer, Viva

Subject: The Economist: Enron — See you in court

Enron

See you in court

Meow 15tk HH01 | NEW YORE
Fropem Thee Ecorummnisl peinl edthan

The company's trials have just begun

LAWYERS are swarming all over Enron’s old financial staternents and press releases in the hope of reaping
huge fees from securities litigation. More than 20 class-action lawsults have been filed in recent weeks,
and new ones are popping up every day. A formal process has been started to consolidate litigation in
Haouston, where the troubled energy company is based, with all lawyers interested in the case required to
stake their claims by Decembsar 215k,

The broadest accusations will be of fraud and material misstatement, legal ways of saying that the
company’s financial statements were garbage. This week, Enren's founder and chairman, Kennath Lay,
decided to forgo a severance package worth over $60m while admitting that the company’s problems "had
been exacerbated by the extensive use of debt capital, bath on and off the balance sheet". America's
Fimandial Accounting Standards Beard (FASB) is looking again at off-balance-sheet financing, having
fretted about it on and off for a decade,

Thera will also be charges of insider trading, because even as Enron was issuing securities amid glowing
profits reports, top executives were dumping over $1 billien of Enron shares to "unsuspecting investors™, a
group that includes anybody who, however briefly, has held one of the company's 750m shares in the past
two years. “The number of class members will be huge,” says Maurice Pesso, a lawyer at a New York firm
that has filed a claim.

There are, however, limits te the company's liability. It has already restated its results going back five
yvears, but federal law restricts litigation to the past three. Morgover, Enron will not take the rap alone. 1ts
auditor, Arthur Andersen (now plain Andersen), is also named as a defendant In at least one of the
complaints already filed. The litigation comes after a rough decade for Andersen. It has had to pay
hundreds of millians of dollars in settlements after sloppy audits on such companies as Waste
Management, Sunbeam and DNscovery Lone,

Because Enron evolved from an energy company inte a financial flrm, it became much like an unregulated
bank. The lack of supervision meant that the role of the company’s auditor was crucial. Andersen was
certainly paid as if it was, In 2000, it collected $25m for auditing Enron's books and another $27m for
consulting services, Mow how do you account for that?
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Nickoloff, Peter

From: Carledan, Nasman
Sent: Friday, Movambear 16, 2001 9:237 AM
Ta: Roseboro, Brian; Bitsberger, Timothy; Gross, Jared; Mickoloff, Peter; Schultheiss, Heldilynng;

Fietrangell, Fred, Berardi, Steve, Catina, Jill; Sharer, James; Novey, Michael; Eichner,
Matihewr, Hammaer, Viva
Subject: MYT: Did Hen Lay Undersiand YWhat Was Happeneng &t Enron?

Hovember 18, 2001

FLOYD NORRIS

Did Ken Lay Understand What Was Happening at Enron?

¥What a tangled web was weaved by Enron. Both investors and managers seam to have beon misled.

"Enron became overleveraged,” Kenneth L. Lay, Enron’s chairman and chief executive, said this
week, adding that things went wrong in ways that *| could not have ever contemplated.” He pointed to
investments that "performead far worse than we ever could have imagined.”

That was the first time that Enron had admitted it had a leverage problem, and it came only after the
brutal reality had become apparent to many others. Mr. Lay says he understood what was going on,
but | suspect he had left crucial details to others who have since departed and did not fully grasp the
reality that was obscured by Enron's soothing financial statements.

When Enron was riding high, it could easily have sold stock to raise capital that it now desperately
wants. Mr. Lay and other executives sold stock, but the company did not. Just a month ago, Mr. Lay
spoke enthusiastically of how great the company’s continuing eamings were.

The leverage was not easy to find. A lot of it was carried off Enron's balance sheetl. Parinerships and
special- purpose entities that Enron set up borrowed money and funneled the cash to Enron. Enron
guaranteed the debt but did not have fo show it on its own balance sheet because it could meet its
obligations by issuing stock. As undisclosed losses built up in those entities, it bacame mora likely
they could not pay their bills, leaving Enron to do s0.

It is also clear that the bond rating agencies did not understand Enron's plight until the last couple of
waeks. When they figured it out, it look a $1.5 billion equity infusion that is part of the Dynegy
(news/quote) takeover to keep Enron's rating above junk level.

MNow Enron has a board committee investigating various transactions, and promises to release details
as they are uncovered. Officials speak as if they are learning what happened for the first time, and
perhaps they are, Jeffray Skilling, Mr, Lay's protégé, was Enron's chief financial engineer until he quit
this summer. And Enron's chief financial officer and treasurer were ousted as Enron unraveled.

Somae investors would say none of that matters now, that the only important fact is that Dynegy is
buying Enron anyway. Chuck Watson, Dynegy's chief executive, is convinced that Enron’s energy

trading business is a gem that more than justifies the price Dynegy is paying. He figures the losses
from the bad investments can be contained.

2
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The big question now may be whether Mr. Watson will retain hiz enthusiasm after his people study
Enron’s trading positions. Enron has always said it hedged ils big derivative posilions - positions that
can contain huge leverage that does not show up on the balance sheet - but some of that hedging
was with affiliated companies. If big surprises are found, Dyneqgy could back out of the deal.

There is plenty of blame to go arcund here, and suits have been filed against Enron, its current and
former officials, and its auditor, Arthur Andersen. But investors also bear responsibility. Enron’s
financial statements ware, as Mr. Lay conceded this weak, "cpaque and difficult to understand.”
Investors and analysts knew they did not know what was going on. They bought anyway.

Enron was viewed as a company that always made its numbers. An old-line gas pipeline company
had been transformead into a brilliant trader that could apply its magic around the world. Investors did
not care how Enron made the numbers. Now, when it is too ate, they do.
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MNickoloff, Peter

——
From: Carleton, Morman
Sant: Tuesday, Hovembear 20, 2001 4,43 P
Tao: Wiediman, Mark. Mickololl, Peter, Cetina, Jill; Sharer, James, Berardi, Steve: Pielrangeli, Frod,
Schultheiss, Heidilynne, Whaley, Jean
Subjoct: Fw: Bloomberg: Enron Falls Amid Concern Debl Threadens Dynegy Bid (Updales)
see=iriginal Message---—
From: Carleion, Korman
Sani: Tussday, Mosembar 20, 2001 4:41 PM
T Raosabor, Brian; Bair, Shela; Bitsberger, Tamathy
Subject: Blecmbeng: Envon Falls Arid Corcen Debt Thresbens Dyregy Bid (Updstes)
11020 1605
Enron Falls Amid Concern Debt Threatens Dynegy Bid (Update5)
By Stacie Babula

Houston, Mov. 20 (Bloomberg) - Enron Corp. shares and bonds dropped after the energy rader disclosed it may have o
pay 59,15 billion in debl due by 2003, suggesting the cormpany may run out of cash before its takeower by Dynegy Inc. can
be complaiad.

Shares of Enron fell 52,05, or 23 parcend, to £7.01. Earlier they touched 35 55, the lowest price in mare than a decade,

Enron's G.4 percent notes due in July 2006 were Did as low & 69 cents on §1 af face value and offerad at 72 cants, down
mara lhan 13 parcant in light trading, fraders said.

Enron, whose dealings with allilialed parnesships led bo eamings resialements, cradil-rating cuts, a fedaral investigation
and a managemen shakeup, said in a regulatory filing that it has kesa than $2 billion in cash or credit lines. Dynegy plans
bo complete s buyoul by October, and Enron may have o ask lenders 1o restiocture payment schedules (o sundve.
“This filing shows that Encon is in a pracaricus financial situztion,” sald Commerzhank Securities anatyst Andre Meade,

whao rates Enran shares “hold™ and doasa't awn them,  They have 1o stay afloat for the Dynegy deal 1o go through, and
that ooy looks difficul™

Enron and Dynegy wouldn't comment on the slock drop loday, Standard & Poor's Investors Service said (hal Enron’s credit
ralirg resmained on negative walch, indicating it would mat immeadiately downgrade the company's debt.

500 Milion Surprise

" Enrenm's naac-term guidity position is. . . axpected to ba sufficient o carry the company through the completion of its
proposed rmerger with Dynegy,”™ S&F said in a report.

Investors were concemed the debt, including a 5690 milion note thet Enron disclosed it may have 1o pay off nexd wessk,
wiould lead to a cut in Enron's cradi rating, analysts said.

Thiz filing was a " distraction” thal will not threaten the merger, said Todd Shipman, a direcior at S&P who follows Enron.
VCher approach to this has been on the basis that the Dynegy deal i a good thing for credit quality,” Shipman sald.

Moody's Investors Serdice, which Gdn'l issue a stalement on Enron's debd teday, kepl the company's credit rating at
investment grade on Mov. 9, the day Dynegy announced it wiould buy Enron in a deal now valued at $25 billion.

The ruling cama after executives from Lehman Brathers Holding Inc., JP. Morgan Chase & Co, and Citigroup Inc.'s
Saloman Smilh Barney lebbied the credit-rating company, people familiar with the siustion said,

Avalding Junk
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A junk rating would have led Dynegy to abandon the acquisition, Dynegy Chief Executive Officer Charles Walson said. It
would also have triggered debt repayment of af least 3.9 blion, Enron said in a Securilies & Exchange Cormrmission filing
yesterday.

Enron shares are salling for almast 32 percent kess than the value of Dynegy's olfer, showing invesloss have doubds the
deal will be complated. Dynegy sharas fall $1.90 to 54170 today.

“It's becomea mare clear that the chances of this desl going through aran® 20 percent, but much closar to fifty-fifty," said
Edward Paik, wha hilps manage the Liberty Ulidies Fusd, with 1.6 miion Enron shares. " There's Just 5o much
information that is unknowabde™ aboul Enran's financial position, he said.

Most of the $9.15 billion in debl is due bafore e end of the third guarter, when he Dynegy buyout is scheduled 1o cloge,
Enron said yvesterday in a third-guarter filing with the SEC.

Assel Sales Planned

Last week, Ennon Chief Operating Officer Greg Whalley said the company will sell assets of ~non-core businesses” 1o
ranise rooey. 1L has S8 billion invested in the businesses, including broadband telfecommunications and the Dabhol power
plant in India. Enton expects to gel “billlons" from the sales, Whalley sald, without being more specific.

Enron reparted vesterday that ds U5 operations had 51.2 billion in cash left. It has added at least 55 billion since Sepl. 20
from cradit lines, loans and a $1.5 billion investment from ChevronTexaco, part owner of Dynegy,

Enron used 51.8 billion of the monay it raised fo retire commencsal paper, which ig shorl-erm debl |t gave no dedalls on
haw it spent the remalning $3.1 billion,

Enren Chie! Financial Officer Jeffrey Moldahon said last week that the company also was looking to get another S500
milllion to 31 bilkon from private investors.,

Asset sales valuad al about 5800 million are expected to close by the end of this year, according to the SEC filing, Enron
gpokeswoman Karen Denne wouldn't comment on wheiher it could sell asssds fast enough to keap currend on ils debls

Dwynegy will have to help Enron sell assets, said Milchell Stapley, who manages $3.5 billion in fixed-income assels
including Erron bongs for Fifth Third Investment Advisors Inc.

Cynegy and ChevronTexaco Corp,, which owns 26 percent of Dynegy. also will heve to help Enron negodiate with ils
lenders, said Kathleen Wuchetich, who helps manage the $1.4 billien Sirong American Wlilities Fund, which & 5 parcent
Dyreegy shares

Dt Questioned

| nevar dresend (e 58,15 billion) would be that large, coming due all at ence," Yuchetich sald, "It calls into queston thair
dacision to schadule it that way in tha firsf place.”

ChevronTexaco, the second-largest .S, oil company, is providing $2.5 billion in cagh as part of the Enron buyout, [t
provided the ficst $71.5 bllion a week ago,

Shares of ChevronTexaco, based in San Francisco, rose 33,62 to $86.53,

Enron yesterday reduced thind-quarber resulls by 3 cenls & share, bringing the period's loss to 87 cents, or 5664 million. Cn
Moy, B, Enron lowared earnings back to 1897 by 3586 millkon to reflect losses by affiliated padnerships thal wene wrongly
kapt off the books. That included a thind-quarter reducticn of 317 milkan.

& drop in Enron's senior unsecured debd rating fo BBB-" by Slandard & Poor's on Nowv, 12 may loree Enran Lo pay off &
3800 million note by Mov. 27 if it doesn't find collateral fo guaranies the debl faken on by an afliliated parnership thal owns
Brazilian nalural-gas assels, the filing said.

‘Without regayment or collateral, irvestors can begin to liguidate the partnership’s assels, Enron said. The company said
i's working with lenders to come up with an acceplable agreement on the debt.
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KMaking good on deb! owed by its Whitewing affilated partmership may cul Enron’s fourth-quarier earnings, Enran said,
Enren Is abligated to back Whitewing by issuing junior comverlible preferred slock. Because Enron's slock has plunged, i
may have lo write down s gssels by 5700 million, the filing said.

mtmmmquFﬂmmmm_mMMmmmm& Erivass Paicy
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Nickoloff, Pater

From: Carkelon, Marman
Sent: Tuescay, November 20, 2004 5:06 P
To: Roseboro, Brian: Bair, Sheila; Wisdman, Mark; Gross, Jared; Ceting, Jill; Sharer, James;

Mickalaff, Peler; Schulthelss, Heldiynne; Barardi, Steve; Pielrangeh, Fred; Whaley, Jean; Lon
Sanatamorana (E-maid); Movey, Michael, Hammer, Wiva; Exchner, Malthew, Gabiondo, Jose
Subject: Diow Janes Newswires: Energy Cos Limit Business With Enron After 1040 -Traders

November 20, 2001

Energy Cos Limit Business With Enron After 10Q -Traders

Do Jonas Newswirgs

By Mark dolden
of DOW JOMES HEWSWIREE

NEW YORK — Many energy frading companies were unwilling to sell power and natural gas for next
day delivery to Enron Corp. (EME) Tuesday moming, a result of heightened credit concems following
the release of Enron's quarterly financial report Monday, traders and other sources said,

For weeks, companies have limited both buying and seliing with Enron for future deliveries. But for
the first time since Enron's troubles began a month ago, enargy companies weren't selling to Enron
in the spot markets for fear that Enron mighl not be able to pay its bills as soon as next month.

"It's pretty well accepted in the industry that people are staying away for now,” said Charlie Sanchez,
energy market manager for Gelber & Associates in Houston.

Traders at all of the major companies contacted said they couldn't sell to Enron Tuesday moming.

Several spokespeaple for energy companies confirmed the situation, but declined to say so on the
record.

"Nobody will take Enron,” one western electricity broker said. After struggling, however, that broker
eventually found a uility that was willing to sell to Enron Tuesday morning.

Calpine, a prominent independent power producer and frader, said it was willing to sell power to
Enron.

"We continue to sell power to Enron and are monitoring the situation closely,” spokeswoman
Cathernne Poller said.

The situation Tuesday morming was fluid. One utility that refused to sell to Enron in the moming was
willing to do so In the afternocn, a person at the company said. That company's trading. however,
was still limited to the spol markats.

Credit concems about the once-dominant energy trading company were heightened with Enron's

filing of its third quarter annual report Monday evening with the U.S. Securities Exchange
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Commission,

Enron may have to pay $620 million on a note that became a demand obligation with the company's
most recent credit-rating downgrade, Enron said in Monday's filing. The company alsa warnad that
its profits in the fourth quarter could be hurt by credit concemns, a decline in asset values and reduced
trading activity.

"The 100 in and by itself is a document that could raise concemns," Fitch analyst Ralph Pellecchia
said. "We have a lot of questions outstanding relative to disclosuras thal were new to us and thair
strategies of how they are going to manage the situation.”

Companies are willing to buy from Enron in the spot gas and power markets, because taking delivery
on commadity and paying for it a month later poses no cradit risk for the buyer

An Enron spockesman didn't respond to a request for comment

Raliant Resources (RR1) and the Bonneville Power Administration, the federal government's weastern
power marketer, both said their crganizations are continuing to "do business” with Enron. But when
asked specifically if they were selling spot power or gas to Enron, spokesmen for both declined to
comment.

"Wa're watching the situation very carefully,” said Reliant spokesman Richard Wheatley. "There is a
lat of speculation bacause of the filing yesterday.”

Energy companies began shying away from Enron over the past month, as concerns about its
finances precipitated a 75% drop in its stock price and left its bonds trading at levels typically
associated with junk-rated debt.

Traders and their companies have said consistently that until Enron’s credit ratings improve, they will
continue 1o watch their exposure to Enron carefully, with trades limited to shor-term deals.

Moody's Investors Service, Standard & Poor's and Fitch all rate Enron one notch above speculative
grade. Moody's has Enren's ratings on review for a downgrade, and S&P has Enron on negative
credit watch. Fitch calls Enron's credit rating “evolving.” Enron's ability to do businass in the energy
markets depends on its maintaining investment-grade ratings.

The manager of one hedge fund that follows Enron closely said Tuesday that several trading
companies expressed strong concemns about Enron’s financial viability. But the manager thought
those concerns weren't proportionate to Enron's position.

"They have nine days to work out the 3690 million debt payment, and if they can't work it out, they
have the cash to make the payment,” the manager said.

Dynegy Inc. (DYN), which has agreed to buy Enron in a stock-swap currently worth about $10 billion,
injected $1.5 billion into Enron last week. Enron has also closed on $1 billion worth of revolving
credit lines with J.P. Morgan Chase & Co. (JPM) and Citigroup (C) in the past week, with 3450 million
of that amount closed Monday.

Developments with Enron, however, have raised enough concerns that energy companies aren't
willing to extend themselves into positions that have even the appearance of vulnerability, Sanchez of
Gelber & Associates said,
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"The industry has been shell-shocked by their recent announcements, and they're not ready to go
back to trading with them," said Sanchez of Gelber & Associates.

Some traders wondered why Dynegy hasn't stepped in to buy energy from sellers and then sell that
product to Enron. Such a move, known as "sleeving® in energy markets, serves as an ad hoc form of
credit guarantze one transaction at a time.

Dynegy didn't return phone calls on the matter.

-By Mark Golden, Dow Jones Newswires, 201-938-4604, mark.goldeni@dowjonas.com

{John Edmiston in Houston, Kristen MeNamara in New York and Jon Kamp in Chicago contributed to
this article.)

Reached later, Dynegy made clear it wouldn't take any extracrdinary measures to support Enron in
the market.

"We will operate as two separate companies until the merger is completed.” Dynegy spokesman
John Sousa said. "We have to act independently.”

Mirant Corp. (MIR), a major trader of Morth American power and gas, has timmed its business with
Enron.

“We're trading on a very limited basis,” said spokesman Chuck Grifiin, who wouldn't be more specific.

Cinergy Corp. (CIN}, a mid-sized energy trading company, said it is buying and selling gas and power
with Enron,

-By Mark Golden, Dow Jones Newswires; 201-838-4604; mark.golden@dowjones.com

{John Edmiston in Houston, Kristen MceNamara in New York and Jon Kamp in Chicage contributed to
this article.)
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Nickoloff, Peter

From: Carlaton, Marman
Senh: Tuasday, Movember 20, 2001 511 PM
To: Roseboro, Brian; Bair, Sheila, Wiedman, Mark, Bitsberger, Timathy, Grogs, Jared;

Schulthaiss, Haidilynne, Nickololf, Peler; Berardi, Stave; Pialrangedi, Fred: Whalay, Jean;
Moy, Michael, Exchner, Matthew, Hammer, Viea, Gahilonda, Jose; Lori Sanalamorena (E-
rmail)

Subject: DOW JONES NEWSWIRES: Dynegy Wont Commeant On Marger Pariner Enron's 10-0

November 20, 2001

Dynegy Won't Comment On Merger Partner Enron's 10-Q

By CHRISTINA CHEDDAR

Of DOW JONEE HEWEWIRES

NEW YORK - Dynegy Inc. (DYN) declined Tuesday to comment on whether its marger with Enron
Corp. (ENE) would be affected by the contents of Enron’s quarterly filing with the Securities and
Exchange Commission late Monday.

In the 10-0, which was filed five days past the SEC deadling, Enron revisad its third-quarter earnings
downward by 3 cents a share, and disclosed it may have to pay off a $620 million note owed 1o an
affiliated partnership because a clause in a financial agreement was triggered by the reduction in
Enron's senior unsecurad debt rating to triple-B-minus by Standard & Poor's a week ago.

The amount will have to be paid by Nov. 27 if Enron doesn't find collateral to guarantee the debi, the

company said in the filing. Enron is working to come up with an acceptable agreement on the debt,
but didn't disclose who holds the note.

- Enren used partnerships in order to hedge its investment risk, and in some cases to keep the debt
off its balance sheet. The practice is being investigated by the SEC and by an internal committee
Enron has named.

In the filing, Enron also said it may have to take a $700 million pretax charge to eamings for the
declining value of assets held by another partnership, Whitawing LLP.

Whan asked if Dynegy had known about the collateral call on the debt or about the decline in
Whitewing's value, a Dynagy spokeswoman declined to commant.

“We are referring all questions about the Enron 10-Q to Enron,” said the spokeswoman.
Representatives of Enron weren't immediately available for comment,

Dynegy agreed to buy Enron earlier this month. Earlier Tuesday, the deal was worth about $11.97
billion in stock, but Enron shares were trading at a 32.5% discount to the offer price earlier Tuesday
marming, which is a sign of the uncertainty surrounding the transaction.
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Enron shares were recently trading at $7.86, down $1.20, or 13.2%, while Dynegy shares changed
hands at $43.29, down 31 cents, or 0.8%.

A ChevronTexaco Corp. (CVX) official wasn't immediately available to comment on the matter.

ChevronTexaco, San Francisco, owns 26% of Dynegy and is providing $2.5 billion in cash to Dynegy
as part of the buyout. Last week, an inital payment of $1.5 billion was transfermed to Dyneqgy and then
to Enron to help meet Enron's immediate cash needs.

Dynegy's merger agreement with Enron contains several provisions beyond the standard “material
adverse change” provision that would allow the deal to be terminated. Still, some question whether
Dynegy was able to fully assess Enron's liabilities prior to striking the deal.

Investors have expressed frustration with Enron's lack of disclosure, and even marvelled at the facl

that the 10-Q included material that could have been mentioned in previous filings or company
conference calls.

=By Christina Cheddar, Dow Jones Hewswires; Z01-52E-5166
christina.cheddarsdow]ones . com

(Corrected 1:50 PM)

Later, Dynegy spokeswoman Jennifer Rosser said Enron's filing Monday was an “important step” in
the due diligence process Dynegy was undergoing as part of its pending acquisition of Enron.

"This kind of filing is exactly what due diligence is about," she said.
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November 21, 2001

e ———

Enron Dn 20%; Goldman Doubts Ability To Recover Business

Dow Jones Newswires

By Michelle Rama
Of DOW JONES NEWSWIRES

NEW YORK -- Investors bailed out of Enron Corp. (EMNE) as shares continued their dismal descent
Wednesday, falling more than 30% for a second day of declines after a company filing revealed even
maore financial problems than previously disclosed.

Enrons 10-01 filing Monday with the Securities and Exchange Commission prompted at least one
analyst to downgrade the company's shares

Goldman analyst David Fleischer cut Enron’s shares o market parform from its recommended for
purchase list, citing "concems about ENE's ability to recover the significant business that has bean
lost and new and major liquidity issues raised in Monday's 100 filing."

“The cash infusion from Dynegy appears inadaquate to restore the confidence of Enron customers
and we now guestion the accretion to Dynegy in a combination and valuation of energy mnvergence
shares during the current uncertain period,” Fleischer sad in the note.

If the deal's potential earnings accretion to Dynegy is questioned, investors may doubt whether

Dynegy will buy Enron. Enron’s ability to stay in business is questionable if Dynegy backs out of the
deal.

Enron officials weren't immediately available for commaent.

Shares of Emron recently changed hands at $4.99, down 28.6%, or $2, on volume of 32.5 million
Average daily volume is 19,7 million shares.

Dyneqy shares recently traded at $39.16, down $2.54, or 6.1%, on volume of 5 million. Average daily
volume is 3.2 million shares.

113

01300000000231



Nickoloff, Peter

From: Carleton, Moman
Sent: ‘Wednesday, Movember 21, 2004 1:14 PM
To: Roseboro, Brian; Bair, Sheils; Gross, Jared, Wiesgman, Mark; Geling, Jill, Sharer, James;

Fietrangedi, Fred, Berardi, Sleve; Whalay, Jean; Nickoloff, Peter; Schultheiss, Heidilynne;
Movey, Michasl; Hammer, Wiva; Eichner, Matthew, Bilsberger, Timolhy
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11421 12-38

Enron Gets Extension on $690 Min Note Due Next Week (Update1)
By Mark Jahnson

Housbon, Mow, 21 (Bloomberg) — Enron Corp., whose shares had dropped 92 percent this year amid a financlal crisis, sald
lenders extended to mid-December the payment date on 2 S690 milllcn note due next week,

Enran, which agreed (o be bought out by rival energy trader Dynegy Inc. in a transaction now valued at mere than 523
billkzm, said aarlier this week a drog in s credil rating may foroe it Bo repay the 5630 million note. The repaymeant would
gtrain cash reserves Enron needs 1o back ils irading operations, nvastars and analysis said.

The Houston-based company didnT say in it release who holds the nole, which is owed by an affiated partrership that
ans Brazdian natural-gas assets and was backed by Enron.

The nede is held by a group of banks led by the Citiank wunit of Citigroup Inc., Standard & Poaor's said in a press releass
yestenday.

Enron also & in discussions with other lenders on & restructuring of its debd, the company s&kd in a statement distribubed by
PR Mewswire.

TWe believe the inferests of Chase and Enran's other primary lenders are aligned i this restruciuring effort,” James Les,
vice president of JP Morgen Chase & Co., said in the Enron statement. "We will work with Enron and ils olfver primary
lenders 1o develop & plan to sirengthen Enrom’s iinancial postion up b and through its merger wilth Dynegy.” Morgan has
beeen advising Enran on its merger with Dynagy.

Enron said yasterday if may have to pay 58,15 billion in debt dus by 2003, suggesting the company may run out of cash
before the merger closes. Dynegy has sald the merger should cloge belore the end of B thivd quarker of 2002

Enron said in & regulatory filing that il has less than 52 bilon n cash or eredil lines.

Shares of Enron, the most active stock in LS. frading, fell §1.79, or 23 percent, to §3.20 in midday rading. Belone the
announcemant that it had renegotisted the 3630 million note, its shares had fallen as much as 42 78 percent, the lowest
kel in more than @ decade,

Dynegy fell 52.50. or & percent, 1o 339,20, Shares of ChevonTexaco Corp., which owns 26 percent of Dynegy, rose 48
cenls 1o 587.02
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November 21, 2001

Enron Closes On $450M Secured Credit Line

HOUSTON -- Enron Co. (ENE) closad on the remaining $450 million of a previously announced 31
billion in secured credit lines and said it is in active discussions to restructure its debt to improve
liquidity.

In & press release Wednesday, Enron said the 3450 million credit facility is secured by the assets of
Enron‘s Northermn Natural Gas Co.

A 5550 million credit facility, secured by the assets of Enron’s Transwestern Pipeling Co., closed
Mov. 16. The proceeds are being used to supplement short-term liguidity and to refinance maturing
obligations.

The company said the maturity on its $690 million note payable obligation will be extended to mid-
December.

Dow Jones Corporate Filings Alert reported Mcnday that Enron is currently preparing a restructuring
plan almed at taking aggressive steps to rationalize the company's existing cost structure,
accelerating the process of divesting noncore businesses and assels and restructuring scheduled
maturities of debt and other obligations.

Enron's credit lines are from J.P, Morgan, the investment-banking arm of J.P. Morgan Chase & Co.
{(JPM), and Salomon Smith Barney, the investment-banking arm of Citigroup Inc. (C).

Enron also reaffirmed its commitment to the merger with Dynegy Inc. (DYN). On Nov. 8, Enron and
Dynegy signed a definitive merger agreement that would give Enron shareholders 0.2685 share of a
Dyneqy share. Tha merger is expected to close by the end of the third quarter of 2002.

On Monday, Enron filed its Form 10-Q for the third quarter, which reflected a wider loss by 3 cents a
share. The energy company praviously reported a loss of 3618 million, or 84 cents a share, on
revenue of $47.6 billion for the third quarter ended Sept. 30

-Stephen Lea; Dow Jones Newswires; 201-838-5400
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Subject: WS arlicls an Enran accounting, Last bwo paragraphs mention Weandy Gramm

MNovember 9, 2001

Heard on the Streat

Enron's Accounting Violated
Accepted Financial Practices

By JoONATHAN WEIL
Staff Reporier of THE WALL STREET JOURNAL

What could Arthur Andersen have done to protect the investing public from Enron? Brushing up on a
basic accounting textbook might have helped, some criics say.

Confirming investors' fears, the Houston energy trader Thursday filed a lengthy disclosure document
with the Securities and Exchange Commission declaring that its financial statements going back to
1997 “should not be relied upon® and will have to be restated. Among other problems, Enron
acknowledged overstating its net income by a total of 3586 million, or 20%. Enron’s financial
statements long have been widely assailed as indecipherable. Now, it turns out, they were just plain
Wrong.

But what is most striking about the latest disclosures is that they show Enron’s misstatemeants weren't
limited merely to judgment calls and gray areas for the green-eyeshade crowd to debate. Portions of
Enron's accounting practices amountead o violations of elementary accounting principles, some
accounting specialists say.

Citing client-confidentiality rules, an Andersen spokesman, David Tabolt, declines to comment on his
firm's work for Enron, which on Friday agreed to be bought by crosstown rival Dynegy. He calls
Enron's disavowal of its previous financial statements an "unfortunate situation” and says Andersen
is cooperating with the SEC's Enron invastigation and the special committee formead by Enron to
investigate the company's accounting and disclosure practices.

[Go]Dynegy's Enron Deal Faces Uncertainties

Consider the primary reasan for the 31.2 billion reduction in shareholder equity that Enron revealed in
mid-October, sparking much of the downdraft in the company's shares. At the time, Enron said the
reduction came about because it had decided to unwind certain transactions with somea limited
partnerships with which it had done business. On Thursday, however, Enron acknowledged that the
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onginal accounting for the transactions violated generally accepted accounting principles.

Starting in eary 2000, the company said last week, Enron issued shares of its own commaon stock to
four "special-purpose antities,” in exchange for which it received a note receivable. Enron said it had
increased both its note-receivable essets and shareholder equity, a move the company called "an
accounting ermor” that it is comecting. Under GAAP, the payment a company receives when issuing
stock only counts as eguity i it is cash. As a result, Enron’s 2000 audited financial statements
overstated the company's notes-receivable assets and shareholder equity by $172 million. And
Enron's 2001 unaudited statements overstated them by $828 million. The %1 billion overstatement
represents 8.5% of Enron's previously reported shareholder equity as of June 30,

"It is basic accounting that you don't record equity until you get cash, and a note doesn't count as
cash," says Lynn Tumer, a former chief accountant for the SEC. "The question that raises is: How did
both partners and the manager on this audit miss this simple Accounting 101 rule?" Adds Douglas
Carmichael, an accounting professor at Baruch Cellege in Mew York: "Anyone that's an accountant
looking at the entry should have known® it violated GAAP.

An Enron spokesman, Vance Meyer, says. "The accounting error was just that — an error,” explaining
that, "We believed it was not material. However, it was, of course, commected ... And we did make the
correction with Andersen's concurrence." He says Andersen "performed limited quarterly reviews” of
the company's unaudited financial statements and reviewed the entries that resulted in the
shareholder-equity overstatements "to the extent they deemed necessary.”

To some who follow the accounting world closely, this has a familiar ring to it. During the past few
years, every Big Five auditor has been hit by multiple accounting debacles at high-profile clients. For
Andersen, Enron joins a list including Waste Management Inc. and Sunbeam Corp. While the names
of the clients may change, the issues remain largely the same,

For instance, Enron had reported net income of $105 million for 1987, a figure that Enron last week
said will be reduced to 38 million in its upcoming restatement for that year. Enron said the reduction
iz mostly bacause of 351 million in various unexplained "audit adjustments and reclassifications® that
its auditors had proposed in 1887 but at the time had determined to be "immatenal.” Cumulatively,
those immaterial adjustments added up to neary half of Enron's net income for 1297 and now will be
included in the company's restatemants.

That looks a lot like what happenad al Sunbeam. According to the SEC's May settlement order with
Sunbeam, Andersen auditors had routinely dismizsed so many violations of GAAP as immaterial that
they eventually piled up to produce significant distortions in Sunbeam’s financial statements, making
the barely solvent consumer-products maker look handsomely profitable. Sunbeam filed for Chapter
11 bankruptey-court protection this past February. In May, the SEC filed a civil lawsuil against five
former Sunbeam executives and the Andersen partner in charge of the company’s audit, accusing
them of engaging in a massive financial fraud; all six defendants have denied the SEC's allegations.
Andersen itsell wasn't named as a defendant and has said it belleves the lawsuil against its pariner
was an unjustified action over questions of professional judgment.

Under GAAP, misstatements aren't immaterial simply because they fall beneath a numerical
threshold, according to an SEC accounting bulletin, Under certain circumstances -- and it remains to
be seen if they apply in the Enron case -- the SEC says intentional immaterial misstaterments are
unlawful. One reason is that when immaterial misstaterments are combined with other misstatements.,
they can “render the financial statements taken as a whole to be materially misleading.®

Enron, which pald Andersen $25 millicn last year in audit fees and $27 million for other services, is
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one of Andersen’s biggest clients. So far, Mr. Tabolt, the Andersen spokesman, says the SEC hasn't
told Andersen it is a subject of the Enron probe.

Enron's disavowal of its previous financial statements also is a major embarrassment for the directors
who sit on the Enron board's audit committee, which servas as the overseer of Enron's financial
reporting, internal controls and compliance processes. Among the committee members is Wendy
Gramm, a former chairman of the Commodity Fulures Trading Commission and the wife of U.5. Sen,
Phil Gramm (R., Texas). Ms. Gramm also was a member of the audit committee of IBP Inc.. a
maalpacking company thal earlier this year became engulfed in an accounting debacle that prompted
an SEC investigation and nearly derailed Tyson Foods' since-completed plan to buy the company.

Enron last week said its audit committee had been responsible for conducting annual reviews of the
transactions between Enron and the partnerships run by former Chief Financial Officer Andrew 3.
Fastow. The company said its special committee is investigating “whether those controls and
procedures were properly implemented.” Through an Enron spokeswoman, Ms. Gramm declined fo
camment,

Write to Jonathan Weil at jonathan weili@wsi.com <maittoijonathan weilf@ws) com=
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MNovember 29, 2001

IN THE MONEY: Enron's Derivatives Could Test Courts

By CAROL 5. REMOND and PHYLLIS PLITCH
A Dow Jones Mewswlires Column

MEW YORK - Prepare for the largest test in bankruptey history of sale harbors designed to proftect the hguadity
of the nations' financial system.

Enron Corp.'s (ENE) much-anticipated bankruptey filing, if it indeed comes, is certain to be precedent setting,
First, in terms of sheer magnitude, we're talking about 362 billion in assets, But also because it's likely to
involve hundreds, if not thousands, of counterparties intertwined with Enron in various financial and cnergy
derivative transaciions.

Unlike other creditors whose claims will be stayed under US. bankruptcy laws, those counterparties will vie to
unwind their trades, may they be "power forwards®™ or credil derivalive contracts, in order o find more worthy

hedging partners.

Built in the bankruptcy code are exemptions for securities or commodities contracts, These safe harbors were
developed over the years as a sort of security blanket for the vital hedging functions that these transactions
provide.

"These special rules are designed to avoid a domino effect,” said a bankrupicy lawyer, who like many contacted
for thig column, declined o be identified given the likeliheod that he'll end up representing one or many parties
involved in Enron's expected Chapter 11 filing.

Counterparties claiming redress through these exemptions should be able to net out their various derivative
contracts with Enron, attempting to use whatever collateral was pledged under those transactions to quantify
how much money they owe to or are owed by Enron. All of that is normally done on the side, without prior
bankruptcy court approval.

The problem is that Enron will likely question attempts to unwind those trades and take issue with the manner
in which its counterparties netted their exposure to the company, ohservers say.

Given the large number of parties involved and the magmiivde of Enron's recent losses, the reatment of
derivative contracts could be further complicated by the market's lack of understanding of just how much value
is lef in Enron's assets. That's an issue that will permeate the proceedings with all of Enron's stunned creditors.
On top of its derivative exposure, Enron is on the hook for roughly $13 billion in debt,

As pant of its energy trading operations, Enron was a party to billions of dollars of derivative contracts designed
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to enable the company and its trading partners to hedge, among other things, against rapidly fluctuating energy
prices and foreign exchange volatility - stabilizing otherwise uncertain markets. By its own account,as of
December 2000, Enron was involved in roughly 520 hillion of derivative contracts on which it owed its
counterparties. Maore recent numbers aren't available.

Thoughts of an Enron bankruptcy jogged memories of past filings, such as the case of Drysdale Government
Secunties Inc., which involved public entities being left on the hook for millions of dollars in uncollateralized
government repurchase agreements,

But hankmuptey laws have evolved significantly since the 1982 collapse of Drysdale sent shockwaves through
the financial community and forced banks to pay out tens of millions of dollars to cover Drysdale’s obligations
to other government securities firms.

More recently, Orange County’s 1994 bankruptey following its derivatives debacle and the bitter dispute
surrounding German's Metallgesellschaft Ag for breach of forward petraleum contracts suggests that
acrimorniouws and lengthy litigations might be in the offling. In the latter case, many counterparties seltled out of
court and took "haircuts” after a judge ruled that independent petroleum marketers who entered into long-term
hedging contracts as protection against escalating fuel prices could sue the metals and engineering conglomerate
for breach of contract.

But the extent 1o which those cases provide any lessons for Enron and 1s denvative counterparties remains o
be seen, experts said, depending on what sticky and complex issues might arise in potential court actions.

Meanwhile, although Enron has yet to file for bankruptey, most of its derivative counterparties are likely
already scrambling to exit their trades.

That's because Dynegy Inc.'s (DYN) decision Wednesday to abandon its plan to rescue Enron all but sealed the
fate of the ailing Houston energy trader which has been hobbled by accounting imegulanties and unguantified
off-balance-sheel Labilities. Earon shares plummeted bom about 390 a share last summer 10 36 cents Thursday.

Denvative conteacts are built around master agreements developed by the Intemational Swaps and Denvatives
Association. As far as its power purchase deals go, Enron is said to have favored master agreements drafted by
the Edison Electric Institute, which draws heavily on ISDA's blueprint.

Thosc master agreements include certain events under which a counterparty can terminate a fransaction. Among
those are failure 1o pay, failure o deliver and, of course, bankrupiey.

Whether counterparties will be able to clam exemption [fom the automatic stay that prevenis anyone [rom
lerminating contracts with a company that filed for bankruptey will hinge on the type of deals they're a party to
and whether they meel certain statulory requirements, Although Enron and ils lawyers are likely to nitpick the
unwinding of each and every contract involving the company, legal experts noted that Enron's fondness for EEL
agreements should help those entangled in power purchaze agreements (o liquidate their positions since these
contracts treat all participants as forward contracts merchants. Such merchants are exempt from the stay
stipulated by section 362A of the bankruptcy code.

Key to how well or poorly counterpartics will make out now that Enron's business has been all but dried out, is
how much if any collateral protects their transactions.

%o far, it's unclear how much of Enron's derivative transactions were collateralized. But lawyers familiar with
the matter said it was likely that a large amount of thoze contracis were not collateralized.

That's likely 1o be bad news for some counterparties, Because if they're owed money by Enron on their netted

derivative exposure, they’ll have to join other unsecured creditors, likely receiving little of their claims. The
bonds and bank debt of Enroen took a nose dive afier Dvnegy rescinded 1ts merger offer, with trading levels
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indicating that those mostly unsecured ereditors thought they would recoup only 20% to 25% of the money
lpaned to Enron.

-By Carol 5. Remaond, 201-938-2074; Dow Jones Newswires: caral remondindowjones, com

iPhyllis Plitch contributed to this column.)
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November 29, 2001

IN THE MONEY-2:Collateral Key To Counterparties Recovery

Do Janers Newswirgs

Thoughts of an Enron bankruptcy jogged memones of past filings, such as the case of Drysdale
Government Securities Inc.,, which involved public entities being left on the hook for millions of dollars
in uncollateralized government repurchase agreements.

But bankruptcy laws have evolved significantly since the 1982 collapse of Drysdale sent shockwaves
through the financial community and forced banks to pay out tans of millions of dollars to cover
Drysdale’s obligations to other government securities firms,

More recently, Orange County’s 1994 bankruptcy following its derivatives debacle and the bitter
dispute surrounding German's Metallgesellschaft Ag for breach of forward petroleum contracts
suggests that acimonious and lengthy litigations might be in the offing. In the latter case, many
counterparties settled out of court and took “haircuts” after a judge ruled that independent patroleum
marketers who entered inte long-term hedging contracts as protection against escalating fuel prices
could sue the metals and engineering conglomerata for breach of contract.

But the extent to which those cases provide any lessons for Enron and its denvative counterparties

remains to be seen, experts said, depending on what sticky and complex issues might arise in
potential court actions.

Meanwhile, although Enren has yet to file for bankruptcy, most of its derivative counterparties are
likely already scrambling to exit their trades.

That's bacause Dynegy Inc.'s (DY M) decision Wednesday to abandon its plan to rescue Enron all but
sealed the fate of the ailing Houston enargy trader which has been hobbled by accounting
irreqularities and unquantified off-balance-shest liabilities. Enren shares plummeted from about $80
a share last summer o 36 cents Thursday.

Derivative contracts are built around master agreements developed by the International Swaps and
Derivatives Association. As far as its power purchase deals go, Enron is said to have favored master
agreements drafted by the Edison Electric Institute, which draws heavily on ISDA's blueprint.
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Those master agreements include cerain events under which a counterparty can terminate a
trangaction. Among those are failure to pay, failure to deliver and, of course, bankruptcy.

Whether counterparties will be able to claim exemption from the automatic stay that prevents anyone
from terminating confracts with a company that filed for bankruptcy will hinge on the type of deals
they're a parly to and whether they meet certain statutory requirements. Although Enron and its
lawyers are likely to nitpick the unwinding of each and every contract involving the company, legal
experts noted that Enren's fondness for EEl agreements should help those entangled in power
purchase agreements to liguidate their positions since these contracis treat all parficipants as forward
contracts merchants. Such marchants are exempt from the stay stipulated by section 3624 of the
bankruptcy code.

Key to how well or poorly counterparties will make out now that Enron's business has been all but
dried out, is how much if any collateral protects their transactions.

So far, it's unclear how much of Enron’s derivative transactions were collateralized. But lawyers

familiar with the matter said it was likely that a large amount of those confracts were not
collateralized.

That's likely to be bad news for some counterparties. Because If they're owed maoney by Enron en
their netted dervative exposure, they'll have to join other unsecured creditors, ikely raceiving little of
their claims. The bonds and bank dabt of Enron took a nose dive after Dynaqgy rescinded its merger
offer, with trading levels indicating that those maostly unsecured creditors thought they would recoup
only 20% to 25% of the money loaned to Enron.

-By Carol 5. Remond, 201-938-2074; Dow Jones Newswires; carol.remond@dowjones.com

{Phyllis Plitch contributed to this column.)
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Movember 29, 2001

Bank Regulators See No Systemic Risk From Enron Collapse

By REBECCA CHRISTIE

af [OW JONEE NEWSWIEES

WASHINGTON -- U.S. bank regulators say the financial collapse of energy giant Enron should have
litile lasting impact on the banking industry.

Mone of the four major bank regulators expressed concern Thursday that Enron's meltdown would
snowball into systemic problams.

"It's something we are looking at. We have not identified anything that would concern us a great
deal." said Mark Schmidt, assistant director of supervision for the Federal Deposit Insurance
Corporation, of possible ripple effects from Enron's difficulties. "Obviously the Enron situation is
something we and other regulators are following closely.”

Bank regulators generally don't comment on specific banks. Schmidt said the banks the FDIC has
been contacted haven't expressed undue concem about Enron's crisis. Schmidt said regulations and
internal guidelines generally limit bank exposure to any one company and even any one industry.

"We are not aware of any individual bank that house oultsized direct exposure to Enron,” Schmidt
said. "Obviously, thera will be some losses suffered.”

Citigroup was one of the banks with the closest ties to Enron’s failed deal with Dynegy Inc., which
scotched its buyout bid Wednesday as financial ratings agencies lowered Enron to junk status.
Citigroup is regulated by the Office of the Comptroller of the Currency, which had no specific
comment on that bank but expressed confidence in the banking industry’s ability to weather the
starm.

"The OCC continually monitors market conditions and banks are always in the process of taking
profits and losses,” said a spokesman for the Office of the Comptroller of the Currency. "The OCC is
confident that any losses due to market conditions can be accommodated with minimum impact.”

Another major would-be dealmaker, JP Morgan Chase, is regulated by the Federal Reserve. The Fed

had no specific comment on banks' exposure to Enron, but a spokesman for the Federal Reserve
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Bank of New York noted Wednesday that "the markets are functioning normally.”

The Office of Thrift Supervision, whose members generally lend to homebuyers and smaller
businesses, alse was not expecting a major npple effect.

"It Inoks like the Enron deal would have no broad-range effect on the thrift industry,” said Office of
Thrift Supervision spokesman Sam Eskanazi, who noted that thrifts tend to lend to smaller
businesses. Still, he said OTS was "monitoring the situation carefully.”

-By Rebecca Christie; Dow Jones Newswires; 202 862 5249; rebecca.christie@dowjones.com
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MNickoloff, Peter

From: Carleton, Moman
Sent: Thursday, Movember 29, 2001 §:19 PM
Ta: Bair, Sheila; Berardi, Steve, Bitsberger, Tmathy; Cetina, Jill; Eichner, Matthew; Gabilondo,

Jose; Gross, Jared; Hammer, Yiva; Lori Sanalamorena (E-mail);, Mickoloff, Peter, NMovey,
Michael, Pigtrangell, Fred; Rosebore, Brian, Schullheiss, Heidilynne, Sharer, James, Whaley,
Jean; Wisdman, Mark; Biager, Peter; DaMarco, Edward; Dorsey, Karen; Ellett, Marha; Ellis,
Ciina; Huffman, Lucy; Hughes, Gerry; McGhem, Tom; Molnernay, Robarta; Salladn, Anne;
Smith, Amy; Sutton, Gary, Tishuk, Brian

Subject: Enrgn's Financial Woes Ripple Oul Across Asia

November 30, 2001

Major Business News

Enron's Financial Woes
Ripple Out Across Asia

By Jason BoOTH, HENNY SENDER and RICHARD B. SCHMITT
Slaff Reporters of THE WALL STREET JOURNAL

The sudden deep financial troubles of U.5. energy giant Enron Corp. sent ripples of concam across
Asla, damaging investrments in Japan and potentially undermining businesses in South Korea and
Australia.

The uncertainty for Asia is likely just beginning. If Enron files for protection under Chapter 11 of tha
federal Bankruptcy Code in the LS., as many inveslors and financial experts now expect, it is likely
to be one of the messiest, most complex bankruplcy cases ever, lawyers say, That is because of the
multifaceted nature of Enron's once highflying operations, which combined a global energy business
with a massive financial-trading operation invalving tens of billions of dollars in complex contracts. A
filing by Enron, with about 313 billion in debt, would rank among the largest bankruptey filings ever.
Enron has about 800 trading partners or creditors.

Tha scale of the Enron collapss is huge, experts say. "There is nothing to compare it to,” said
Edward Tillinghast, a bankruptcy specialist with Coudert Brothers in New York. "The business was so
large. There were so many different kinds of operating entities under the Enron umbrella,”

On Wednesday, as the last-ditch merger with Dynegy Inc. unraveled, the company’s credit was
downgraded to "junk” status by rating agency Standard & Poor's Corp. The stock market, signaling
that a bankruptcy filing is expected, hammered Enron stock, which was halted for a time on
Wednesday, and knocked lower some of its financial backers’ shares. Enron shares closed at 4 p.m.
in Mew York Stock Exchange composite trading at 61 cents, down $3.50, or 85%. Thursday moming
in New York, Enron was trading down 33%, or 20 cents, to 41 cents. On Wednesday, Enren bonds
also fell sharply, dropping to 50 cents on the dollar from around 55 cents, reflecting concerns over
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how much creditors might receive if the company does ssek bankruptey-court protection.

Enron spokeswoman Karen Denne said the company is exploring its oplions and wouldn't commaent
on whether it has retained bankruplcy counsel.

The fallout in Asia was felt immediately on Thursday, The biggest news was in Sydney, where Enron
Australia said it was suspending operations pending further developments regarding its U.S. parent.
"We are now waiting for clarification about Enron’s situation globally and will advise the local market
once we have received that advice,” legal counsal Rob McGrory said.

The announcement followed a warning by Standard & Poor's about counterparty exposurs in the
Australian electricity market, citing the overnight downgrade of Enron. "The recent developments
with Enron serve as a further example of the credit risks faced by energy market participants as they

seek to manage their markel risks in Australia's volatile power market,” said Laurie Conheady, an
associate director at Standard & Poor's.

Similarly, Enron's presence in South Korea appears to be nearing an end. According to officials at 5K
Corp., Enren plans to sell its 50% stake in joint venture energy distribution firm SK-Enron Co, SK-
Enron was formed in 1929, and controls about 25% of South Korea's natural-gas market, according
to the firm's Web site.

Analysts said that Emron had offered to sell its stake to SK Corp., yet the Korean pariner said it has
no plans to buy the shares. "We already hold 50% ... we don't need the rest,” said a company
spokesman, Daniel Youn.

Enron was also considered a potential buyer of power generation assets from Soulth Korean

government-controlled Korea Electric Power Corp. Kepco is looking to sell assets as past of a wider
privatization drive.

Pressure elsewhere in the region was felt primarily in the financial markets. In Tokyo, the value of
money management funds Nikko Asset Management Co., UFJ Partners Assel Managemaent Cao.,
Japan Investment Trust Management Co. and Sumisei Global Investment Trust Management Co.,
fell due to their exposure to Enron dabt, which amounted to about 40 billion yen {$324.9 million).
Enron news also sparked volatility in the copper and U.S. dollar market, according to traders.

Other financial backers of Enron were negatively effected as well. J.P. Morgan Chase and Citigroup,
which have invested hundreds of millions of dollars in hopes of keeping the Enron-Dynegy deal alive,
saw their stocks fall on Wednesday trading in the U.S. On Thursday morning Citigroup shares posted
slight gains, rising 19 cents to $47.99, while J.P. Morgan Chase shares were flat at 337.50. J.P.
Morgan Chase said in a statement it has about $500 million of unsecured exposure o Enron entities,
including loans, letters of credit and derivatives. It said it also has secured exposures, including $400
million in loans secured by Enron pipelines.

Besides banks and bondholders, dozens of companies, municipalities and utilities in the U.S. that
had signed multiyear power contracts with Enron may be left in the lurch. Over the years, the likes of
retailer J.C. Penney Co., and shopping-mall company Simon Property Group signed on with Enron,
as it undercut local utilities in newly deregulated markets.

-- Rebecca Smith and Rabin Sidal contributed o this aricla.

Write to Jason Booth at jason.booth@aws].com <mailto:jason.booth@aws].com=>, Henny Sender at
henny.senderf@ws|.com <mailinchenny senden@wsj.com=> and Richard B. Schmitt at
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rick,schmi i. <mailto:rick. schmitti@ws|.com:=>.
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Mickoloff, Peter

l— e ——————

From: Carleton, Mosman

Sent: Friday, Mowembear 30, 2001 J:44 FM

To: Salladin, Anne; Bair, Sheis; Berardi, Steve; Bisberger, Timethy, Cetina, Jill, Eichner,

Malihesw: Gabilondo, Jose, Gross, Jared; Hammer, Viva; Lon Sanatamorana {E-mail |,
Mickoloff, Peter, Movey, Michae!; Pietranged, Fred; Roseboro, Brian; Schultheiss, Heidilynne;
Sharer, James; Whaley, Jean; Wiadman, Mark

Subject: DJ: Enron's Ghobal Resch

Glick on can o 82 map.

Enron's Global Reach

=

L =R rn PR L
i

North America

Purchases, markets and delivers natural gas, electricity and cther commeodities, and runs a broad
range of price, risk management and financing services,

Latin America

Has interests in natural gas, crude oil and products pipelines and a transmission system for the
distribution of electricity.

Europe

Delivers physical commodities, price risk management and financing services, operates several
power plants.

Asia/Pacific

Owns interests in electricity-generating plants and distribution of natural gas ligquids; conducts
commaodity risk management and finance services,
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GLOBAL SPRAWL

& lood at where Enron's major assts, operations and interests lie;
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Nickoloff, Peter

_— R —
Fram: Carleton, Morman
Sent: Frday, Movember 30, 2001 3:43 PM
To: Mecholodf, Peler, Schultheiss, Hesdihmne, Eichnar, Matihew
Subject: Article on Enron and Arihur Andarsan

November 30, 2001

SEC Starts Probe of Enron Audits
Conducted by Arthur Andersen

By JONATHAN WEIL
Staff Reporier of THE WALL STREET JOURMAL

[Advertisement]

<http.//ad.doubledick.netjumplinteractive. wsj.com/dema_yes.him;famil=group_usbus:sz=
300x250,0rd=070442>

Advartisameant

The Securities and Exchange Commission's investigation of energy trader Enron Corp. has now
expanded to include the actions of the company's auditor, Arthur Andersen LLP.

The SEC has subpoenaed records from Arthur Andersen as part of the agency's formal investigation
into Enron’s accounting and financial-disclosure practices.

That Andersen’s actions would become a focus of the SEC's investigation isn't surprising, accounting
and securities-law specialists said. This month, Enron disavowed its financial statements going back
t 1897, and Enron's market value has plunged more than 375 billion since it peaked last year.
However, until Thursday, Andersen's public position was that the SEC hadn't told the firm itis a
subject of its investigation into Enron.

Given the subpoenas, the delivery of which Andersen spokesman David Tabolt confirmed in an
interview Thursday, the Big Five accounting firm now has concluded that the "work of our
engagement leam is a subject of the SEC investigation,” Mr. Tabolt said. The subpoenas cover a

litany of documents, mainly working papers generated by the Andersen team of auditors assigned to
Enron, he said,

CNBC Dow Jones Business Video
Media <http/fwww.cnbedowjones com/msnbe/November_01/112801/asx/1 120waltr.asx>
Lost Credibility:
Dynegy CEO Chuck Walson says Dynegy was given Enron's third-quarier financial report caly thes hours before it was
filed, and was surprised by Enron's disclosures,
Leamn About CNBC/Dow Jones Business Video <hitp:iwww. cnbodowjones.com/wsjiel>
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Get starfed with audioivideo

However, he declined to be more specific about what information the SEC sought. He also declined
to say when the subpoenas were issued or whether SEC officials had begun conducting interviews of
Andersen parsonnel,

An SEC spokesman declined to comment.

Andersen likely will face questions on a host of fronts. Among tham are whether Andarsan should
have required Enron lo better explain its dealings with several parinerships operated by former Enron
officers before agresing to bless the company’s financial statements, Securities-law specialists said
Andersen likely will face queslions aboul why it agreed to sign off on Enron's decision not to
consolidate several off-balance-sheat financial vehicles whose debts ultimately were Enron's
responsibility.

The firm likely will also face questions about whether it was unduly influenced by the unusually large
fees Enron paid Andersen over the years. In 2000, Enron paid Andersen $52 million, including $27
million for consulting services, making Enron Andersen's second-largest U.S. dient.

Further, some of Enron's accounting violations appear to have amounted to basic violations of
generally accepled accounting principles. Enron, for example, earlier this month acknowledged
improperly boosting its shareholder equity by $1.2 billion by swapping shares of its own stock for a
note receivable from a limited partnership tied to one of its former officers. Additionally, Enron
boosted its earnings over the years by declining to make cerain audit adjustments that Andersen had
proposed, But at the time, Andersen determinad those adjustments to be "immaterial.” In 1297, for
instance, those adjustments added up to nearly half of Enron’s net income, And other questions
about Andersen's level of responsibility could well arise as investigators dig deeper into the case.

[GolSee full coveraga of the rise and fall of Enrghn

Alan Bromberg, a securities-law professor at Southern Methodist University in Dallas, said Andersen
could face stiffer-than-usual sanctions from the SEC, depending on what investigators find, because
of the firm's recent brushes with the SEC over audit failures at Sunbeam Corp. and Waste
Management Inc. Among the possible sanctions the SEC may consider, he said, are prohibitions
against Andersen taking on new audit clients for a period of time and prohibitions on certain firm
partners from practicing accountancy before the SEC.

Mr. Tabolt said Andersen will cooperate with all government investigations, but declined to comment
on them in detail.

Andersen’s rola in the Enron proba also could present sticky issues for SEC Chairman Harvey Pitt,
whose former law-firm clients include Andersen and the other Big Five accounting firms. In a June
letter to the SEC's ethics officer, Mr, Pitt said he wouldn't take part in decisions by the commission
related to his former law-firm clients for a year.

An SEC spokesman declined to comment Thursday when asked if Mr. Pitt will recuse himsalf fram
the Enron probe.

In an interview earlier this month, the SEC’s general counsel, David Becker, said commission
officials are "not going to comment on a commissioner's choice in any particular case." But he added:
“I do think the public is safe in assuming that the chairman, like all the other commissioners, is quite
awara of his ethical obligations and will behave consistently with them."
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Separately, U.5. Rep. Billy Tauzin (R-La.), chairman of the House Commearce Committee, Thursday
asked his committea staff members to begin investigating Enron's collapse. Mr. Tauzin, whose
committee has oversight over accounting standards and practices, said ha expects to hold hearings
on the matter in the near future, focusing in large measure on Enron's financial misstatemeants. Mr,
Tabolt said Andersen will coopearate with the commillee's investigation.

Accounting for Its Accelinting

With the broadefing of the Securities and Exchange Commission probe intd Enrondo include the

worko ors g.mumnamhn regulators would be likely to ask the following sorts of questions,
m@ﬁtﬂﬁuma accounting professors: " v

' Were financial-statement disclosures regarding Enron's fransactions with company insiders too,
o understand®

IEEn auditors aware that ce balance-shesat pai ips
d into Enron's balancs s gy wara intha com % wﬂmﬁmﬁb%
“Ei%@an auditors knowingly sign. -nﬂ;- ome "immaterial” accounting viclations, ignoring
-collectivaly distorted Enron's. éﬁg

Congressional scrutiny won't be limited to Andersen and Enron either. In a statement Thursday, the
House Commerce Committee's leading Democrat, John Dingell of Michigan, said his focus will also
fum to, among cther groups, the Financial Accounting Standards Board, adding that "our accounting
and auditing system and its oversight are sericusly broken and nead immediale reform,”

2

Critics of Enron have long complained that Enron was able o aggressively boost its earnings through
loopholes in the board's current standards. For instance, the board has been working on a praject for
maore than a decade to tighten the rules governing when companies must consolidate certain off-
balance sheet "special purpose entities” like the kinds utilized by Enran that kept billions of dollars of
debt off its balance sheet. And the board says it still isn't close to finishing the project.

Also, over the past two years, as Enron emerged as a highflying symbol of the New Economy, many
investors didn't realize that much of its reported profits were noncash unrealized gains. Those gains
depended on a multitude of undisclosed assumptions about future market factors that were subject to
later revision, such as changes in electricity and natural-gas prices

At the heart of those gains is an accounting technigue that allows energy traders to include as current
earnings those profits they expect to realize from energy-related contracts and other derivative
instruments in future periods, sometimes stretching over more than 20 years, even in situations
whera markets aren't well established and quoted prices aren't readily available. To date, the
accounting-standards board has given energy traders almost boundless |atitude to value their energy
contracts as thay see fit,

Analysts and investors already have begun calling for greater disclosure by other energy traders of
the assumptions underlying their noncash gains. In a résearch note Thursday, for instance, Goldman

Sachs analyst David Fleischer said, "Investors are likaly to ba asking much more difficult questions
and o be dissatisfied with less than full answers and anything but radically enhanced disclosures.”

At the accounting-standards board, research director Tim Lucas declined to comment on Enron
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spacifically, But he said he expects the board will face increased calls to revise its standards for
consolidations of affiliated entities and ils disclosure requirements for companies reporting unrealized

gains from derivative contracts.

Write to Jonathan Waeil at
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N Ii.:lr.-:ilu.:ri‘l"E Peter

From: Carlaton, Marman
Sent: Friday, Mowvernber 30, 2001 355 PM
Ta: Bar, Shela; Besardi, Sleve, Basberger, Timothy, Ceting, J9&, Eichner, Malihew, Gabilondo,

Jose; Gross, Jared; Hammer, Viva; Lor Sanatamorena (E-maily; Nickoleff, Peter; Novey,
Michaed, Pietrangeli, Fred, Roseboso, Brian, Schulthelss, Heldilynne; Sharer, James, Whaley,
Jean; Wiedman, Mark

Subject: 0. Enran Collapse Could Weigh Heawy On Some Insurers

November 30, 2001

Enron Collapse Could Weigh Heavy On Some Insurers

By CHAD BRAY

of DOW JONES NEWSWIRES

MEW YOREK -- The insurance industry didn't need Enron Corp.'s (ENE) problems, particularly when it
comes to reinsurance prices.

Primary insurers could be on the hook for as much as $2 billion in claims against directors and
officers policies, surety bonds and financial guarantees related to the Houston energy trading firm,
which, among its options, is considering seeking Chapter 11 bankruptcy protection. Some insurers
also will likely take a hit in their investment portfolios if Enron defaults on its bond payments.

The loss would be material, but not devastating for the industry. However, amid the backdrop of the
World Trade Center disaster, Enron's impact could pressure some firms going forward, particularly if
most of their Enron risk was ceded 1o reinsurers. "This event is likely to exacerbate the (reinsurance)
capacity shortfall in the market that already exists, making 2002 one of the more, if not the maost,
powerful pricing years in recent history,” said Alice Schroeder, a Morgan Stanley insurance analyst.

Reinsurance prices were rising prior to the Sept. 11 terrorist attacks. Rates are expected to rise
dramatically in light of the events as reinsurers get a handle on how o insure this new risk in the U.3.

Aviation rates, for example, have already climbed 200% to 300% in some cases, Reinsurers also are
willing to take on less risk, forcing primary insurers to keep more of the coverage or write policies
offering less coverage.

Chubb Corp. (CB), a Warren, N_J.. insurer, said it was raviewing its surety bonds related to Enron
and could have a maximum net pretax exposure under outstanding surety bonds of about $220
million. The firm said its after-tax exposure is 5143 million, or 82 cents a share.,

A company takes out a surety bond in the event it can't fulfill a contractual obligation. Typically, surety
bonds would pay out any monetary guarantees if a company was unable do so. Surety bonds ara
often used to improve a firm's credit rating.

The insurer was unable to estimate the actual amount, if any, that they may be required fo pay or the
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timing of those payments because of contingencies, including the actions of others, possible judicial
rulings or the amounts that Chubb may recover under surely bond documents, No claims have yel
been filed under the surety bonds,

Jay Cohen, 8 Mermrill Lynch analyst, said Chubb's surety bond obligations in regards to Enron
generally guaranteed the delivery of natural gas to energy producers, such as ulilities. Each bond
could have differant defined evants that would trigger a claim, such as a bankruptcy, Cohen said.

"The Enron loss will likely be a very sizable one in the surety line, a line that was not particulary
effected by the Trade Center allack,” Cohen said. "The loss will likely exceed $1 billion and we note
that the industry wrote surety premiums totaling $3.5 billion in 2000. We would expect this loss to
have an effect on insurers' risk appetite pertaining to surety obligations.”

Cohen said Chubb likely has reinsurance for its losses and that its gross exposure is "above the 3220
million maximum net exposure.”

Ron Frank, a Salomon Smith Barney analyst, said, while the Enron situation is clearly "unusual,” the
loss should be viewead relative to Chubb’s overall financial condition, which is quite solid. He sad
Chubb's historical profitability in surety is "very good even including Enron.”

Frank noted the Chubb announcement didn't address any other exposure to Enron, such as
directors and officers liability, "Management did comment 1o us thal if they saw another exposure
material to earnings per share, it would have been released,” Frank said. "We infer from this that
reinsurance and reserves will meaningfully mitigate such exposures.”

Large surety writers include St. Paul Cos. (SPC), American International Group (AlG), CNA Financial
(CMA), Act Ltd. (ACE), Safeco Corp. (SAFC) and the Travelers unit of Citigroup Inc. (C). However,
not all large writers of surety obligations necessarily have an exposure to Enron.

At the same time, a major Enron loss could inhibit some traditional property-casualty insurers from
writing financial guarantee-related risk in the future, said Schroeder, the Morgan Stanley analyst.

Schroeder noted that could be a positive for traditional financial guarantors in terms of less
compelilion, bul could also be a concam,

For example, Ambac Financial Group Inc, (ABK) and MBIA Inc. (MBI), both traditional financial
guarantors, have been able to "wrap” lower levels of risk on certain collateralized debt obligation
deals with traditional P&C insurers, while taking the higher, or less risk prone, layers for themseles.
Being conservative in nature, they might not be willing to take on the more risky layers in the future,

By Chad Bray, Dow Joeneg Newawires, 201-938-5293
chad.bray@dowjones , com
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Nickoloff, Peter

From: Carlelon, Marman
Sent: Friday, Mowernber 30, 2001 3:58 PM
To: Bair, Sheila, Berardi, Sleve; Bilsbarger, Timothy; Cetina, Jil; Eichner, Matthew:, Gabliondo,
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Michael, Pietrangeli, Fred, Roseborg, Brian; Schultheiss, Heidilynne,; Sharer, Jamas; Whalay,
Jean; Wiedman, Mark

Subject: DJ: Envan SII Considering Opbions, Sources Say

Movember 30, 2001

Enron Still Considering Options, Sources Say

Dow Jones Newswires

By Chrisecina Cheddar and Janet Whitman
Of DOW JONES HEWSWIRES

NEW YORK — Enron Corp. (ENE) is still considering all of its options, including the likelihcod of filing
for bankruptcy protection under Chapter 11, people close to the maller said.

Such a decision, however, will not come until next week, these people said.

Some Enron employees are being told not to expect any action over the weekend, these people
said.

Although the people famiiar with the situation insist an all-out liguidation - known as a Chapter 7 filing
= isn't in the cards, some industry obsarvers continue to speculate that the beleaguered company
may be forced to go that route.

With its energy trading business crippled on Wednesday by the downgrade of its debt to junk status

and a buyout by Dynegy Inc. (DYN) nixed later that day, Enron’s fortunes have been in a downward
spiral.

Enron’s once high-fiying stock has also nose-dived, swapping hands recently at 30 cents a share.
The stock had traded above $20 a share last year, and, all told, equity shareholders have lost over
560 billion. Meanwhlie, Enron's outstanding bonds trade at prices of around 15 cents on the dollar.

The weakness in Enron's bonds - down from the upper 50-cent range before Wednesday's
developments - suggests bondholders don't expect much if any recovery on their investments.

There is little doubt that any proceedings will be complex and time-consuming, given the nearly 362
billion in assets on Enron’s balance sheet (as of its last quarterly financial report). Also, the court
would have 1o wade through and untangle many items not listed on its balance sheet. Those
financing vehicles are what sparked the company's troublas last month,

Enron’s liabilities are still a matter of debate. The company has an estimated $13 billion in debt on its
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balance shest, and a further $7 billion in financings off the balance sheet. However, there may be
other obligations lurking in connection with its investment partnerships.

Then, too, what kind of company Enron would be under a bankruptey reorganization is also
uncertain.

Since the debt downgrade, Enron's trading business appears damaged beyond repair. Without a
viable credit rating, the company no longer has access to the reams of cash it needs to run that
business.

Underscoring Enron's woes, the company told some of its trading partners on Friday that it will
default on some of its deliveries of wholesale electricity under contract for Sunday and Monday,
people familiar with the situation said.

some observers had expected Enren to file for bankruptcy protection as eary as this week. But the
people close to the situation said the complex business structure is slowing the process, And where
the company would file is also a question: The Houston-based company could file where it's
headquartered, but it's also incorporated in Oregon, and many companias look to the favorable
courts of Delaware whenever possible.

Enron hired restructuring and bankruptoy specialist Blackstone Group late last week to advise it on
corporale matters and to help restructure ils dabt.

The company also is being advised by law firm Weil Gotshal & Manges, a bankruptcy specialist.
-By Christina Chaddar, Dow Jones Newswires, 201-938-5166 christina_cheddan@dowjones.com

-By Janet Whitman, Dow Jones Newswiras; 201-838-5248, janat. whitman@ dowjonas.com
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Nickoloff, Peter

From: Carleton, Moman
Sent: Friday, Movernber 30, 2001 4:24 PM
To: Salladin, Anne, Bair, Sheila, Berardi, Steve; Bilsberger, Timathy, Cetina, Jill; Eichoer,

Mattnew, Gabdondo, Jose; Gross, Jared; Hammer, Viva; Lor Sanatamorena (E-mai);
Mickoloff, Peter; Novey, Michae!, Pistrangeli, Fred: Roseboro, Brian; Schultheiss, Heidihmne;
Sharer, James, Whaley, Jean; Wiedman, Mark

Subject: Bloomberg: Enron Fires UK. Workers, Plans Bankropbey Soon (Update1)

Enron Fires U.K. Workers, Plans Bankruptcy Soon (Update1)
By Mark Lake

MNew York, Moy, 30 (Bloomberg) — Enron Corp. fired 1,100 employess in the UK. as the energy trader soughl 1o line up
financing for the largest ULS. bankrupicy recrganization,

Enron's bankers, led by J.P. Morgan Chase & Co. ang Salomon Smith Barney Inc., sought o arrange more than 51 billion
of loans to help Enron trade while in Bankruptcy, said people familiar with the siuation, The deblor-in-passession financing
may be secured in parl by $1.8 bilion in proceads Enron expects 1o receive by selling its Porfiand General Electric Co.
unil.

Enron is also considaring using its Northern Matural Gas Co. pipeline, which analysts estimale is worth $2.7 billion, as
collateral for new loens, Dynegy Inc. said it would seek to block sueh 8 move By exercising an option to purchase the
plpesines,

" This whole thing is gaing to be in the courts,” said Kathleen Vuchetich, who helps manage $1.4 billion in assets, The firm
awns Dynegy shares in the Strong American LHilities fund fhat Vuchetich helps run.

Enron will have 250 UK. workers after the dismissals, according o a statement by PricewaternouseCoopers, which is
overseaing the company’s British operations, Ervon has 8,800 workers in Europs and 21,000 bobal,

Mare firings are likely in the U.S. alter its $23 billion acquisition by Dynegy collapsed earlier this week. That failure, and 2
credit-rating downgracde o junk, kefl the company short of cash needed 1o pay its $15 billion of debt.

Enron, with less than 52 billion in cash as of last week, needs to pay $590 million to lendars by mid-Decamber and is
responsible for another 53.9 billion in debt owed by alfaled parnerships,

Pipeling Debale

Dynegy said it pans o ke over Envon's Morthern Matural Gas pipeline on Dec. 12, even if Enron files for nDankrupiey,
Dynegy invested $1.5 billion in Enron &5 part of the merger plan, giving it preferred stock in Northern Nalural Gas. Dynegy
backed out of the takeover Wednesday.

Enron likely will go to court to argue that Dynegy didn't have the right to end the merger, so il sheuldn't gel the pipeling,
Mew York bankrupley lawyer Robert Christmas sald, Enron needs collateral for loans 1o stay in business,

Enron plegged assets of Morthern Natural Gas and Transwestarn Pipeling as collateral for $1 billion in loans from JP.
Morgan and Salomon this manth. The banks may nol back Enron's claim. as they are more likely 1o be repaid by Dynegy,
said Fahnestock & Co. analyst Fadel Ghedl.

"'l expact to sea Enfon, J.P. Morgan, Citibank and Cynegy all in court fighting over who owns the pipeline,” said Jon Kyle
Cartwright, a fixed-income senior analyst at Raymond James & Associates, Al this poinl we put our chips on Dynegy. We
auspect they had the fime and axpertise o pedect their purchase "

Biggest Pipeline

Dynegy will assume 3950 million of Northern Natural debt with the purchase. Enran can buy the pipeline back Il il pays
Dyregy 31.5 billion, plus interast, within 180 days of the merger's collapsa, Dynegy Chalrman Chuek Watson said
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yesterday, Watson sasd he would rathes gel ine pipeling than recoup 1B mvestment,

Morthern MNatural Gas, the biggest of Ennon's four gas pipslines, sirefches from the Pesmian Basin in Texas to the Great
Lakes, Dynegys right 1o buy it 7is nol dependent on Enrem’s agressmaent o our right 1o terminate the merger " Dynegy
Chief Fmancial Officer Rob Doty said today in a statement,

Sharas of Envon fell O cents to 27 cants In early afternoon trading. Thay had fallen 99 percent singe mid-Oclober. Dyneagy
fell 52,34, or 7 percent, to $31.21. Enron's unsscured bonds ware bid at 18 cents on the dollar this moming, down about 3
canls from yesierday, traders said,

Enron, which god its slarl as a natural-gas pipeline company, was transformed in the past decade into the biggest
competitor in the business of reding energy. As par of the company's atrategy, it shifted s focus from developing assels
such as pipelines and power plants 10 developing markets for commodilies, As & resull, Enron has lew assels il can use
a5 collateral for koans.

On the Brink

Enreon has been unable to raise enough cash fo ensure it can pay debls and is having trouble financing daily coerations,
Dynegy's decision o back oul of he acquisilion el Enton on e Brink of bankrsphcy,

Worthern Natural Gas can 1ake any action, inchuding filing Tor bankrupley, wilhoul the consent of Dynegy a% a prefermed
sinckholdes, Dynedny Said i the slalémen

""From what | understand, Dynegy has as strong a lagal claim o the pipeline as they can have,” said Commeszbank
Securities analyst Andre Meade. " They struchured the deal in & way, with bankrupicy as a likely scenario, to have good
legal standing.”

Meade rates Enron “sell” and Oynegy "buy® and dosan™ own shares of either company. He values Maorthern Natural a1
£2.7 Dillion, more than the $2.47 bilkon that Dynegy s paying, including debl,

U Dyreegy paid fair marked value (lor the pipeling), and they have the law and the facts on their side,” said John Olson,
research direcior for Sanders, Maorns, Hames Growp Inc., a Houston fmancial-services firm.

Watson sad yesterday he hopes thad Narthern Malural employess won't quit afler the takeovar. Enron and Dynagy are
both based in Housion,

U Dymeegy has conlacted Encan o begin a transition of the pipeline's management and expect Enron's full cooperation,”
Droty said foday.
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Mickoloff, Pataer

R ——— S ———— S —
Fram: Carlelon, Morman
Sanl: Fridey, Movemnber 20, 2001 7:18 PM
Tov Salladin, Anne; Bair, Sheila, Berard, Sleve; Bitsberger, Temotivg, Getina, Jill; Eichner,

Matthew: Gabilondo, Jose; Gross, Jarad; Hammer, Viva; Lari Sanatamorana (E-mail);
Mickoloff, Peter; Novey, Michael, Pistrangeli, Fred; Roseboro, Brian; Schultheiss, Heidilynne;
Sharar, James; Whaley, Jean; YWisdman, Mark
Subject: Dow Jones Newswires: Enron To File For Bankruptcy Mon, Or Tues -Report

November 30, 2001 [WSJ.com)

Enron To File For Bankruptcy Mon. Or Tues -Report

Dowr Jongs Newswires

NEW YORK -- Enren Corp. (ENE) will file for bankrupley protection on Monday or Tuesday,
according to a report on CNBC that cited an Enron employee as its source.

According to CNBC, the employee was told the news by his unit vice president.

The Enron employee also said the Houston energy trading company would lay off 85% of the
company's staff at that time, and provide employees two weeks severance for each year of service,
according o the telavision network.

Enron wasn't immediately available for comment.

-By Christina Cheddar, Dow Jones Newswires; 201-838-5166; christina.cheddar@dowjones.com
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Nickoloff, Peter

—

Fram: Carlaton, Marman

Seni: Manday, December 03, 2001 12:02 PM

Ta: Bair, Sheila; Berardi, Steve; Bilsberger, Timodhy, Cetina, Jill, Eichner, Malthew, Gabdondo,

Jose: Gross, Jared, Hammer, Viva; Lori Sanatamorena (E-mail); Mickoloff, Pater; Mowvey,
Michassl, Piedrangeli, Fred, Roseboro, Brign, Schullheiss, Heddilynne, Sharer, James; Whaley,
Jean; Wiedman, Mark

Subject: Du: An Energy Glant Falls; Recap Of Dow Jones' Enron Coverage

December 3, 2001

An Energy Giant Falls: Recap Of Dow Jones® Enron Coverage

Dowy Janes Newswires

Enron Corp. (EME) ended days of speculation and filed for Chapter 11 protection from creditors
Sunday, the biggest such filing in U.S. history. Simultanaously, the Houston-based energy firm sued
Dynegy Inc. (DYN) for "not less than $10 billion," accusing it of wrongfully terminating a merger deal
last week that the two firms had reached just two weeks earlier.

Dow Jones Newswires coverage of this fast-moving story can be found under the stock symbol ENE.

Dynegy CEQ Saye Enron Lawsuit Is "Without Merit™

Dynegy said Enron's lawseit against it "has no ment whatsoever in law or in fact,” calling the suit "one
maore axample of Enron's failure to take responsibility for its demise.”

Private Tllinois Firm Claims Ta Make Tender Offer For Enran

Standard Power & Light Inc., a privately held company that buys and develops power plants, plans
to hold a tender offer to acquire at least a majority stake in bankrupt Enron. Standard Power said it
expects the tender offering price to be less than $1 a share, depending on several issues, including
the final result of Enron's failed marger with Dynegy Inc.

HMYSE Reviews Enron's Continued Listing Status, Cikes
Bankrugtcy Filing

The New York Stock Exchange is reviewing Enron's continued listing status. The Big Board plans to
continue trading Enron's stock, as the company still meets NYSE quantitative listing standards, but
the exchange isn't limited by those standards and can seek a stock delisting if it believes continued
listing is "not advisable.”

Enron Corp.'s DIP Flnanelng Expected Monday

Enron expects to receive deblor-in-possassion financing as early as Monday, according to a person
familiar with the matter. Enron said it is in "active discussions and expects to complete thesea
discussions shortly."

Enron Bankruptcy Wouldn't Push S&F Te Cut Energy Co Ratings
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The bankruptey filing by Enren is unlikely to trigger downgrades of debt issued by U.S. oil and gas
explorers and producers rated by Standard & Poor's, said S&P analyst Bruce Schwartz.

Enron Likely Pullesut Wen't Hurt Japan Energy Deregulation

Japanese energy deregulation may be about to lose its single biggest advocate, as Enron decides
whether or not to fold its businesses there in the wake of its bankruptcy filing in New York Sunday.

Enron Collapse Could Weigh Heawvy On Soms Insurers

The insurance industry didn't need Enron Corp.’s (ENE) problems, particularly when it comes to
reinsurance prices. Primary insurers could be on the hook for as much as $2 billion in claims. Some
insurers also will likely take a hit in their investment portfolios if Enron defaults on its bond payments.
The loss would be material but not devastating for the industry.

Enron Woes HMay Fressure Pricing For Broadband Services

Problems at Enron, which has a nationwide broadband fiber-optic network, could eventually translate

1o greater downward pressure on pricing of broadband telecommunications services, according to
50Me expearts,

Stories about companles with exposure to Enron:
Barelaye Haa 5126M 'Trade Debt® In Enron Filing - WEJ
Chase Manhattan Has 51138 'Trade Debt' With Enren - WEJ
John Hancock Financial fonfizms Enron Exposure At S3120M
BEoval & Sun Signals Tt Doesn't Have Large Epnron Exposure
XTO Energy Sees Minimal Exposure To EAran
TEVU Says Potential Exposure To Enron Lesa Than $20M
UcilicCorp Says It has Limited Enron Exposure
Fanesis Energy Says PoksAkial Het Enron Exposure I8 Blhout
£21M
Covanka Energy Sees 'Ho Exposure’ To Enron
Congtellation Energy: Ho Direct Credit Exposure to Enron
Southern Union Co Has Ho Material Finecl Deals With Enron
Spinnaker Exploration Announces Enron EXposure 22.2ZM
Tnternational PFower's Enron Exposure I8 Lesg Than GEFI
Hln
U.¥K. FPrudential Has Virtually HNo ExpoBure To Enron
Okbher stories related to Enron:
Fitch Lowers Enron Rakings To ‘DY =ENE
IntercontinentalExchange To Enter UE GFas, Power Harkets
By Bnd of Dec.
putch Tennet Excludss Earen From Import Capacikby Buctiens
hmsterdam Power Exchange: Enron's Departure Hob Affecting
Epat Power Trade
Enron's India Unit Reviewing Dispute With ESole Buyer
Enron Considering "All Possible Optiona® For Japaneae Ops
Boron Australia Appolnts Adminiestrator, Seeks Buyer
Creditors Holding 20 Largest Unsecured Enran Corp. Claime
Largest Unsecursd Enron Broadband Services Inc. Claims
Ten Largest Unsscured Enron Energy Services Inc. Claims
Largeat Unsecured Enron Power Marketing Ine. Claima
Largest Unsecured Enron Morth America Corp. Claims
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Nickoloff, Peter

From: Carlelon, Marman
Senl: Monday, December 03, 2001 12.07 PM
To: Bair, Sheila; Berardi, Steve; Bitsbanger, Timothy, Cetina, Jill, Eichaer, Matlthew, Gabdondo,

Jose: Gross, Jared;, Hamaner, Yiva: Lorl Sanatamorena (E-mail); Mickoloff, Peter;
Michawel, Pielrangeli, Fred; Rosebara, Brian, Schulihedss, Hesdilynne, Sharer, James: 'L'nlhala;.'
Jean; Wiedman, Mark

Subject: WS Cradit-Dervalives Marke? Faces Stff Test After Collapas of Enron

December 3, 2001

Credit-Derivatives Market Faces
Stiff Test After Collapse of Enron

By HENNY SENDER
Staff Reporter of THE Wall STREET JOURKAL

The collapse of Enron Corp. casts a spotlight on a litlle-known but highly complex market in credit
derivatives, a market that has swelled from almost nothing five years ago to a face value of more
than $1 trillion today, according to estimates from Goldman, Sachs & Co.

Now, as Enron files for protection under Chapter 11 of the Bankruptey Code, the credit-derivatives
market faces the biggest test of its young life. The way the market functions over the next few weeks
will have significant consequences in determining who will bear the polentially massive losses, how
widely those losses will be distributed and whether any cne institution took overly risky bets by having
significant concentrations of unhedged exposure to Enron. Whether Enron's collapse takes any other
institutions down with it will probably be decided in this marketplace.

Enron was a big presence in this market. For one thing, since Enron had a voracious appetite for
capital and raised so much debt -- $13 billion in bonds and leans on the parent's balance sheet
alone, and much more off - numerous financial institutions needed to hedge their Enron bonds and
loans. And then, because Enron was such a huge dealer itself, especially in longer-dated, thinly
traded securities where few others made markets as boldly, it became Wall Street's counterparty on
everything from oil to waather to credil derivatives.

"Enron showed up everywhere," says the head of the credit-derivatives desk at one major bank in
Mew York. "Everyone had exposure o iL.”

[Go]See full coverags of the rise and fallief Enron

In recent weeks, before its debt crumbled to a small fraction of its face value on news of the
company's loss of its investment-grade status, hundrads of Enron's lenders, bondholders and
counterparties sought to buy protection against possible default by Enron through one significant
segment of the credit-derivatives market, called credit-default swaps (a complicated name for what
was essentially insurance in case Enron defaulted). Indeed, the demand for protection against a
default by Enron was so great that the price was far higher than it should have bean, given its than-
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high cradit rating. At the same time, it was tempting for many parties to offer that insurance. The
business seemed an easy way o earn fees, only if Enron defaulted would the seller have to make
any payments. And, given Enron's longstanding investment-grade status and $62 billion in assets,
defaull seemed a remote possibility.

There are other ways in which Enron cast a huge shadow in this market. For example, Enron's own
debt was a big piece of the many packages of securities others assembled and sold to investors.
Mow, the credit of the whole package becomes weaker. Moreover, Enron packaged securities itself,
through special-purpose vehicles on which it provided guarantees, as part of its ambitions to be a
financial powerhouse.

To be sure, the market has already had some expearieance with defaults. Three years ago, there was
the Russian debt crisis; this year the market has already absorbed such shocks as the Chapter 11
filings of Pacific Gas & Electric Co. and financial-services company Conseco Inc. and the collapse of
Swissair Group. But the three combined don't begin to appreach the magnitude of an Enron.

Part of the problem is the uncertainty; nobody yet knows the full scale of Enron's involvement in the
market or how much insurance was written against a default by Enron. Because credit denvatives
aren't exchange-traded, and the deals are off-balance-sheet, the market is relatively opaque.
Standard & Poor's put out an analysis Friday suggesting various Enron exposures in the credit-
derivatives market could amount to more than $6 billion. But that number just reflects the securities
that happen o have been rated; Nik Khakee, who heads S&P's structured Finance Derivatives group,
concedes that those securities are a small part of the total. "If the recovery value is zero, there will be
huge losses for investors,” Mr. Khakee says.

Write to Henny Sender at henny. sender@wsi.com <mailtoihenny, senden@ws].com=>
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Nickoloff, Peter

From: Carleton, Moman
Sent: Monday, December 03, 2001 12:09 PM
To Bair, Sheila; Berards, Stees; Bitsberger, Timothy, Cetina, Jill; Eichenar, Matthew; Gabiondo,

Jose; Gross, Jared, Hammaer, Viva; Lori Sanatamorena (E-maidl); Mickoloff, Peter; Movey,
Micheel, Platrangell, Fred; Roseboro, Brian, Schultheiss, Hesdinne; Sharaer, James; Whalay,
Jesan, Wiedmian, Mark

Subject: WSJ: Finance Firms Stand fo Gain Share Of Markets Enran Once Domingied

December 3, 2001

Finance Firms Stand to Gain Share
Of Markets Enron Once Dominated

By RanpaLL SmITH and HENNY SENDER
Staff Reporiars of THE WALL STREET JOUsHAL

Although financial-services firms are on the hook for billions owed to them by Enran Corp., there also
are some winners among Wall Street firms that stand lo pick up market share in the energy trading
markets that Enron dominated.

Both Goldman Sachs Group Inc. and Morgan Stanley & Co., for example, hold leading positions in

numerous enargy markets, and both Wall Street experts and some executives at the firms sald they
should stand to benefit in increasad trading volume.

Van Hesser, a credit analyst at Credit Sulsse First Boston, noted in a report Friday that both
Goldman and Morgan Stanley "have meaningful energy-trading operations.” He cautioned thal those
firms might incur "some additional risk [from] their exposure to smaller, less-sophisticated trading
firms that may be stressed by their own exposures to Enron.” But, Mr. Hesser added, “they are
expanenced hands and know how to hedge and how to structure collateralized trading agreements.”

John Shapiro, head of global energy trading at Morgan Stanley, agreed that his firm would likely be
one of the financial-servicas firms whose trading activity could benefit from the reduction in Enron's
market activity. Other participants that could also benefit include the trading units of J.P. Morgan
Chase & Co., Bank of America Corp., Societe Generale SA and Deutsche Bank AG.

[Go]See full coverage 'of the rise and fall of Enron

Although Goldman doesn't break out its commodity-frading revenue, Morgan Stanley does. For the
fiscal year that ended in November 2000, Morgan Stanley's principal transaction commadity trading
revenue rose 34% to $579 million, helped by higher revenue for energy-related products including
electricity, natural gas and crude oil.

One barometer of the impact of Enron's reduced market presence has already been seen at

Intercontinental Exchange, an online energy marketplace that has trailed a competing platform,
EnronOnling. In an interview Thursday with Dow Jones Newswires, ICE Chief Executive Jeffrey
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Sprecher said, "Our volumes are just soaring." Traffic on the ICE system has doubled in the past two
weeks, and, Mr. Sprecher added, "I'd attribute all that to Enron’s problems.”

ICE's financial-services partners include Goldman, Morgan Stanley, Deutsche Bank and Societe
Generale.

Although Morgan and Goldman have both fielded calls from parties that traded with Enron and want
to shift some of their activity to those firms, an executive of one of the firms said the possibility of a
bankruptcy-law filing had deterred dealers from taking over any of Enron's trading books or assats.
That is because any such transactions could be disrupted or canceled in the course of a bankruptcy
proceading - & step Enron took Sunday.

Enron's relations with Wall Street firms had shifted in recent years from that of a favored clientto a
rivalry as well, as Enron's trading ambitions grew and it began treading more and more on Wall
Street's wrf. Enron moved from trading securities closaly related to its natural-gas business into oil
denvatives and then to instruments closer to Wall Streat’s cora, such as credit derivatives and
packaging securities,

One securities firm that won't benefit as much as some might believe is the Salomon Smith Bamey
unit of Citigroup Inc. Although Salomon used to engage in more sizable energy-trading activity
through its Phibro commodities arm, the firm has wound down much of those activities, and doesn't
have anywhere near the markel presence of Goldman or Morgan Stanley.

-- Stephan Parker contributed lo this article,

Write to Randall Smith at randall. smith@ws].com <mailte:randall. smith@ws|.com> and Henny
Sender at henny.sendenfws].com <mailtoihenny.senden@ws].com>
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Nickoloff, Peter

-— —
Froam: Carleton, Marman

Sent: Manday, December 03, 2001 12112 PM

Tao: Bawr, Sheila; Berardi, Stave; Bisbarger, Timothy; Cetina, il Elchner, Matthew, Gabilonds,

Jose; Gross, Jared; Hammer, Viva; Lon Sanatamonena (E-maill; Meckolaft, Pelar; Novay,
Michaed, Pietrangeli, Fred, Roseboro, Briae, Schuliheiss, Heidiynne; Sharer, James; Whaley,
Jean, Wisdman, Mark

Siibject: WEJ: Enaergy Traders Scramble ta Pick Up Marked Share After Enron's Collagse

Dacember 3, 2001

Energy Traders Scramble to Pick Up
Market Share After Enron's Collapse

By ALEXEI BARRIONUEVO and SILVIA ASCARELLI
Slall Reporters ol THE WaLL STREET JOURNAL

A half dozen of Enron Corp.'s biggest former rivals are gearing up to grab chunks of the dominant
share the enargy concem held in the natural gas and power-trading markets.

But, the beneafits could flow maore slowly than those companies hope, analysts say, because Enron's
demise likely will put the brakes on the fast-growing energy-trading industry and make some big
energy customers more reluctant to rely on trading firms to guarantee supply and manage risks.
Energy-trading companies play the role of middleman between producers and wholesale purchasers,
moving and delivering commodities and managing price risks for customers.

"Eventually there will be winners, bul until then, you will have a lot of turmoil,” says Michael Barbis, an
analyst at research and brokerage house Fulcrum Global Partners LLC. "A lot of players, such as
utiliies and hospitals, will be reluctant to sign long-term contracts with these trading companies, after
seging the best-capitalized player go out of the market.”

Enron became a marketing colossus without spending on such hard assets as power plants or
pipelines; instead, it mostly relied on lacking up contracts with other parties for supply, capacity and
storage that it would use for its trading operations. Now, the companies most likely to benefit from
Enron's collapse will be those that have strong asset bases, putting investors, customers and
creditors more at ease.

"Right now, the name of the game is credil-guality,” says Paul Patterson, an analyst with Dutch
investment bank ABN-Amro. "A balance sheet that is based upon assels is easier for credilors and
investors to valua than one based on intangibles.”

When the Enron dust settles, top marketing firms such as American Electric Power Inc., of
Columbus, Ohio; Duke Energy Corp., of Charlotte, N.C.; Williams Cos., of Tulsa, Okla., and Enron's
crosstown nelghbors in Houston -- El Paso Corp., Dynegy Corp. and Reliant Energy Inc. - are best-
positioned to grab pieces of Enron's 20% to 25% share of energy-trading volume

In Europa, whera Enron was considerad one of the two biggest players in the Continent's nascent
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power-trading industry, a mix of U.8, and European companies are poised to scoop up Enron's
business.

Who gets what slice will depend on each company's heft, its trading sophistication and the strength
of each business's assets in different regions, say analysts and company executives.

"Because of this melidown, you will see companies move in that have assets in the area" to expand
their trading activities, says Steve Malcolm, president and chief operating officer at Williams. While
companies are prohibited from sharing information between their marketing and interstate-pipeline
affiliates, "clearly you are looking to gain and extract intelligence from the marketplace to allow you to
take more well-thought-out positions,” he said.

El Paso will likely expand its natural-gas trading on the West Coast, where it owns significant pipeline
assets, and in the Northeast, Duke and Reliant, already big traders on the West Coast, could grab
even bigger chunks there, where they own generating capacity. Dynegy would likely be able to pump
up in the Midwest, where it already is a strong power marketer and generator. In the Mid-Atlantic,
American Electric's power-generation facilities would give it an edge.

Amaerican Electric, which has muscled up into the second-biggest trader of power and natural gas
behind Enron, is viewed as a major beneficiary of Enron's decline. The company is the nation's top
generator, with slightly less than 40,000 megawatts of capacity. Enron was trading about twice as
much combined gas and power as AEP. "We are going to be one of the firms that picks up the
slack,” says Eric van der Walde, AEP's executive vice president of trading and marketing.

Assel-rich companies with plenty of cash to take on big trading positions include El Paso, which has
the largest interstale pipeline in the country. El Paso also is one of the top five preducers of natural
gas in the U.S. and has contracted a huge amount of pipeline storage capacity on other people's
lines, particularly in the West, Dynagy, which had most closely mirrored Enron's asset-light approach,
has been adding generating assets and has a sizable pipeline capacity. El Paso and Williams have
the biggest contract positions in natural-gas storage.

Williarms is more focused on long=term rizk-managemeant contracts with producers and end-usars
seeking to hedge their exposure to volatile commodity prices. The company, which already has the
second-largest pipeline system in the LS., will spend about §5 billion on pipeline projects through
2004,

While company executives say confidantly that any gains in market share will easily counteract any
losses resulting from uncollected money owed by Enron, some analysts say the Enron debacle may
continue to depress the stocks of companies with big trading businesses,

Across the Atlantic, LIS, firms such as AEP and Duke, which have small operations in Europe, are
likely to face stiff competition from Europeans such as RWE Trading GmbH, a unit of German power
giant RWE, Belgium’s Electrabel and Innogy PLC, the second-largest generator of electricity in
England and Wales.

Maost of Innogy's trading is in the United Kingdom, but the demise of Enron might spur it to expand its
operations more quickly in Europe, said Brian Senior, Innogy’s director of trading and assat
managemeant

RWE Trading, barely one year old, is considered the most-aggressive European player, with trading
aclivities in London and Essen, Germany; it plans to open an operation in Houston early next year,
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Write to Alexai Barrionuevo at alexei barrionuevo@@ws] com <mailto:alexei barrionuevof@wsi.com>
and Silvia Ascarelli at silvia.ascarellifwsj.com <mailto:sivia.ascarelli@ws].com>
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Hicknlnﬂ" Pater
e ______
From: Carleton, Morman
Sent: Monday, December (3, 2001 1216 PM
Ta: Salladin, Anne, Bair, Sheila, Berardi, Seve; Bisberger, Timathy, Getina, Jill; Eichner,

Matihew; Gabidondo, Jose; Gross, Jared; Hammer, Viva, Lorl Sanalamorena (E-rmaill;
Mickoloff, Pater, Movey, Michaed, Pietrangsli, Fred, Roseboro, Brian; Schultheiss, Hesdiynne;
Sharer, James, Whaley, Jean; Wiedman, Mark

Subject: W5J: Enron's Big Investments in Brazil Contributed to the Firm®s Collapsa

December 3, 2001

Enron's Big Investments in Brazil
Contributed to the Firm's Collapse

B‘f MiRIAM JORDAN
Staff Regorter of TeE WaLL STREET JOuRnaL

SAC PAULQ, Brazil — Enron Corp. bullishly stormed into Brazil, only to have trouble beating a retreat
from Latin America's biggest enargy market.

For example, in 1998, Enron offered $1.27 billion for a Sao Paulo state electricity distribution
company, nearly double the auction's minimum price. Two years later, the Houston company was
trying to sell the distributor, Elektro-Eletricidades e Servicos SA, and other projects in Brazil, where
Enron says it invested more than 53 billion.

Even before the company's collapse in the U.S., Enron executives had admittad that its Brazilian
investments weren't working out as planned. "The prospect of selling Brazilian assets has been

something we have been looking at even before the current problems,” says company spokesman
Keith Miceli in Housbon.

Enran's Brazil operations have suffered from a shift in the company's global strategy toward trading
rather than producing or distributing energy, local requlatory challenges, a sharp currency devaluation
and the country's energy shortage. "Brazil is obviously not the reason for Enron's downfall,” says a
former senior execulive of Brazilian operations. "But it definitely contributed.” The executive said that

Enron is operating with a loss in Brazil. The company, which once had 300 corporate staffers in Sao
Paulo, now has only 100,

In 1983, Enron envisionad a single energy market spanning southem South America in which Enron
would be the dominant player. It moved aggressively info Brazil as of 1994, betting on its size, growth
prospects and new privatization drive. Brazil has installed power capacity of 75,000 megawatts, and
will require an additional 25,000 over the next five years. Its energy requirements are already four
times greater than those of neighbor Argentina and the same as Britain's. They will surpass
Germany's in five years.

The key to Enron’s ambitions was a 1,870 mile, 32 billion pipeline to bring natural gas from Bolivia to
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Brazil's industrial heartland. Rebecca Mark, then president of Enron's international unit, crisscrossed
South America trying to gain approvals for the pipeline and for a string of new power projects that it
would feed. Enron bought stakes in power plants, natural gas distributors and in 1998, Elektro.

Enron's problems were, from the start, almost as big as its ambitions. A $550 million project in the
central Brazilian siate of Mato Grosso to build three power plants fed by Bolivian gas overran its
budget by $200 million and its construction deadline by two years. The 400-mile pipeline needed for
the project was held up when Brazilian environmental officials forced a 62 mile diversion so as not to
disturb a rare species of bal. What's more, only one of the three power plants is operating and until
September had to run on more expensive diesel fuel until the natural gas pipeline was finished.

Brazil's volatile economy also hurt Enron, as well as other foreign energy investors. Elektro
distributes electricity to about 40% of Sac Paulo, Brazil's largesl and wealthiest state. But the
devaluation of the Brazilian currency in 1999 has been a blow to Elekiro. The government controls
electricity rates and has resisted companies' pleas to pass on dollar-based costs, including corporate
debt, to consumers, Electricity rates in Brazil are half as much as those in neighboring Argentina, for
example, industry officials say. Making matters worse, Brazil imposed energy rationing in June,
reducing Elektro's revenue by 30%, said an energy specialist who advised Enron in Brazil.

The Brazil-to-Bolivia pipeline, in which Enron has a minority stake alongside state companies, hasn't
turned out to be much of a salvation for energy starved Brazil either. Few of the power plants that it
was to feed have been built due to investor concerns about the regulatory environment. As a result,
demand for gas from the pipeline is less than expected.

Even the more opportunistic moves by Enron haven't worked out. Earlier this year, the company built,
in just six months, a $300 million natural gas power plant outside Rio de Janiero to capitalize on the
country's acute energy shortages. But the local spot market for energy remains plaguad by
operational and financial-settlement problems. So far, Enron hasn't received a cent for the energy it
has sold from the plant. What was supposed to be a "cash cow” has turmed out to be "a disaster,”
says an Enron executive,

Enron has found a buyer, so far, only for its 25% and 34% stakes, respeclively, in Companhia
Estadual de Gas and Companhia Estadual de Gas-Rio de Janeiro, two gas-distribution companies
serving the city and state of Rio. Enron and Brazilian state oil company Petroleo Brasileiro SA signed
a deal on April 30, Closure is imminent, Enron says.

"They have been shopping around for a while and not found the prices they wanted,” says UBS

Warburg energy analyst Ronald J. Barone of Enron's Brazilian assets. "The fact that the situation is
dire now means ... they will get low-ball bids because pecple know they are desperate.”

Write to Miriam Jordan at miriam. jordani@wsi.com <mailto:mirdam, jord ani@wsj.com>

Southern Exposure

Enron's Latin American assets and interests include:
- Elektro (Brazil): Power distribution company in Sao Paulo.
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-- Gaspart (Brazil): Significant stake in the gas distribution companies of seven coastal states.

- CEG and CEGRIO (Brazil): Equity interest in both gas distribution companies which were
previously governmeni-owned,

== Cuiaba (Brazil): A 480 megawatt (MW}, combined-cycle natural gas power plant in Cuiaba.

- Bolivia-Brazil Pipeline: Parinership in the 3,000-km pipeling stretching from Santa Cruz de la
Siarra, Bolivia to Porto Alegre, Brazil.

= Eletrobolt {Brazil): A 380 MW natural gas power plant located near the city of Rio de Janeiro,

= Transporiadora de Gas del Sur (Argentina): An ownership interest in the §,604-km pipeline
system, the largest pipeline system in South America,

= Central Termica Modesto Maranzana (Argentina): A thermal power plant, located in the city of
Rio Cuarto, province of Cordoba.

Source; The company
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Hir:lmlnffl Peter

—
From: Carleton, Narman
Sent: Monday, Decambeer (0, 2001 12:20 PM
To: Bair, Shella; Berardi, Steve; Bisberger, Timothy, Celing, JaI, Eichner, Matthew; Gabilondao,

Jose: Gross, Jared: Hammer, Yiva; Lo Sanatamorena (E-mail); Nickoloff, Peler; Nowvey,
Kichael, Pietrangeli, Fred; Roseborn, Brian; Schultheiss, Heldiynne; Sharer, Jamas; Whaley,
Jean, Wiedman, Mark

Subject: WSJ: Encon Cuslomers Seek Backup, Check Contracts for Out Clauses

December 3, 2001

Enron Customers Seek Backup,
Check Contracts for Out Clauses

By RHONDA L. RUNDLE
Stalf Reparder ol THE Wall STREET JOUSNAL

Enron Corp.'s commerclal and industrial customers, including some big manufacturers, technology
firms and hotel chaing, are scrambling to line up alternative suppliers in case the collapsed energy
company isn't able to supply power or mest other obligations under its long-term contracts,

A sense of urgency spread last week among corporate customers of Enron, which filed Sunday for
Chapter 11 bankruptey-court protection. Some customers of Enron, Houston, are scouring their
contracts for language they are hoping may allow them to legally break those pacts, energy
consultants said. Customers who signed long-term accords at prices above current market also have
an economic incentive to drop them, the advisers added.

A spokeswormnan for the Enron subsidiary that serves commercial and industrial companies, Enron
Energy Services, which was one of the Enron units that also filed Chapter 11, declined to discuss its
customers® intentions, She said she wasn't aware of one that has recently switched to a rival supplier,
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and she said there haven't been any service interruptions. "The customers are calling, and we're
calling them. We're doing everything possible to assure that they recelve power and gas, and it's a
very difficult situation,” she said.

Enron Energy Services offers a broad spectrum of energy-management sarvices, and can take over
nearly all aspects of a customer's energy-related activiies. This "outsourcing” role includes
monitoring power meters, paying energy bills, installing efficient air-conditioning, heating and lighting
systems and even designing and constructing energy infrastructure projects.

Enron Energy Services is known as an innovator that has grown rapidly since it began operations in
1997. The Enron unit was "an icebreaker into the executive suite of corporate America to show how
they could unlock the value of energy expenditures,” said Craig Sieben, chief executive of Sieben
Energy Associates, a8 management consulting firm in Chicago. Enron doesn't disclose how many
customers it has, but says the total value of its long-term contracts has mushroomed to about 550
billion.

Nobody knows what is going to happen to all those confracts in the wake of the bankrupley filing.
"What the clients are hearing from everybody, including us, is that if you have any other options, look
at them," Mr. Sieben said.

"We're monitoring the situation very closely. We do have contingency plans in place if we need to
use them," said a spokesman for PepsiCo Inc.'s Quaker Oats Co. unit, which recently enlered into a
10-year energy management agreement with Enron, A spokeswoman for another major customer,
Starwood Hotels & Resorts Worldwide Inc., said the hotelier is watching the situation, but doesn't
expect to be affected.

[Tabla]

California’s universities and state colleges, which signed a high-profile agreement with Enron in 1938,
are in negotiations to extend that confract beyond its expiration in March. But as Enron's financial
picture has worsened, the talks have lagged, said Pat Drohan, an assistant vice chancellor al the
stale college system. "We are looking at alternatives to ry and counteract any unfortunate collapse
at Enron,"” he said. In addition to providing electricity, Enron is the prime contractor on construction of
a new heating system at a facility in Stockton, Calif., he said.

One complication for Enren's California customers is that the state passed a law this summer that
prohibits new "direct access™ contracls between power companies and commercial users. And in the
time since Enron signed many of its contracts in the state, power prices have risen by 40% to 80%,
raising the prospect that If Enron customers are forced to rely anew on the state's utilities, they
suddenly will be paying much higher prices. In other states, the situation is almost the opposite:
Customers abandoned by Enron might now find they can buy power more cheaply given the drop in
the price of nalural gas, which fuels many U.S. power plants.

Arthur Gelber & Associates has been contacted by at least eight of Enron's customers, but "we
haven't assumed any contracts,” said Mr. Gelber, owner of the Houston-based advisory and
consulting firm, which is a smaller Enron competitor. Each contract is unique and different, bul "some
I've reviewed have an "adverse material change’ clause and may be terminated,” he said. He
declined to identify any of the customers or contracts.

Other rivals in the management business are getting calls from Enron's customers. "Have our phones
been ringing more recently? Yes, of course they have,” said Bob Dickerman, president of Sempra
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Energy Solutions, a unit of San Diego-based Sempra Energy. "But this isn't a simple business. It
involves credit risk for the customer. You don't switch a customer with a phone call,” he said.

Write to Rhonda L. Rundle at rhonda.rundle@ws].com <maito;rhonda. rundle@ws].com>
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Nickoloff, Peter

- ]
From: Carlaton, Morman
Sant; Monday, December 03, 2001 12:31 PM
To: DeMarco, Edward; Bair, Shaila; Berardi, Steve; Bitsberger, Timathy, Cetina, Jil; Eichner,

Malihew: Gabllondo, Joge; Gross, Jared; Hammaer, Viva; Lor Sanatamorena (E-mail).
Mickoloff, Peter; Movey, Michael, Pietrangell, Fred, Roseboro, Brian; Schultheiss, Heidilynne;
Sharer, James; Whalay, Jean, Wiedman, Mark

Subject: WEJ: Enron Failure Likely to Burden Insurers And Furhir Incrsase Soaring Premiums

December 3, 2001

Enron Failure Likely to Burden Insurers
And Further Increase Soaring Premiums

By CHRISTOPHER OSTER
Staff Reporter of THE WALL STREET JOURMNAL

Enron Corp.'s collapse is expected to cost insurance companies more than $3.5 billion and most
likehy will further increase skyrocketing insurance rates.

About $2 billion of the losses is expected to be shouldered by property-casualty undenwriters, who
are expected to pay $40 billion to $70 billion in claims from the Sept. 11 tarrorist strikes. Those
claims already have touched off a run-up in premium rates. The losses would make next year's price
increases among the biggest in recent history for insurers, if not the biggest, said Alice Schroeder, a
property-casualty insurance analyst at Morgan Stanley. Such losses work to siphon off capital from
the insurance market, reducing price compatition.

The damage to individual property-casualty insurers is "virtually impossible” to assess at this point,
but Ms. Schroeder said a "material impact” on the sector is likely. The losses are expected to result
from claims against directors-and-officers liability policies, surety bonds and financial-guarantee
coverage. Directors-and-officers liability policies protect a company from lawsuits stemming from the
actions of its executives and surety bonds are bonds that insure the complation of a transaction or a
project.

Life insurers, meanwhile, are expected to report that the values of their investmant portfolios have
dropped by more than $1.5 billion, related to holdings of Enron debt, which has plunged in value in
recent weeks along with the company's stock price. Investors’ confidence in the company has sunk
amid earnings restatements and revelations about related-party transactions.

Montraditional financial-guarantee insurance and surety bonds could prove the source of some of the
biggest losses, analysts said. Enron obtained coverage for such purposes as enhancing the value of
Enron's guarantee of certain debt of Enron-related projects as well as the company's guarantees on
the execution of certain derivative contracts. Analysts said the payments on the policies would ba
triggered immediately upon a default event - for example, a missed payment or bankruptcy filing by
Enron, "We understand that some contracts may have already been triggered,” Ms. Schroeder said.
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On Friday, Chubb Corp., Warren, N.J., said it was reviewing its surety bonds related to Enron and
estimated its maximum exposure at $143 million. The property-casualty underwriter said it is unable
to estimate the actual amount, if any, that it may be required 1o pay and that thus far it hadn't
received any claims under the surety bonds.

Ms. Schroeder estimated that a maximum of $300 million in directors-and-officers liability coverage
likely is involved, divided among several insurance companias. Already, Enron faces multiple
sharaholdar-driven lawsuits because of the steep drop in the company's stock price.,

Jason Zucker, a life-insurance analyst at Banc of America Securities, said the Enron exposuras
would "pressure bond portfolios in this recessionary environment,”

Among those with big holdings is John Hancock Financial Services Inc., according to insurance
analyst Colin Devine of Salomon Smith Barmey, who expects the company to incur a loss of $120
million this quartar on the bonds. & John Hancock spokeswoman declined to comment on the
estimate.

Mr, Devine said Principal Financial Group Inc. and Lincoln National Corp. also have substantial
Enron bond holdings. In a news release, Principal said the company is reviewing its approximately
$171 millien "exposure to Enron” and expects to take a write-down this quarter of a size not yet
estimated. Principal said it also is reviewing an additional exposure of $50 million from investments in
Enron-related entities. A spokeswoman for Lincoln National said the company had 325 million of
Enron Corp. debt and $70 million from its subsidiaries. "We may take a charge of some of the
exposure related to the parent, but we won't know until we get closer to the end of the quarter.”

Write to Christopher Oster at chris oster@ws|.com <mailto:chris.oster@wsj.com=>
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Nickoloff, Peter

e _________________________]
From: Carleton, Morman
Sent: Monday, December 03, 2001 2:38 FM
To: Salladin,d Anre; Balr, Shells; Berardi, Steve; Bitsbergar, Timothy; Cetina, J#; Eichner,

Malthew: Gabilonda, Jose; Gross, Jared, Hammer, Viva; Lon Sanatamorena (E-mail;
Mickoloff, Peter; Movey, Micheel; Pietrangeli, Fred; Roseboro, Brian; Schudlheass, Heidilynne;
Sharer, James; VWhaley, Jean; Wiedman, Mark

Subject: 0. Enron Canada To Ask Court To Enforce Energy Confracts

December 3, 2001

Enron Canada To Ask Court To Enforce Energy Contracts

By Dina ©'Meara
of DOW JOHES MEWSWIRES

CALGARY -- Enron Canada Corp. will ask an Alberta court Wednesday to prevent its trading
counterparties from exiting their contracts for 30 days, according to documents obtained by Dow
Jonas Newswires.

The action is neaded to ensure Enron Canada - which wasn't included in Enren Corp."s {(EMNE) filing
for bankruptey-court protection Sunday - can continue to operate, Rob Milnthorp, president and CED
of the Calgary-based company, sald in a Dec. 2 letter (o counterparties.

"Enron Canada is solvent and is able to continue to pay its obligations as they become due, provided
the arms-length counterparties who have entered into contracts with us continue to perform thair
obligations,” Milnthorp said.

Enron Canada first sought a stay from the Court of Queen’s Bench of Alberta on Friday, but was
ordered first to notify its counterparties.

If the court doesn't grant the stay, Enron Canada may request an order appointing a liquidator under
Canadian law, a lawyer for Enron Canada said in a letter to the court,
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Nickoloff, Peter

From: Carleton, Mosman
Sant: fonday, December 03, 2001 2:46 PM
Ta: Salladin, Anne, Balr, Sheils, Berardl, Steve; Bitsbarger, Timothy; Cetima, Jill; Eichngs,

Matthew; Gabilondo, Jose; Gross, Jared; Hammer, Viva, Lori Sanatamorena (E-mail).
Mickoloff, Peter, Mowvey, Michael; Pietrangeli, Fred; Roseboro, Brian; Schwllibeiss, Heiddynne,
Sharrer, James; Whaley, Jean; Wiedman, Mark

Subject: [J; Enron Hint On Other Affiliates Comes From Court Metion

December 3, 2001

Enron Hint On Other Affiliates Comes From Court Motion

NEW YORK -- Enron Corp. (EMNE) suggested Monday that some of its affiliates beyond those who
have already filed for Chapter 11 bankrupicy protection may do so in the future.

In a motion filed with the New York federal bankruptcy court hearing Enron's Chapter 11 case, the
company said it "anticipate(s) that certain of (Enron's) non-debtor affiliates may also file voluntary
petitions under Chapter 11.7

An Enron spokesman couldn't immediately be reached for comment.

Enron and 13 related entities filed for Chapter 11 protection Sunday. Mot all of Enron's businesses
filed, however, and the statement in Monday's motion raises the possibility that some of them might
file down the line.

The statement came in the context of a request by Enron for the court to extend the deadlines for
filing several documents it must file under bankruptcy law, including schedules of its assets and
liabilities and statements of its financial affairs. The company said that other affiliates might file for
Chapter 11, and that if they did, the extended deadlines should apply fo those entities too.

The company didn't say which affiliates might file, or when, or how likely it was to happen.

-By Michael Rapoport, Dow Jones Newswires; 201-938-5876; michael rapoport@dowjones.com
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Nickoloff, Pater

e ———— e ————————
From: Carlefon, Maorman
Sent: Monday, December 03, 2001 2:49 PM
Ta: Baw, Sheia; Berardl, Steve; Bisberger, Timolhy, Celina, J#l, Eichner, Matthew, Gabilondo,

Josa: Gross, Jared: Hammer, Viva; Lor Sanatamorena (E-mail); Mickoloff, Peter; Novey,
Michael, Pletrangedi, Fred; Roseboro, Brian; Schultheiss, Heidilynne, Sharer, James; Whaley,
Jean; Wisdman, Mark

Subject: [0J: CMS Energy Refutes Enron Creditor Claim; Owes Enron Money  [Confusion ovar wiho
S )

December 3, 2001

CMS Energy Refutes Enron Creditor Claim; Owes Enron
Money

By CHRISTINA CHEDDAR

of DOW JONES NEWSWIRES

NEW YORK — In an illustration of just how complex Enron Corp.'s (ENE) bankruptey case will be,
CMS Energy Corp. (CMS) said it shouldn't be listed among Enron North America Corp.'s largest
unzecured creditors,

According to CMS Energy spokesman Kelly Farr, CMS Energy. a Dearborn, Mich., operator of
electric and gas utilities, owes Enron money when all of its forward trading positions are "netted out.”

Farr declined to say how much it owes Enron.

In the court filing for Enron’s marketing and trading unit, Enron North America said it owes the
energy marketing unit of CMS Energy $13.6 million for trading debt.

An Enron spokesman wasn't immediately available to comment.

Enron filed for bankruptcy protection under Chapter 11 of the U.5. Bankruptey Code late Sunday
night in the U.S. Bankruptcy Court for the Southemn District of Mew York. The initial hearing on the
case is scheduled for 4 p.m. EST Monday.

Enron Morth America, one of the 14 Enron units included in the filing, was said to have $13.74 billion
in assets, and $8.84 billion in debts, not including any off-balance sheet or contingent obligations.

-By Christina Cheddar, Dow Jones Newswires; 201-938-5166; christina.cheddar@dowjonas.com
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Mickoloff, Peter

From: Carletan, Norman
Sant: Monday, December 03, 2001 3:09 PM
Ta: Baw, Sheia; Berardi, Stove; Basberger, Timoby, Celina, Jil, Elchner, Matthew, Gabilonde,

Joge; Gross, Jared; Hammer, Viva; Lori Sanatamarena (E-mall); Nickoloff, Peter; Novey,
Michael, Pletrangsdi, Fred; Roseboro, Brian; Schultheiss, Heldiiynne; Sharer, James; Whaley,
Jean; Wisdman, Mark
Subject: 0J: Enwon Delivering Same Message To Customers As To Wall St

December 3, 2001

Enron Delivering Same Message To Customers As To Wall St

Cow Jones Newswires

MEW YORK - Enron Corp.'s (ENE) message to its customers, pariners and vendors is simifar to is
message to Wall Street: We've filed for Chapter 11, we're working to recapitalize the company and,
in the meantime, we're doing what we can to minimize disruptions.

Enron has sent a version of that message to seven parties affected by its bankruptcy filing: trading
partners, transportation customers, Enron Energy Services customers, broadband customers,
international customers, vendors and the Houston community,

Each individual message can be found in the "news and press room" of Enron's Web site. Enron’s
press room partion of its Web Site is at hitp://www.enron.com/corp/pressroom/

The most extensive letter was written to Enron's Energy Services customers. The message, wrillen in
a Q&A format, attempts to answer general customers questions about their contracts, services and
operalions.

For example, one question listed is "Since you filed Chapter 11, do | have the legal right to get out of
my contract?

Enron's answer, "As long as we are providing confracted for services, we expect the contract to
remain in effect.”

By George Stahl; Dow Jones Hewswires; 201-%38-5143,
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Nickoloff, Peter

— e ]

From: Carleion, Morman
Sant: Maorndiy, December 03, 2001 G:44 P
Ta: Bawr, Sheda; Besardi, Sleve, Bisberges, Timothy, Cetina, Ji; Eichnes, Matthew, Gabilondo,

Jose; Gross, Jared; Hammer, Viva; Lord Sanatamorana (E-maill; Nickoloff, Peter; Novay,
Michael; Pietrangedi, Fred, Roseboro, Brian; Schultheiss, Heidilynne, Sharer, James, Whalay,
Jaan; Wiedman, Mark

Subject: W5J: Enron Secures $1.5 Billion in Financing

December 3, 2001

Ma MNews

Enron Secures $1.5 Billion in Financing,
Plans to Cut About 4,000 Jobs in the U.S.

A Warl STREET Journal Oweme News Roundup

NEW YORK — Enron Corp. secured $1.5 billion in much needed "debtor in possession” financing
late Monday.

Separately, Enron will cut about 4,000 jobs in the U.S., or nearly 20% of its world-wide work forcs,
with the bulk of the stafl culs in Houston, a company spokeswoman said Monday.

The "deblor in possession” or DIP financing was seen as critical for Enren to continue operating and
especially crucial for the company to protect its trading operations.

The loan, provided by Enron's two lead banks, J.P. Morgan Chase & Co. and Citigroup Inc., is
collateralized by all of Enron's assets, incuding $1.8 billion in proceads for the sale of Enron's
Porland General Electric to Northwest Natural Gas Co., and Enron's two pipelines, the Northern
Matural Gas pipeline and the Transwestern pipsline.

A person familiar with the matter said that as part of the financing package, Enron will receive $250
millicn immediately. Another 5250 million will become available as soon as J.P. Morgan Chase and
Citigroup approve a business plan submitted by Enron. That's expacted in the next couple of weeks.

The release of the remaining $1 billion is contingent upon syndication and final court approval, the
person familiar with matter said.

J.P. Morgan Chase and Citigroup, which had loaned $1 billion to Enron while the company struggled
to stabilized its spiraling finances, will get some of their investmeant back through the debtor-in-
possession financing.
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As a condition of the financing package, Enron will use some of the cash injection to repay a 3550
million loan backed by Enron’s Transwestern Pipeling, the person familiar with the matter said.

That will allow Enron to use cash flow from that pipeline to finance its operations rather than have it
be part of the bankruptcy estate and thus resarved for creditors.

The structure also allows J.P. Morgan Chase and Citigroup to recoup some of their loan exposure to
Enron since DIP financing is senior to all other claims in bankruptcy court.

Enron's DIP financing was approved by a bankrupley judge in an initial court hearing late Monday,

The person familiar with the matter said J.P. Morgan Chase and Citigroup will move to syndicate all
of the loan. Disbursement of the last $1 billion is expected in about a month.

Enron, which has filed for bankruptoy-court protection, employs about 21,000 workers, with two-
thirds of the staff in the L5, and one-fifth in the United Kingdom. The energy trader has employed
7,500 workers in Houston, where it is based.

The company plans to ask a bankrupicy court to provide its workers with medical and other benefits,
plus 34,500 each in severance, the Enron spokeswoman said. She wouldn't elaborate on layoffs at
the company's U.K. operations.

Enren Europe Lid. cut roughly 1,100 jobs in the UK. after its European energy-trading arm last week
sought protection from creditors by appointing PricewaterhouseCoopers as an administrator to
Enron’s European holding company.

The UK. job cuts came as analysls said that the suspension of Enron Europe from trading on a
number of power markets could make it more difficull for the already struggling energy company 1o
get out of its positions as il seeks to unwind operations.

On Sunday, Enron filed for protection from creditors in a New York bankruptcy court, the biggest
such filing in U.S. history.

The petition came less than seven weeks after Enren began a calamitous fall that led to the collapse
of its once-lofty stock price into penny-stock territary. The decline reflacted a loss of confidence in the
company caused by big losses in the third quarter, repeated restatements of earnings and
revelations, now being investigated by the Securities and Exchange Commission, that some of its
amployeas paricipated in partnerships designed to keep debt off the balance sheet. but which
produced still more losses.

Besides Enron, 13 major subsidiaries are named in the filing under Chapter 11 of the U.5.
Bankruptcy Code in the Southern District of Mew York,

Though basead in Houston, Enron picked the New York court because it has enough room on its
calendar for a complex case and because it has handled other high-profile bankruptey filings,
including Armstrong Holdings Inc., Bethlehem Steel Corp. and Iridium LLC, an Enron atiorney said.

Simultaneously, Enron has sued crosstown rival Dynegy Ine. for "not less than 310 billion,” accusing
it of wrongfully terminating a merger deal last week that the two firms had reached just two weeks
edrlier.
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Nickoloff, Peter

S E—
Fram: Carlaton, Marman

Senl: Tuesday, Decemiser B4, 2001 10:01 AM

Ta: Bair, Sheila, Berandi, Steve; Bitsbanger, Timothy; Cetina, Jill; Eichner, Matthew,; Gabilondo,

Jose; Gross, Jared; Hammer, Viva, Lorl Sanatamorena (E-mall); Nickoboff, Peter, Movey,
Michasl; Pieirangali, Fred, Rosebare, Brian, Schudlheiss, Hesdihnne, Sharer, James; Whalay,
Jean, Wiedman, Mark

Subject: [n: House Staff To Meat Wilth SEC Stalf On Enron; Jan Hearing

December 4, 2001

House Staff To Meet With SEC Staff On Enron; Jan Hearing

Dow Jones Newswires

(This article was originally published Monday.)

WASHINGTON — U.5. House Energy and Commerce Committee staff have scheduled a series of
meetings this week - including one with Securities and Exchange Commissian staff - in preparation
for a hearing sometime in January on the financial collapse of Enron Corp. (ENE).

"The committes will be maving very aggressively to try and pinpoint what went wrong and what, if
anything, Congress can do o prevent this type of thing from happening again,” said Ken Johnson,
spokesman for Rep. Billy Tauzin, R-La., the committea’s chairman.

Johnson disclosed the meeting schedule for the week: The committee staff will meet with key
Securities and Exchange Commission staff Tuesday. The agency is investigating the off-the-books
transactions that appeared to lead to Enren overestimating its earmings and contributed to a collapse
in the company’s stock equity.

The committee staff will meet Wednesday with officials from Arthur Anderson, Enron's outside

auditor, and the Financial Accounting Standards Board. On Thursday, the committee staff will travel
to Houston to meet with top Enron exacutives.

The committee expects the hearing and any potential legislative action on the Enron debacle to
primarily address accounting and bookkeeping matters, assuming the investigation doesen't find other
issues were involved, Johnson said.

-By Bryan Lee, Dow Jones Newswires, 202-862-6647, Bryan Lee@dowjones.com
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Nickoloff, Peter

From: Carleton, Morman
Sent: Tuesday, Decamber 4, 2004 1110 AM
To: Bair, Sheila; Berardi, Steve, Bitsherger, Timothy, Geting, Jill, Eichrer, Matlhews, Gahilonda,

Jose; Gross, Jared; Hammer, Viva; Lori Sanatamorena (E-mail ), Mickoloff, Peter; Navey,
Michaed, Pietrangeli, Fred, Rosebara, Brian, Schulthetss, Haldbynne; Sharer, James; Whalay,
Jaan; Wesdman, Mark

Subjact: WESJ: Enron Secures §1.5 Blion in Financing, Lays Off About 4,000 Workess in the LS,

Dacember 4, 2001

Major Business News

Enron Secures $1.5 Billion in Financing,
Lays Off About 4,000 Workers in the U.S.

By MITCHELL PACELLE, JATHON SAPSFORD and ANN DAVIS
Staff Reporters of THE WaLL STREET JOURNAL

Turning to some of its largest creditors as potential saviors, Enron Corp. secured as much as $1.5
billion in new financing from J.P. Morgan Chase & Co. and Citigroup Inc., and was deep in
nagatiations for an additional lifeline to salvage its flagship energy-trading operations.

The new agreement for debtor-in-possession financing, which will rank senior to most of Enron's
existing debt obligations, representad a critical first step to keaping the company alive as it
reorganizes under bankruptcy-court protection. The Houston-based energy firm is laboring to devise
a plan to navigate the Chapter 11 process without being forced into a hurried liquidation. The
developments came as the Justice Department, following a recent similar move by the Secunties and
Exchange Commission, began a criminal probe into Enron's dealings, a person familiar with the
matter said.

Enron has been negotiating with three money-canter banks -- J.P. Morgan, Citigroup’s Salomon
Smith Barney unit, and UBS AG - for a separate deal to pump capital into its trading operations
through a joint venture that would likely result in one of the banks controlling a new trading company,
according to people involved in the matter. A spokesman for Citigroup said, "We are not at this time
interested in the trading business.” The other banks declined o comment,

Enron's advisers consider it vital to keep alive these wholesale energy-trading operations - once
considerad the crown jewel of Enron - if the company is to have any hope of continuing to operate.
In recent days, trading has ground almost to a halt, with the exceplion of rades with counterparties
who want to unwind positions. Enron Monday laid off 4,000 people in Houston - roughly 20% of its
world-wide work force of 21,000 people.

Late Monday afterncon, in the company’s first hearing in the .S, Bankruptcy Court, Southem District
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of New York, Judge Arthur J. Gonzalez, who will handle the case, approved a saries of routine
requests by Enron lawyers to make $48 millicn of payments on everything from rent at its skyscraper
in Houston to severance for employees who will be laid off.

Enron's plan for bankruptcy seems to be shaping up as a multifront effort. The company first hopes
1o calm the markets with its new debtor-in-possession financing, then ravive its crippled trading arm
by putting it under the control of a new, credible pariner. Chapter 11 bankruptcy protection
temporarily shelters a company from creditors to provide time for the company to recrganize.

Once some assets are sold to generate cash, the plan is to recrganize -- or "skinny down,” one
adviser sald — into a new, smaller Enron around several core assets, such as its pipeline business.
Enron has agreed to sell its Portland General utility,

The company will have to dear a number of major hurdles. For starters, it will have lo convince
creditors they stand to recover more by keeping the company operating, at least for a while, than by
liquidating the company in a fira sala.

According to one bankruptey lawyer who has been contacted by several creditors, it izn't yet
obvious to creditors “that recoveries will be higher by keeping the company going.”

The list of creditors in the case, the largest bankruplcy filing ever with more than $31 billion in
reported dabt and billions more in as-yet unreported off-balance-sheet liabilities, runs to more than
50 pages, and the most powerful of the bunch are expected to maneuver aggressively for control of
the official creditors' committae. All told, Enron’s top 10 bank lenders account for betwean 7.5 billion
and 3B.5 billion of on- and off-balance-sheet debt, one person involvad in the workout said.

Amaong those with the most exposure are J.P. Morgan, Citigroup, Deutsche Bank AG, Cradit Suisse
Group's Credit Suisse First Boston, Royal Bank of Scotland Group PLC and Bank of America Corp..
according to a senior banker involved in the workout, Some of these banks have exposure of as
much as $1 billion, the banker said, in a variety of loans or other forms of credit, including both
securad and unsecured. J.P. Morgan has confirmed its exposure within that range. The other banks
declined to comment, citing client privilege.

"There will be jockeying between and among the bank creditors, the bondhelders, and the trade
creditors,” predicted one lawyer who has been contacled by several clients involved in the process.
The creditors wha contral the committee, which is expected to take as long as several weeks lo be
formed, will ba able to steer the creditors’ positions in court,

As &l of this is going on, the Justice Department has decided to open a criminal investigation into the
company, a person close to the matter said, leading to competition among federal attornays” offices
that want to take the lead, Officas in New York, San Francisco, Los Angeles and Houston have all

exprassed interest. The probe comes in addition to an SEC investigation into Enron and Arthur
Andersen LLP's audit work for the company.

Keeping the Lights On

Enron is maneuvering to continue operating as it seeks to reorganize under Chapter 11 bankruptey
protection. In the latest developments:
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« Enron has secured debtor-in-possession financing of $1.5 billion to fund operations whila it is in
Chapter 11 proceedings.

+ Enron is searching for a joint-venture partner to recapitalize the company's wholesale energy-
trading businass.

« Dynegy files suit against Enron, reasserting its claim over the Northern Natural Gas pipeline in
exchange for its $1.5 billion investment; the move comes after EnronOs $10 billion suit against
Dynegy filed Sunday for breaching its merger agreement

+ Enron lays off about 4,000 employees mostly among its 7,500 employees in its Houston head
office. The layoffs come in addition to 1,100 jobs in London cut Friday.

» Congress steps up up its probe of Enron, with House Commerce Committee staff set to meet this
week with the SEC and in Houston with Enron executives,

House meambers in Washington are also gearing up for an investigation. Ken Johnson, a spokesman
far the House Energy and Commerce Commiltes, said commities reprasantatives will be briefed by
the general counsel and enforcement chief of the SEC Tuesday. Wednesday, top officials from
Arthur Andersen and the Financial Accounting Standards Board are meeting with committes staff in
separate venues and on Thursday, three committee investigators are headed to Houston fo speak
with Enron executives. "The committee is moving aggressively to pinpoint what went wrong with
Enron to see whalt if anything Congress can do to make sure it doesn't happen again,” Mr. Johnson
said.

For Enron, the key to survival may well ba its ability to convince creditors not to rush the process,
One bankruptcy expert noted that creditors of Drexel Burnham Lambert Inc., a secunties company
that sought bankruptcy protection a decade ago, agreed to a multiyear unwinding of assets, which
led to higher recovery to creditors than initially expected.

The debtor-in-possession financing will be doled out to Enron in three installments, beginning with a
$250 million piece this week, which was approved by the court Monday. That maney, which will be
syndicated to other bank lenders, will be used in part 1o repay some of an existing 31 billion credit
line extended eadier by Citigroup and J.P. Morgan.

The new money will ba secured by Enron assets, including proceeds from its sale of the Portland
General utility, and by other pipeline assets. A senior banker involved in the deal said despite
assumptions in the market that Enron has pledged all of its assels to raise money, the banks in this
latest round have had little problem finding available assets for further financing.

In the court hearing, Enron's lawyers said the company has $500 million in cash.

The bankruptcy filings of Enron and its affiliates reveal a dizzying array of creditors, ranging from
banks to telecommunications firms such as Level 3 Communications Inc. and 360networks Inc.
Enron's loans, in somea cases, hava been syndicated to as many as 100 lenders and investors.

As a resull, the pain for banks is likely to be felt widely, but not necessarily deeply. The hit o the top

lenders with as much as $1 billion in exposure to Enron is likely to be a fraction of their loan
porifolios, which are measured in the hundreds of billions of dollars.
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Yet while wide distribution helps limit the damage to each lender, it can make the bankruplcy process
even more complicated, "When you have a syndication that large, you often have large
constituencies forming sometimes with cross purposes,” said Walter Einhom, president of Sunrock
Capital Corp., an assel-based lender with expenence in workouts, "You never know who's going to
upset the apple cart.”

Another potential stumbling block to Enron’s restructuring effort is the myriad off-balance-sheet
partnerships that were key to many of Enron's transactions. Craditors have yet to receive a clear
picture of these liabilities, which bankers involved in the process have put at around $27 billion.

- Michael Schroeder and John Emshwiller contributed to this article.

Write to Mitchell Pacelle at mitchell.pacellef@ws].com <mailto:mitchell. pacelle@ws| com=, Jathon
Sapsford at Mwﬂmm@ﬂm @ws].com= and Ann Davis al

ann.davis@@wsj.com <mailio:ann.davisi@wsj.co
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Ta: Bair, Shella; Berardi, Steve, Bitsberger, Temaothy;, Cetina, Jill, Eichner, Matthew, Gablondo,

Josa; Gross, Jared; Hammer, Yiva; Lori Sanatamorena (E-mail); Nickoloff, Pater; Movey.
Michael, Fistrangel, Fred, Roseboro, Brian; Schulthelss, Heldilynne, Sharer, James; Whaley,
Jean; Wiedman, Mark

Subject: Bloombarg: Enran Takes 15t Steps in Bid to Megoiiate Bankruptey (Updates)
1204 0552

Enron Takes 1st Steps in Bid to Negotiate Bankruptcy (Update3)

By Jeft 5L.0Onge

Bew York, Dec. 4 (Bloomberg) — Enron Corp. is working {0 sunviva history's biggest Chapder 11 reorganization, Iining up a
£1.5 bilan bankruptey credl line, gatting permission 1o spend monsy to keep oparating and firing 4000 workears.

An Enron afteerey tald LS, Bankrnagtey Judge Arthur Gonzalez the campany (s talking with backers to ravive s enengy-
frading business under new cwnership. The operation, Enran's most profilable, unraveled afler the Houston-based
company in Octaber posted & third-quarter loss of $1.01 billion.

While the line of cradi eliminated one immediate threal, rading partmers are hard B find, rival Dynegy inc. is seeking to
take ower an Enron pipeline and federal authonities are investigating what sent tha biggest enargy tradar into bankruptey.
Competiors such a5 Suez 34 the second-biggest water company, are looking at buying company assets as Enron raisss
monay.

"The key issuwe now for Enron's creditors is whether the company can salvage material value from its trading operations
before their critical mass of personnel, expertise and repulation dissohes, ™ said Jell Werbalowsky, Senior managing
diractar at Houlihan Lokey Howard & Fukin,

It an indication that unsecored credilors don'l expect to Be repaid in full, Enron's B 308 percent Bonds due in 2003 traded
arourd 24 cents on the dollar, according 1o Bloombery data,

Shares of Enron rose 39 cents o 7O cenls. Shareholders are st in line 1o be paid in Chapler 11 cases and typecally gel
nothing if other creditors aren't fully reirmbuarsed.

Business Challenges

Encon is courting Investors to revhee its crippled frading business, even as it loses customers who fear the company will be
unable 1o make good on is obligations. The company is in lalks with inancial mslitutions 1o fund the wholesals tTrading
business under new ownership,” Chief Qperating Cfficer Grag Whalley said i a stalement.

Enron is negotiating with J.P. Morgan Chase & Co., Cibgroup Inc.'s Salomon Smith Barmey and UBS AG aboul a possible
joint wenture 1o ren the energy-rading operations, the Wall Street Journal sald, citing unidentified scurces.

The trading business is the most valeable parl of Enron, anakysts say. —If they don't rasurrect it, they have an extrame
problem," sad Jon Kybe Carbwright, an analyst with Raymond James & Asscciates. " Cash alone waon't eave the oparation,
they need somacne io run it™ because of Enron's low credit ralings and dederorated credibility, he said,

At EnronOwling, the Web site that onca handled 52 8 billion in commodity transactions a day, irading has plnged, raising
doubts that Enron will be able to rescus the business. Enron customears such as Mirant Corp. and Aguila Inc. have laken
business elsewhars.

““Unill wa've saan the fallout fror this banknuptey, | don't think you're going fo find a lot of entdies that are prepared o
brade wilh” Enron, said Daniel Gorgon, head of commodities trading al Hagerstown, Margand-based Alleghany Energy
Ine., which owng utilities in five stales,
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Meanwhile, Eurcpean companies began scrufinizing Enron's assads. Suez is infarastad in some of Enron's holdings, said
Jacgues Van Hee, a spokesman for its energy unit, Glencore International &G yesterday said it was considering Enren's
migtals- radeng Business,

Legal Threals

Enran's woes come af 8 time when the U5, economy is in its first recession in about a decads and the European and
Japanese aconamies are also shrinking. As of 123t manth, a record 224 publicly traded companiea had filed for bankruptey
in ez LS. this year, 27 percent more than @sl vears record 176, according 10 BankrupicyData.com, 8 Boston-based Web
gile, Filers range from Bethlehem Sieel Corp. fo Polaroid Coep.

Lawsuits and federsl invesligations are adding to Enron's difficullies. The ULS. Depariment of Justice has starled a criminal
probe ol Enson's dealings, the Wal Sireel Joumnal reporbed Monday, citing unidentfied souwces.

Dynegy 1S suing in a Texas court to gain conired of Enron's Northern Matural Gas Co. pipeline. Enron went to court first,
seeking 310 billlon owver its rival's abandonment of & 323 blllkon menger.

Erron's nosedive — ils shares hawve lost 99 percent of ther value - has also placed a spoflight on Arthur Andersen LLP,
the company’s auditor. Enron said last manth i overstated s 1598 income by 5113 million. The Securities and Exchanges
Commissian Is investigating.

Enron waorkers are suing over losses 1o their retiremeant accounts.

$1.5 Billion Loan

With just 2500 million left to fund oparations, Enron yesterday won Gonzalez's parmission o draw 5250 million of the 31.5
Bilion in Chapter 11 financing from & bank group led by J.P. Morgan Chase and Ciligroup Inc.'s Cibbank. & hearing 1o
approve use of the full amount was sed for Jan, T,

The company willl use more fhan a third of the $1.5 bllion credit line to repay an earier §550 million unsecured loan from
J.P. Morgan Chase and Citibank to Enron's Transweatern Plpelme unit.

The new loan would be pasd oul shead of all previous dabis. The unit will likely file for bankruptcy once is debts have been
repaid, sad Donald 5, Bernstesn, an attorney for J.P. Morgan Chase.

Enrgn also gof Gonzalez's perméssion to spend as much as 340 millkoan o complete constrection of its office tower In
Houston and a5 much ag 38 millan for Internet access and olher expenses critical to trading energy,

Firing Workers

Sesking 10 cut cosls, Enron eliminated 4,000 jofs at ifs Houston headguartenss, more than hall its a8 (hene, The company
had about 21 000 employees al the end of September, tao-thirds. in the U5, about a fifth in the LK. and the rest in other
paris of the world, Il fred 1,100 workers in the LK. las] wesk,

Judge Gonzalez approved Enron's request 1o pay fired employees from 34,500 to 315,000 in severance.

Encon Chalrman ang Chief Executive Officer Kenneth Lay said he will try to keep workers who are running trading
aperations, which wsed (o provide 37 percent of Enron’s revenue,

Enron and al least 13 unils declaned bankrupley Sunday, listing tolal assels of 3408 bilion and debts of $31.2 billion, The
company's Enron Gas Liguids Inc. unil an Monday filed for bankrupicy, adding mare assels o the case,

More Enron units will fids for bankruptey 'in the days shead,” the company's attorney Markin Bienenstock told Gonzalez in
court yesterday.

"W do nod teday have every "I’ dotied and every "' crossed," in preparing the Chapbar 11 recrganizabion, he said
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Subject: MY T: Collapse of Enron May Reshapa the Batilefield of Deragulation

Decembear 4, 2001

BUSINESS

Collapse of Enron May Reshape the Battlefield of Deregulation

By JOSEPH KAHM and JEFF GERTH

WASHINGTON, Dec. 3 - The bankruplcy of Enron (news/quate) has Washington debating the way it
oversees tha 5200 billion power industry, But there is no consensus on erasing the legacy of
deregulation that the company’s paolitical largess helped forge.

Congressional leaders and top regulators are moving forward on what had been Enron’s No. 1
objective: a push to reduce local control of electricity transmission lines so that energy merchants like
the Enron Corporation can use them to transport and sell power.

But the politics of power are shifting, and some of Enron's longstanding opponents - chief amang
them the Southern Company of Atlanta, which owns many local power monopolies - see a fresh
chance 1o slow deregulation, or even rall it back.

Among those who have called for inguiries into Enron's collapse are Representative Billy Tauzin, a
prominent Republican from Louisiana who is chairman of the House Energy and Commerce
Committee; the Senate majority leader, Tom Daschle, and Senator Jeff Bingaman, a Democrat of
New Mexico who is chairman of the Senate Energy and Natural Resources Commiltee.

All are vowing to get to the bottorn of one of the most precipitous business reversals in history, And
some members of Congress say Enron's downfall, on the heels of Califonia's energy melidown early
this year, proves that Washington must demand more disclosure from energy traders, holding them
at least to the standards of Wall Street firms.

"Enron is the sequela to California, it's all part of the one-year story line," said Representative Edward
J. Markey, Democrat of Massachusetts, who focuses on energy regulatory issues in the House. "We
can't leave energy products in the regulatory shadows. It hurts both investors and consumers.”

Other influential officials are in no rush to tumn back the clock on deregulation.

183

01300000000292



"“Wea have had a number of false starts, and it would be crazy not to take a look at the lessons we can
leam,” said Nora Brownell, one of President Bush's appointees this year to the Federal Energy
Regulatory Commission. "But we should not leap to the conclusion that competitive markets do not
wiork.”

The Bush administration, along with some Democrats - including Mr. Bingaman and William Massey,
a Demaocrat on the energy commission - continue to favor plans advanced by Enron that would pry
opan regional electricity markats.

“Wea have to look carefully at the causes of consequences of Enron’s collapsa,” Mr. Bingaman said.
"But | don't see anything in this that would keep us from moving ahead with open transmission
access and these types of things.™

Thee durability of such views is a sign of how effective Enron was during the last decade in keeping
Washinglon at bay as the company pushad o restructure the electricity industry and limit government
oversight of new enargy markets,

Enran and its employees were the largest contributors to President Bush's campaigns over the years,
and Enron gave more money to politicians in the last election cycle than did any other energy
company. Since 1993, its employees and its chairman, Kenneth L. Lay, have donated nearly 2
million fo Mr. Bush. In the 2000 election cycle, more than 31 million was donated to federal political
campaigns, most of it to Republicans.

Mr. Lay also had powerful friends. He recruited Wendy L. Gramm, the top commadities ragulator in
the administration of President Bush's father and the wife of Senator Phil Gramm, Republican of
Texas, o serve on Enron’s board in 1993, The appointment came just five weeks after Ms. Gramm
helped push through a ruling at the Commedity Futures Trading Commission that exempted many
anergy contracts from regulation.

Last year, as Congress and the Clinton administration debaled whether to exercise more oversight of
the financial instruments used by Enron and other companies to trade energy contracts, Mr. Lay
courted Linda Robertson, a senior Treasury official who was the deparment’s lisison with Congress.

Ms. Roberson twice accepted paid trips to talk with company executives while sha was still employed
at the Treasury, her financial disclosure shows. The measure that became law, the Commodity
Futures Modernization Act of 2000, specifically exempted energy trading from the regulatory scrutiny
applied to brokars of money, securities and commodities.

Ms. Robertson, who became the head of Enron's Washington office, did not return a phone call
seaking comment,

Last spring, when the Bush administration drafted a new national energy policy, Mr. Lay had a 30-
minute meaeting with Vice President Dick Cheney to discuss the report. The policy blueprint endorsed
breaking up monopoly control of electricity transmission networks, an Enron goal that was spelled out
in a memorandum Mr. Lay discussed during his meeling with Mr. Chenay.

Enran also had an unusual opportunity to influence Mr. Bush's choices for the Federal Energy
Regulatory Commission, which oversees the markets in which Enron operates. Mr. Lay met Mr.
Bush's personnel adviser, Clay Johnson, to discuss nominees, When Mr. Bush picked people to fill
two vacant Republican slots on the five-member commission, both had the backing of Enron as well
as other companies.
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Enron did not always get its way in Washington. It failed to win regulatory exemptions for some
fulures products it wanted to trade, for example. And with Enron now discredited, its longtime
nemeses like the Southern Company hope to turn the regulatory agenda in a direction that favors
their interests,

The Southerm Company has long been Enron's main challenger for influence in Washington, The
company has nurtured a loose coalition of Scoutheast lawmakers - the Senate minority leader, Trent
Lott of Mississippi, most prominent among them - in support of its view that the states should retain
leeway in daciding the pace and scopa of enargy deragulation.

So far this year, its political action committees have outspent all other energy companies, including
Enron and big oil companies like Exxon Mobil (news/quote), in supporting members of Congress,
according to the LS. Public Interest Research Group. Southern strongly opposes efforts 1o diminish
the power of local regulators to supervise electricity pricing, production and transmission.

"“We have long felt that Enron's vision of open markets does not work with electricity,” said Dwight
Evans, executive vice president of the Southern Company. "l think our credibility has been enhanced
by recent events."

Mr. Evans said that the Federal Energy Regulatory Commission under Mr. Bush had tried to "design
systems that meet what Enron needs.” Congress should siow the commission, Mr. Evans argued, or
risk a fresh bout of instability and volatile prices.

Some states have halted the introduction of open markets for electricity. Nevada, Oklahoma and New
Maxico are among those that have put off deregulation, while California and a few other states that
once promolad unfettered competition are debating ways to reimpose regulatory contral,

Enron's assiduous efforts to keep ts energy trading free of government interference could be ancther
casualty of its collapse.

As the value of energy contracts soared into the hundreds of billions of dollars - at one point up to
half all electricity and natural gas ransactions passed through Enron's trading operation, by some
estimates - Enron scrambled to hold off Congress and regulators.

But some regulatory experts now say that Enron's collapse is reminiscent of the failure of Long-Term
Capital Management, Long-Term Capital was the hedge fund based in Gresnwich, Conn., that
operated without direct federal oversight and, by some accounts, threatened world markets when its
elaborate portfolio of derivatives crumbled in late 1998,

With its exemption from scrutiny in hand, Enron revealed relatively little about its trading portfolio,
leaving analysts guessing how it had made its profits. Enron's secrecy was one factor that caused
investor confidence to plummet in recent weeks, after the company revealed some unorthodox
financial arrangements that benefited top exacutives,

"Enron was getting very heavily into denvatives, and along with Wall Street banks, they went to bat to
keep us away,” said Michael Greenberger, who was director of trading and markets at the
Commaodities Futures Trading Commission until Septamber 1998. "Thizs should be as scary for
regulators and Congress as Long- Term Capital was.”

Representative Markey agreed that Congrass should demand more oversight of enargy trading. He
said regulators should begin requiring transparency from companies like Enron, while examining the
adequacy of their capital and the stability of their trading portfalio, much as banking and securities
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regulators do for companies in their domain.

“We'll do it now,” he said, "or we'll do it when we get the next shock."
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Subject: Reuters: House Energy Panel Sats Ennon Mestings This Week

December 3, 2001

House Energy Panel Sets Enron Meetings This Week

By REUTERS

Filed at 4:43 p.m. ET

WASHINGTON (Reuters) - A congressional panel locking into the disintegration of energy giant
Enron Corp. said on Monday it would meat this week with executives from the company and
reprasentatives of the Secunties Exchange Commission and auditing firm Arthur Andersen.

The meetings scheduled by the House Energy and Commerce Committee indicate the panel is
moving quickly to Investigate the collapse of Enron, a company which until a few weeks ago
dominated .5, natural gas and electricity markets.

The committee’s chairman, Louisiana Republican Rep. Billy Tauzin, directed his staff 1o meaet with the
SEC, Enrcn financial auditor Arthur Andersen and top Enron exacutives, 2 panal spokesman told
Reuters.

“Tha committes will be moving aggressively to pin down what went wrong and what, if anything,
Congress can do to prevent this type of thing from happening again,” said a spokesman for Tauzin.

On Tuesday, committes staff will meet with the SEC's head of enforcement and general counsal, the
spokesman said.

The foliowing day, the House panel's investigators will interview representatives of Arthur Andersen
and the Financial Accounting Standards Board.

On Thursday, three committes staffers will travel to Houston to meet with top Enron officials "o
begin laying the groundwork for & hearing," the staffer said. Enron Chairman Kenneth Lay was not
askad by the panel io paricipate in the meeting, he added.

Enron filed the biggest U.S. Chapter 11 bankruplcy case in history on Sunday. The company listed

assets of 349.8 billion and debts of $31.2 billion. Tauzin launched the House panel's investigation
last Thursday.
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Enron's rapid tumble began several weeks ago when news surfaced of off-balance-sheet
transactions that led to a $1.2 billion write-down in shareholder equity and contributed to a $1 billion
charge. The company's plunging share price led to a series of credit downgrades, and a failed

attempt by Dynegy Inc. to rescue the company,

The Democratic-led Senate Energy Committee also plans to investigate the impact of Enron’s
financial troubles on the overall U.5. energy market,
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Subject: Cul: Enron Hearing Set For Dec. 12 Befare Two House Panels

Dacember 5, 2001

Enron Hearing Set For Dec. 12 Before Two House Panels

WASHINGTON -- Two subcommittees of the House Financial Services Committee have scheduled a
|oint hearing next Weadneasday on the collapse of Enron (ENE) and the impact on investors and
financial markets.

Witnesses invited to testify at the Dec. 12 hearing include Securities and Exchange Commission
Chairman Harvey Pitt, Enron CEQ Ken Lay, and Arthur Andersen CEO Joe Berardino.

Issues to be examined at the Enron heanng by the Subcommittee on Capital Markets, Insurance and
Government-Sponsorad Enterprises and the Subcommittes on Oversight were identified by the
panels as including "the impact on commodity markets, the reasons behind Enron's overstated
eamings, mishandling of the employee 401(k) plan, potential securities fraud, and accounting
irregularities.”

Rep. Richard Baker, R-La., chairman of the Capital Markets panel, said, "It looks to me like a whole
bunch of innocant people got crughed here. Obviously we've got a lot of guestions. We need to find
out whether the retirement savings of Enron workers and the mutual funds of a lot of other people

were victims of fraud or from violations of any existing securities laws. Do we need better disclosures
and accounting standards to give investors the real picture?

"“What I'd alzo like to know, to begin with, is how this happened, could it have been avoided, where

were the warnings from the experts, and how do wa avoid a similar collapse in the future? added
Bakear.

-By John Connor, Dow Jones Newswires, 202-862-9273; John.Connor@dowjonas.com

185

01300000000298



Mickoloff, Peter

— ______

From: Carlafon, Norman

Sent: \Wadnasday, December 0%, 2001 11:21 AM

Tao: Bair, Sheda; Berardi, Steve, Basberger, Timoly, Celina, Jill; Eichner, Matthew, Gabilondo,

Joze: Grogs, Jared: Hammer, Viva; Lor Sanatamaonena (E-mail); Nickoloff, Peter, Novey,
Michae!, Pietrangeli, Fred, Roseboro, Brian; Schulthelss, Heidilynne; Sharer, James; Whaley,
Jean; Wiadman, Mark

Subject: WSJ Front Page Story on Envon (For those who don't read the WEJ and are interasted)

December 5, 2001

Page One Feature

Behind Enron's Fall, a Culture of Secrecy
Which Cost the Firm Its Investors' Trust

By JOHN R. EMSHWILLER and REBECCA SMITH
Slaff Reporters of THE WaLL STREET JOURMAL

HOUSTON -- Around the beginning of October, Enron Cormp. executives visited credit-rating-agency
officials for talks about the company’s third-quarter results. Those results contained what turned out
to be a bombshell.

Enron mentioned in the talks that shareholders' equity, the difference between the company's assels
and ils labilities, would be reduced by $1.2 billion because of transactions with certain partnerships,
says a person familiar with the matter. Some of the credit analysts, regarding this as so significant it
neaded to be disclosed, privately urged Enron to report it to the Securities and Exchange
Commission, this person says.

But Enron didn't do s0, nor did the company explain it in its nine-page eamings announcemeant in
mid-October. The only public inkling came during an earnings-report conference call, in a reference
by the company chairman so fleeting thal some analysts say they missed it.

It was vintage Enron: minimal disclosure of financial information that, in retrospect, was central to
understanding the complex company. Only a few months ago, Enron was wowing Wall Street with its
growth and innovation, racking up large, steady earnings gains as it pioneered the global trading of
everything from power to weather contracts. But virtually unseen until the end was an Enron culture
that contained the seeds of its collapse, a culture of highly questionable financial engineering,
misstated earnings and persistent efforts to keep investors in the dark.

Senicr Enron executives flouted elementary conflict-of-interest standards. The company hired legions
of lawyers and accountants to help it meet the letter of federal securities laws while trampling on the

intent of those laws. It became adept at giving technically correct answers rather than simply honest
anes,
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One senior Wall Street official recalls recently asking Enron officials whether the company had
retained bankruptcy counsel. He was told no. He later found out that while Enron hadn't formally
retained such representation, it had met with bankruptcy lawyers. "If you don't ask the absolute nght
question, you don't get the right answer," he says. "Enron does that a lot."

et public trust, above all, was what Enron had fo have, in order to conduct its business as a trader
and party to thousands of contracts. Onge doubts began 1o seep into the public realm, thanks partly
to that mysterious hit to equity and Enron’s waffling about what it meant, other suspicious Enron
moves began to emearge.

The company had transactions with certain partnerships that were run by its own officers -- but
treated by Enron as separate. It offered only murky and fragmented information about these
partnerships. One partnership, whose existence Enron didn’t reveal for four years, was part of an
arrangement that inflated earnings by several hundred million dollars during that pedod.

And the company’s debt level was much higher than it revealed, thanks to the parinerships, which
allowed Enron to keep some debt off its books. Meanwhile, execulives made repeated public
assurances that Enron's finances and business operations were healthy, only to have those
statements refuted by subsequent revelations. Ultimately, these disclosures created a crisis at Enron,
sending its stock plunging and its pariners and clients fleeing.

While Enron has acknowledged that a loss of investors’ confidence was at the root of its woes,
company officials have consistently defended their actions as legal and proper. An Enron spokesman
reiterated Tuesday that the company made every effort to pul oul accurate information. When
something was found to be inaccurate, Enron took prompt steps to correct it, the spokesman said.

On Sunday, Enron filed for bankruptey-law protection in New York federal court - the biggest such
filing ever. It simultansously filed a multibillion-dollar suit against a company that last week backed
out of a rescue pact, rival Dynegy Inc. Enron's stock, which louched $90 a share last year, closed
Tuesday on the New York Stock Exchange at B7 cents.

Top officials now are the targets of some two dozen shareholder suits, They face a formal SEC
investigation, a Justice Department criminal probe and congressional inguiries. The company, now
struggling to avoid liquidation, has tapped existing credit facilities and lined up fresh capital exceeding
$7 billion in recent weeks, and is looking for more.

Mot every detail of this tangled tale has yet been fully unraveled. It's still not clear whather
concealment and financial engineering were a central sirategy at Enron for years, or just a last
desperate resort when eamings were falling short. Questions also still surround the sudden
midsummer resignation of Chief Executive Jeffrey Skilling, whose role in Enron’s collapse remains
uncertain.

What is clear, though, is that rarely in the annals of American business has an enterprise so mighty
and so highly regarded fallen so far so fast.

Led by its chairman, Kenneth Lay, Enron during the 1980s morphed from a nondescript gas-pipeling
company into the nation's biggest energy trader. matching utilities, power suppliers and cther
investors in a vast unregulated marketplace. It gradually turned into a trading juggemaut thal
increasingly disdained long-term ownership of hard assets.

Maving far beyond energy, Enron picneered hundreds of different types of trading contracts, ranging
from commodities such as water to exotic new financial instruments, The company assembled an
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immense pool of financial and trading talent among its 21,000 employees,

As Enron concentrated on trading of complex instruments, it came to resemble a vast financial-
services empire, handling billions of dollars of other people’s money. But to analysts and invastors
seeking to understand it, Enron wasn't very informative. Officials could be dismissive of inquiries,
even rude. Closely questioned during a conference call last spring, Mr. Skilling called one company
critic an "ah.”

Many Wall Street analysts admitted to not fully understanding chunks of Enron, a company that had
3,500 subsidiaries and affiliates spread across the globe. During the booming 1880s, as Enron
delivered plump earnings and stock gains, this didn't matter, Investors "were scared not to be in it,”
says Paul Patterson, an analyst at ABN Amro.

A Sudden Departure

The confluence of events that changed perceptions began in August with the sudden resignation of
Mr. Skilling.

The former McKinsey & Co. consultant, who is 48, had become president in 1987 Last February he
became CEQ as well. Remaining chairman was his mentor, Mr. Lay, a friend and financial backer of
President Bush and Vice President Chenay. In the early days of the Bush administration, Mr. Lay,
who is 53, had been widaly expacted to take a cabinet post.

Messrs. Lay and Skilling made a formidable team. The courtly and amiable Mr. Lay had wide-ranging
experience in govermnmment, academia and business, and his opinion was frequently sought in the
energy world. Mr. Skilling, a Harvard M.B.A., was a brash, fiery figure who spoke rapidly and
pepperad his conversations with financial jargon.

Without warning, Mr. Skilling resigned on Aug. 14, He initially cited "personal reasons.” But in an
interview the next day he sald his own frustration over Enron's weakening share price - then about
%43 - played a major role in his decision. "I don't think | would have felt the pressure to leave if the
stock price had stayed up," he said.

The abrupt departure forced Mr. Lay to retake the reins. He was reassunng to the public. "l can
honestly say the company is in the strongest shape it's ever been in,” Mr. Lay said at the time. He
also promised that in the future, Enron would be more open and accessible to investors. Mr. Lay
acknowledged that the company had "lost some credibility” with investors.

Dealings With Partnerships

The day of the announcemant, Enron filed its report with the SEC for the three months ended June
30. Tucked in the 36-page document were several paragraphs describing deals involving hundreds of
millions of doliars between Enron and unnamed partnerships headed by and partly owned by an
unnarmed "senior officer” of the company. The filing added that the officer had sold his partnership
interests in July and "no longer has any management responsibilities for these entities.”

But it wasn't Mr. Skilling who ran the two partnerships, known as LJM Cayman LF and LJMZ Co-
Investment LP. It was Chief Financial Officer Andrew S. Fastow, a Skilling protégé who was still very
much with the company. The "LJM" came from the first initials of Mr. Fastow's wife and two sons. A
company spokesman said the dealings between Enron and Mr, Fastow's partnerships were perfectly
proper and had been done to help Enron protact its assets against fluctuating market prices.
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The partnerships had been around for two years and appeared in Enron SEC filings during that time.
But tha manner in which they were disclosed, with different pieces of information appearing in
different filings, made it difficult to learn such basics as which senior executive was running the
partnerships.

Worse, there was no way from the available information to understand just what the parinerships
were doing or what impact they had on Enron's finances. Some stock and credit analysts say they
had never heard about the LIMs until they read about them in the newspapers in recent weeks.

Mr. Fastow's LJM dealings were, however, well-known within Enron and a magnet for criticism, Part
of LUM's activities involved buying Enren assets, and some officials balked at doing deals that could
enrich a senior executive at the company's expense, say people familiar with the matter, At leasl two
senior officials complained internally about the potential conflicts of interest. The concerns were
turned aside by top management, say the people familiar with the events.

The anger might have been greater had those who complained known the extent of Mr. Fastow’s
financial gains from LJM. Internal partnership documents show that the CFO made millions of dollars
a year from LJM, far more than his corporate compansation.

One private document for LIM2's successful effort to raise nearly $400 million boasted of “preferrad
access” to Enron deals and said thal Mr, Fastow's economic interests would be "aligned” with the
partners’. Late last year, Mr. Fastow and Enron were laying plans for a 31 billion LJM3 fund, though it
never came to fruition. Enron later estimated that Mr. Fastow made more than 530 million from the
LJM partnerships.

Mr. Fastow has dedlined repeated requests to be interviewed. His attorney points to Enron
staternents saying that all of the company's dealings wilh the partnerships were proper and
thoroughly vetted by the board and top management.

In September, Enron faced questions from The Wall Street Journal about the partnerships.
According to a person familiar with the matter, there were sharp internal disagreements over whether
1o make top officials available for interviews. This person says that at one point, Mr. Fastow shouted
that he saw no “upside” to talking.

A Cryptic Reference

Then came Enron's Oct. 16 report of its third-quarter earnings. Although a §1 billion write-off for
telecommunications and other ventures produced a big net loss, the company trumpeted a 26%
increase in "recurring eamings” due to "very strong results” of its "core” businesses. The stock
posted a gain for the day.

The news release contained a cryptic reference to a charge relating to the "early termination ... of
certain structured finance arrangements with a previously disclosed entity.” This seemed to be Enron
coda for LIM. In response to questions, the company said the LJM-related charge was $35 million.

Mr. Lay himself tried to put the LJM matter to rest. *| don't think we need to say anything more about
that," he said in an interview at the time.

Later, however, an Enron SEC filing on Nov, & disclosed that the actual charge related to LJM
dealings was $462 million. The $35 million figure represented cash paid to LJM in the termination,
company officials now said, with the other hundreds of millions reflecting declines in the value of
Enron assets held by LIM-related entities.
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"It was not our intent to mislead,” said Mr, Lay's chief of staff, Steve Kean, In mid-November.

On Oct. 17, the Journal revealed some of the partnerships' inner workings, their dealings with Enran
and tha fact that Mr. Fastow stood to make millions from his participation. Shortly afterward, Enron's
stock began tumbling.

That same day, word of the $1.2 billion reduction in shareholders’ equity started rippling through Wall
Street. On Ocl. 18, the Journal reporied for the first time that the equity reduction stemmed from
transactions related to the LIM partnerships.

During the earlier discussions with credit-rating agencies, Enron had attributed the equity reduction to
an "accounting error,” says the person familiar with those discussions. However, in an Oct. 17
interview with the Journal, Enron Chief Accounting Officer Rick Causey didn't mention an accounting
error. He said that as part of its dealing with the parinerships, Enron had put up 62 million of its own
shares. In return, it gained a $1.2 billion note receivable from the parinerships, When the
arrangements were terminated, he explained, Enron simply canceled the note and retired the stock.
The retirement of so many shares accounted for a $1.2 billion reduction in shareholders’ equity.

A spokesman added that Enron didn't see this as a material transaction that needed fo ba publicly
disclosed. The spokesman Tuesday said that he had been told by company officials at the time that it
was "a balance-sheet issue” and didn't need fo be included in the third-quarter eamings discussion.

However, in a Nov., B SEC filing, Enron declared that the equity reduction was largely due to an
accounting emmor -- one that required the company to restate prior-year financial reports.

The SEC within a few days started an informal inguiry. It scon grew into a formal investigation, which
meant the agency had power to subpoena witnesses and documents, At the same time, credil-rating
agencies were beginning to put Enron on review for possible downgrade.

That was worrisome. Keeping an investment-grade rating was vital for the heaith of the trading
operation, which produced mare than 80% of Enron's third-guarter operating earnings. Moreover, a
fall to "junk” status would trigger accelerated repayment of billions of dollars of obligations.

Fastow Qut

In an effort to stanch the bleeding and restore confidence, Mr. Lay and other top officials, including
Mr. Fastow, held a conference call on Qct. 23. Sparring with analysts and investors, the executives
seamed defensive and even hostile at times. Mr. Lay wouldn't let Mr. Fastow answer guestions about
the partnerships, but expressed his "highest faith and confidence” in his chief financial officer.

The next day, the company announced Mr. Fastow was no longer Enron's CFO. Mr. Lay said the
about-face was necessary to "restore investor confidence.”

After the conference call, Enron top brass retreated from the public arena. Behind the scenes, Enron
was frantically looking for a rescue strategy, approaching both competitors such as Dynegy and
waealthy investors such as Warren Buffett for a cash infusion. So intense was the quest that one
Enron attomey, a member of the Weil, Gotshal & Manges law firm, flew from Dallas to Houston for a
planned two-hour meeting and didn't get back for two weeks.

Dynegy was intrigued by the notion of taking over a company that was five times its size and had
long overshadowed it, Dynegy President Steve Bergstrom, an Enron alumnus, had a scheduled
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social lunch with an old friend, Stan Horon, who runs Enron's pipeline business, Mr. Horton asked if
he could bring Enron Vice Chairman Mark Frevert and President Greg Whalley. In a private room at
Houston's Plaza Club, Mr, Whalley popped the question: Would Dynegy be interested in buying
Enron? “ was flabbergasted,” says Mr. Bergstrom, "We were like the little kid on the block to them.*
He remembears thinking, “They're in worse trouble than | thought.®

Mr. Bergstrom suggested having Mr. Lay call Dynegy Chairman and founder Chuck Watson, and
within hours the two talked. Then they met face to face and privately Oct, 27 at Mr. Lay's home in
Houston's exclusive River Oaks neighbarhood, hammering out major points of a deal.

Dynegy's biggest shareholder, ChevronTexaco Corp,, approved a 32.5 billien investment in Dynegy
that Dynegy would use to give Enron a cash infusion. The first $1.5 billion would come right away and
the rest at the closing. J.P. Morgan Chase & Co. and Citibank arranged a further $1 billion of credit,
so that on Moy, 9, the two sides were able to announce a $9 billion all-stock betrothal. Mr. Lay,
deflacting questions about Enron's woes, said the combination s all about the future ™

But amid the optimistic talk, new bombshells were exploding at Enron. Its Nov. 8 SEC filing disclosed
for the first time company dealings with an entity called Cheweo Investments LP. Just four days
before the filing, the company had refused requests by The Wall Street Journal to discuss the entity
or even acknowledge its existence.

As it turned out, Enron had plenty of reason to be sensitive about Chewco, named for the "Star
Wars" character Chewbacca. Chewco had been set up in late 1997 during a rocky period for Enron,
when the company was missing its quartery earnings targets and losing a bit of its Wall Street
credibility. Prudential Securities analyst Carol Coale recalls a meeting with Mr. Skilling during this
period when, she says, he promised "some strong eamings growth® in the coming quarters.

Now it's known that between 1997 and the end of last year, Enron's dealings with Chawco and a

related partnership known as JEDI (for Joint Energy Development Investments) kept hundreds of
millions of dollars of debt off Enron's books. Moreover, business deals with the partnerships also
allowed Enron to book $390 million in net income, roughly 13% of reported profits for the period,

according to the Nov. 8 SEC filing.

Although Enron treated Chewco as an independent third party, there were lots of indications to the
contrary, Chewco was managed by Michael Kopper, an Enron officer who later helped Mr, Fastow
run the LJM partnerships. Early Chewco funding of $383 milllon came almost entirely via Enron
through loans it arranged or guaranteed.

In its Mov. 8 filing, Enron said that Chewco and JEDI should never have been treated as separate
parties, Ratroactively folding them back into Enron was the principal cause of a restatement that
slashed Enron earnings for the prior four years by $586 million, or 20%. The company said its
financial statements for those years could no longer be relied upon.

These disclosures further rocked an already-shaken investment community. If Enron officials
knowingly created and controlled Chewco as a sham third party to boost profits, they could be in
violation of federal fraud stalutes, says Jacob Frenkel, a former SEC attorney and federal prosecuter,
At the very least, says Ronald Barone, head of Standard & Poor's energy and utility group, Chewco
represented “financial engineering on the razors edge.”

Mr. Kopper, who last summer left Enren o run the LIM operation, declines to be interviewed.

According to Enron, he bought out Mr. Fastow’s partnership interests. A recent visil 1o LIM's offices,
across the street from Enron's Houston headquarters, found no one willing to talk.
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During the years in which Enron was issuing earnings statements it now says were incorrect, Mr. Lay,
Mr. Skilling and other top executives of Enron scld hundreds of millions of dollars in Enron stock.
Partly as a result. they and others face a raft of shareholder suits. Some Enron traders complained
angrily at a company meeating last month about $62 milllan in severance the Dynegy deal would bring
Mr. Lay. After a day of giving out conflicting signals, Mr. Lay announced he wouldn't take the
severanco.

Revelations about Chewco and LJM fueled concern about other surprises that might be hidden in
dozens of other partnerships with which Enron did business. One problem: Millions of shares of
Enron stock provided the underpinnings for at least some of those partnerships. As Enron's stock
price fell, the stability of those structures was threatened, says one Enron insider, who speculates
that Mr. Skilling's decision to resign might have been influenced by this development. "When he saw
the stock price falling, | think he knew a crisis was coming,” this perscn says.

Mr. Skilling won't talk about Chewco or anything else having to do with Enron. Since leaving in
August he has remarried, grown a beard and hired a lawyer to help handle the mess. On a recent
marming, outside his newly built mansion in Houston's River Oaks neighborhood, Mr. Skilling
reiterated his desire to be left alone but didn't seem angry about being approached. “l understand it's
a big story," he said in a soft voice.

On MNov, 19, Enron revealed more bad news. In another SEC filing, it said it could be forced 1o take a
further $700 million pretax hit to earnings because of a plunge in the value of assets at yet another
investment partnership. In addition, Enron said its declining credit rating had triggered $690 million in
accelerated payments to investors,

Trading partners began to back away. The stock plunged anew, falling to about 55 a share by
Thanksgiving.

One Last Effort

Dynegy executives say the Nov. 19 filing was pivotal in changing their thinking about the merger.
Enron appeared to be burning through cash at a frightening rate, says Mr. Bergstrom, Dynegy's
president, and it kept coming up with unpleasant surprises. "l think they knew maore than they were
telling," he says. Enron spokesman Mark Palmer replias that "if they had done their due diligence,
they would have known about” Enron's condition.

The companies made one last stab at saving the deal over the Thanksgiving weekend, huddling at a
resort in Weslchaster County, MUY,

They slashed the deal's price to $4.17 billion. But in an ominous sign for Enron, neither of Dynegy's
top two execulives attended. And the revised deal was never madae final. Analysts estimated that at
least $4 billion more cash was needed to bolster trading partners' confidence, and no one was willing
to put up that kind of money. A week ago, Enron's world caved in. Standard & Poor's, tired of waiting
for the negotiations to produce a new rescue of Enron, dropped its credit rating below investmeant
grade,

Other rating agencies followed. Later the same day, Dynegy formally called off the acquisition, and
Enron traders walked away from their screens. About 4,000 Enron employees already have been laid
off, with $4,500 in severance pay. Many face a further hit as retirement accounts, heavy with Enron
shares they weren't allowed to sell, are decimated. After the collapse of the merger, some of the

7 500 headquarters employees headed to Houston bars to blow off steam.
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One took the time to remove Dynegy’s stock symbol and stock price from the electronic tote board in
the Enron lobby. Left behind was Enron's stock price, by then measured in dimes, and the constantly
replaying message at the bottom of the board: "Enron ... endless possibilities.”

Write to John R. Emshwiller at john.emshwillerf@wsi.com <mailtojohn.emshwillerfws] com=>* and
Rebecca Smith at rebecca smithi@ws|.com <mailto:rebecca smith@ws|.com=*
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Tao: Blisbarger, Timothy, Gross, Jared, Pielrangeli, Fred, Berardi, Steve; Nickoloff, Petar;
Schuftheiss, Heidiynne

Subject: Ol Another Enron ‘Rally’ As Shorls Close Out Positbons

December 5, 2001

Another Enron 'Rally’ As Shorts Close Out Positions

By CHRISTINA CHEDDAR

of DOW JONES NEWSWIREES

NEW YORK — Even as more Enron Corp. (ENE) units succumb to bankruptcy, the Houston energy
trader's stock has bounced up over 30% Wednesday in heavy volume.

Buyers of the stock Wednesday included professional investors and traders closing out short
positions as well as some retail investors.

The movament comes even though Enron shares will likely be worthless by the time its bankruptcy
court case is through. This is because there is a strict hierarchy that is followed in a bankruptcy
proceeding, and the last in line to get paid are the commen shareholders of Enron's stock,

Standing at the front of the line are the lenders who provided the company with debtor-in-possession
financing. In Enron's case, this is the $1.5 billion it received from Ciligroup Inc. (C) and J.P. Morgan
Chase & Co. [JPM).

Mext in line are secured lenders and bondholders whose claims are backed by the company’s assels.
Behind them are unsecured creditors such as Enron’s trading counterparties and vendors seeking o
paid,

Anything left over after all of that gees to the company's stockholders.

The original 14 Enron units that filed for bankruptcy on Sunday had more than $18 billion in
combined liabilities, without accounting for any of its off-balance-sheet obligations, which is what got
Enron into trouble in the first place.

The Wall Street Journal, citing information provided by bankers involved in the process, said the off-
balance-sheet llabilities could add another 27 billion in debl.

Tuesday's bankruptcy filing by another three units of the company - Enron Met Works LLC, Enron
Glabal Markats LC and Enron Industrial Markets LLC - added $439 million in debi.

And there is no assurance, Enron won't make additional bankruptcy filings.
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A quick look at Enron's bonds shows the skepticism in the market. Enron’s bonds are trading at about
25 cents on the dollar, which means bondholders are expecting to get only partial payment for their
investment, or are expacting that payment to be far off in the future.

To be sure, some investors who specialize in trading distressed stocks have been making profits on
Enron shares as the stock popped back up. Some of these investors may have shorted Enron’s
stock are buying to close out their positions.

However, some of the activity may come from amateur investors, who think that there still could be
hope for a rebound.

"PGAE didn't go to zero," said Andre Meade, an analyst at Commerzbank, referring to the stock of
PGA&E Corp. (PCG). Burdened by debt from California’s high-flying power prices, PG&E's Pacific Gas
& Electric Co. unit filed for bankruptcy protaction in April. "But there was a good chance its
shareholders would get paid. In my opinion, Enron's equity is likely to go to zero, and even
bondholders will not be paid.”

Enron shares racently traded at $1.15, up 28 cents, or 32, 2%, on volume of 154.6 million compared
with average daily volume of 42.2 million.

-By Christina Cheddar, Dow Jones Newswires, 201-938-51686, christina.cheddar@dowjones.com
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Subject: W5 op-ed piece by CEO of Ennan

Decembar 4, 2001

Commentary

Enron: A Wake-Up Call

By Joe Berardino, a managing partner and CEO of Andersen.

.A year ago, Enron was one of the world's most admired companies, with a market capitalization of
$80 billion. Today, it's in bankruptcy.

Sophisticated institutions were the primary buyers of Enron slock. But the collapse of Enron is not
simply a financial story of interest to major institutions and the news media. Behind every mutual or
pension fund are retirees living on nest eggs, parents putting kids through college, and others
depending on our capital markets and the system of checks and balances that makes them work.

Our Responsibilities

My firm is Enron's auditor. We take seriously our responsibilities as participants in this capital-
markets system; in particular, our role as auditors of year-end financial statements presented by
management. We invest hundreds of millions of dollars each year lo improve our audit capabilities,
train our people and anhance quality.

When a client fails, we study what happened, from lop to bottom, to learn important lessons and do
hetter. We are doing that with Enron. We are cooperating fully with investigations into Enron. If we
have made mistakes, we will acknowledge them. If we need to make changes, we will. We are very
clear about our rasponsibiliies. What we do is important, So s getting it right.

Enron has admilled that it made some bad investments, was over-leveraged, and authorized
dealings that undermined the confidence of investors, credit-rating agencies, and trading counter-
parties, Enron's trading business and its revenue streams collapsed, leading to bankruptcy.

If lessons are to be leamead from Enron, a range of broader issues need to be addressed. Among
them:

s Rathinking some of our accounting standards. Like the tax code, our accounting rules and
literature have grown in volume and complexity as we have attempted to turn an art into a
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sclance. In the process, we have fostered a technical, legalistic mindset that is sometimeas more
concerned with the form rather than the substance of what is reported.

[ustration)

Enron provides a good example of how such orthodoxy can make it harder for investors to
appreciate what's going on in a business. Like many companies today, Enron used sophizticated
financing vehicles known as Special Purpose Entities (SPEs) and other off-balance-sheel structures.
Such vehicles permit companies, like Enron, o increase leverage without having to report debt on
their balance sheet. Wall Street has helped companies raise billions with these structured financings,
which are well known fo analysts and investors,

As the rules stand today, sponsoring companies can keep the assets and liabilities of SPEs off their
consolidated financial statements, even though they retain a majority of the related risks and
rewards. Basing the accounting rules on a nskireward concept would give investors more information
aboul the consolidated entity's financial position by having more of the assets and liabilities that are
at risk on the balance sheet: certainly more information than disclosure alone could ever provide. The
profession has been debating how to account for SPEs for many years. I's lime to rethink the rules.

« Modarnizing our broken financial-reporting model. Enron's collapse, like the dot-com meltdown, is
a reminder that our financial-reporting model -- with its emphasis on historical information and a
single eamings-per-share number - is out of date and unresponsive to today's new business
models, complex financial structures, and associated business nsks.

Enron disclosed reams of information, including an eight-page Management's Discussion & Analysis
and 16 pages of footnotes in its 2000 annual report. Some analysts studied these, sold short and
made profits. But other sophisticated analysts and fund managers have said that, although they were
confused, they bought and lost money.

We need to fix this problem. We can't lang maintain trust in our capital markets with a financial-
reporting system that delivers volumes of complex information about what happened in the past, but
leaves some investors with limited understanding of what's happening at the present and what is
likely to oceur in the future.

The current financial-reporting system was created in the 1930s for the industrial age. That was a
time when assets were tangible and investors were sophisticated and few. There were no derivatives.
Mo structured off-balance-sheet financings. Mo instant stock quotes or mutual funds. No First Call
estimates. And no Lou Dobbs or CNBC.

We nead to move quickly but carefully to a more dynamic and richer reporting model. Disclosure
needs to be continuous, not periodic, to reflect today's 24/7 capital markets. We need to provide
several streams of relevant information. We need to expand the number of key performance
indicators, beyond earnings per share, to present the information investors really need to understand
a company's business model and its business risks, financial structure and operating performance.

« Reforming our paichwork regulatory environment. An alphabet soup of institutions -- from the
AICPA (American Institute of Certified Public Accountants) to the SEC and the ASB (Auditing
Standards Board), EITF (Emerging lssues Task Force) and FASB (Financial Accounting
Standards Board) to the POB (Public Oversight Board) - all have important roles in our
profession’s regulatory framework. They are all made up of smart, diligent, well-intentioned
people. But the system is not keeping up wilh the issues raised by today's complex financial
issues. Standard-setting is too slow. Responsibility for administering discipline is too diffuse and

1

01300000000310



punishment is not sufficiently certain to promote confidence in the profession.

All of us must focus on ways to improve the system. Agencies nead mora resources and experts.
Processes need to be redesigned. The accounting profession needs to acknowledge concems about
our system of discipline and peer review, and address them. Some criticisms are off the mark, but
some are well deserved, For our part, we intend to work constructively with the SEC, Congress, the
accounting profession and others to make the changes needed to put these concerns 1o rest.

« Improving accountability across our capital system. Unfortunately, we have witnessed much of
this before. Two years ago, scores of New Economy companies soared lo irational values then
collapsed in dust as investors came to question their business models and prospects. The dot-
com bubble cost investors trillions. It's time to get serious about the lessons it laught us.

Market Integrity

In particular, we nead to consider the responsibilities and accountability of all players in the system
as we review what happened at Enron and the broader issues it raises. Millions of individuals now
depend in large measure on the integrity and stability of our capital markets for personal wealth and
secufity.

Of course, investors look to management, directors and accountants, But they also count on
investment bankers to structure financial dzals in the basl interest of the company and its
shareholders, They trust analysts who recommend stocks and fund managers who buy on their
behalf to do their homework -- and walk away from companies they don't understand. They count on
bankers and credil agencies to dig deep. For cur system to work in today's complex economy, these
checks and balances must function properly.

Enron reminds us that the system can and must be improved. We are prepared to do our part.
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Subject: Lefters on Berarding's op-ad
Voices
1
Enron's Alarm

RE: ("Enron: A Wake-Up Call”) Mr. Berardino misses the point. Our financial accounting model is not
broken, it is being abused. Sure Generally Accepted Accounting Principles (GAAP) are complicated,
50 i3 our economy. Focusing on historical performance is what we do in our profession; speculating
on future parformance is not. Personal integnty and character are what we should focus on.
Companies that engage in off-balance-sheet transactions to subvert GAAP and mislead the financial
community should be axposed, not praised for creating “sophisticated financing vehicles." Company
axecutives holding equity positions in partnerships that compete with and benefit from transactions
with their employer corporations are guilty of a clear conflict of interest. They should be discredited
and legally pursued when they put their interests above the interests of the stockholders', whose
assets they are entrusted to manage. Performing audits for clients like these can only end badly for
audilors Financial analysts who can't understand complex disclosures should admit it and get out of
the business. Finally, any investor who hears the word "sophisticated™ azsociated with an investment

should immediately substitule the word "speculative,” and adjusl their expectations and investment
strategies accordingly.

Robert L. Paretta, Ph.D., CPA

The writer is an associale professor of accounting and MIS at the University of Delaware

Mr. Berardino prasents a dispassionate and reasoned response to the titanic misrepresentations of
tha financial circumstances surrounding the "sinking® of the good ship Enron. | can only balieve that
the style is a attempt to pre-empt outrage from investors and employess. Declaring a need for the
good old boys in the accounting profession to get together on a solution after an 380 billion dollar
“error” understates the nature and magnitude of the crime. If the accounting industry knows how to
reduce the misrepresentations, as stated in the editorial, then why weren't controls put in place long
ago. Compara this situation to safaty in manufacturing plants, where laws with teath assure that
safety issues receive approprigte management attention and capital investment, and get priorty over
profitability. Rather than a need for a wake-up call, | would ask: Who audits the auditors?
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Faul Haeberlan
Houston

The accounting profession and especially the “big 5", very much influence the accounting and
auditing standards. The fact that the profession has allowed the accounting and auditing standards
and their practical application to spin out of control, must be the fault of the profession, The
profession that it has allowed giant conflicts of interest to exist. Accountants should make sure they
are not only independent, but seen to be independent, and provide an independent view which can
be relied upon by third parties. If the auditing profession does not comrect itself, then it must expect
that others will take the lead.

Angus McDowell
New York
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Heard on the Streat

'Mark to Market' Accounting
Is Under Increased Scrutiny

B]r JONATHAN WEIL
Stall Reporter of THE WaLL STREET JOURNMAL

With their industry's ploneer in bankruptcy court, the legions of energy companies that followed
Enron's lead into the go-go world of commadity trading are finding their own profits and accounting
practices under scrutiny as well.

What ultimately triggered the collapse of investor confidence in Enron were its indecipherable
disclozures for related-party transactions, compounded by its admitted financial misstaternents and
massive off-balance-sheet liabilities. But many critics say disclosure issues of a different sort dog the
financial staterments of most companies that trade electricity, natural gas and the like -- with the
approval of the nation's accounting-rule makers.

At issue is & technigue called "mark to market" accounting, under which the Financial Accounting
Standards Board has given energy traders wide discretion to include as current earnings those profits
they expect to realize in future periods from energy-related contracts and other derivative
instruments.

Far many energy-rading companies, significant chunks of eamings in recent years have come from
recording unrealized, noncash gains through such accounting entries. Often, these profits depend on
assumptions and estimates about future market factors, details of which the companies don't provide.
And because of the minimal disclosure standards, it is difficult for investors to assess whose
assumptions might be too aggressive, or what market changes might invalidate the assumptions -
and force eamings revisions.

mahenaver there's a considerable amount of discretion that companies have in reporting their
earnings, one gets concerned that some companies may overstate those eamings in cartain

situations whera they feel pressure to make earnings goals,” says ABN Amro analyst Paul Patterson,
who follows energy-trading firms.
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[Go]See full coveragé of the rise and fall of Enron

Mark-to-market accounting is required whenever companies have outstanding energy-related
contracts on their balance sheets, either as assets or liabilities, at the end of a quarter. For example,
these could be agreements to sell eleciricity or buy natural gas over time at ce riain prices. Under the
rules, companies estimate the fair values of the contracts. Quarterly changes in value -- representing
unrealized, noncash gains and losses -- then are run through the companies’ income statements.

One way to gauge the size of some companies’ past unrealized gains is to dig through their cash-flow
statements, which sometimes specify the nancash portion of trading gains. At Enron, unrealized
trading gains accounted for slightly more than half of the company’s £1.41 billion of orginally reported
pretax profit in 2000 and about a third of its originally reported pretax profit of $1.13 billion in 1859,

At Dynegy, unrealized gains accounted for nearly half its 5762 million in 2000 pretax profit and about
half its $227 million in 1989 pretax profit. Dynegy execulives say there isn't anything wrong with the
quality of their company's eamings. And they point to financial reports for the first ning months of
2001 showing that none of the company's reported eamings for this year came from unrealized
gains,

Other energy traders whose earnings have been boosted in recent years by mark-to-markat gains
include American Electric Power, Duke Energy, El Paso, Entergy, Mirant, Pinnacle West Capital and
Williams Cos.

How much discretion do energy traders have in valuing their contracts? The rule, pretty much, is that
there aren’t many rules.

For instance, during a conference last week sponsored by the FASE and the American Accounting
Association, attendees were shown a hypothetical example under which the fair value of a power
contract could range from $40 million to $153 million, depending on which assumptions of fulure
trends were used.

And the mark-to-market rules that do exist for energy contracts were crafted in large part on

approaches that Enron and other traders lobbied for. "We developed those rules,” Enron’s chiaf
accounting officer, Richard Causey, said in an August interview,

Owver the past three years, members of the FASB's Emerging Issues Task Force have extensively
debated the subject of how to value energy-related contracts. What they have decided is that
companies should be left to their own discretion, though the task force recognizes thal could create
problems. In a June 2000 report, for instance, the group noted that two companias in similar
circumstances might apply different methods to estimate the fair value of their energy contracts,
resulting in widely different valuations. "Those differences lead to the question of whether some of
the methods in practice yield estimated amounts that are not representative of fair value,” the repor
said.

The task force's chairman, Tim Lucas, says it simply is too difficult to draft a one-size-fits-all solution:
“There's no one way to do it. There are various models, and we think it requires professional
judgment to assess.” Further, he says, requiring companies o disclose all the estimates underlying
thair sarnings would produce disclosures so voluminous that they would be of little value.

That is in line with the industry’s longtime position. In a June 2000 letter to Mr. Lucas, for instance,
Mr, Causey said "the valuation process should be determined by individual compa nies,” and the task
force "should not address the valuation methodology for energy or energy-related contracts.”
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In its financial filings, Dynegy explains thal when market-price quotes aren’t available for cerain long-
term contracts, "the lack of long-term pricing liquidity requires the use of mathematical models to
value these commitments.” As a result, actual cash retums may "vary, either positively or negativaly,
from the results estimated.”

Quoted market prices offering independent guidance on many shori-term energy conltracts have
become more readily available in recent years. Even then, there aren't rules specifying which market
quotes companies must use. For instance, should companies mark their contracts based on the
*bid" price, which is the price a market maker would offer to pay for a given contract? Or should they
use the "ask” price, which is the price at which a trader is willing to sell? Or somewhere in between?
Currently, individual companies decide for themselves.

On most contracts for short-tarm deliveries of nalural gas, bid-ask spreads are fairly small, about 1%
or =0. But even for some shori-term electricity confract prices quoted on Enron’s now-shultered
enline trading portal, spreads of 20% were common. On contracts for short-term delivery of
telecommunications bandwidth, Enron often posted "ask® prices that were as much as eight times
the posted "bid" prices.

For other long-term derivatives, such as electricity contracts stretching 20 years or longer, market
quotes don't exist. In such cases, companies are allowed to base contract valuations on their own
undisclosed estimates, covering everything from future commeodity prices to credit risks and discount
rates.

"t would seem wise for energy companies in this highly skeptical environment to provide the
disclosures necessary for financial statement readers to understand the quality of their eamings, and
provide the disclosures voluntarily,” says Tom Linsmeier, an accounting professor at Michigan State
University.

For now, however, energy traders aren't stepping up their disclosures. Dynegy's senior vice president
and controller, Michael Molt, for instance, says his company "is committed to full disclosure and to
eliminate any cloudiness around these disclosures.” But he says Dynegy won't disclose any
information about the market assumptions or methedologies underlying the unrealized gains it has
recorded over the years. He says that would place Dynegy "at a competitive disadvantage in the
markelplace.”

- John R, Emshwiller contributed o this arficle.

Write to Jonathan Weil at jonathan.weil
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Nickoloff, Peter

From: Carleton, Morman

Sent: Wadnesday, Decembear 05, 2001 5:30 PM

Ta: Bair, Sheila; Berardi, Steve; Bitsoerger, Timaolhy, Elchmer, Matihew, Gabdando, Jose: Grass,
Jared; Hammer, Viva, Lori Sanatamorana {E-mail); Nickoloff, Peler; Movey, Michaal:
Fietrangeli, Fred; Rosaboro, Brian; Schulthelss, Heldilynne, Whakey, Jean, Wisdman, Mark

Subject: Ckl: Enron Maintains Suspension OF Trading On Onling Platfarm

Decamber 5, 2001

Enron Maintains Suspension Of Trading On Online Platform

Dowr Jones Newswires

NEW YORK -- Enron Corp. (ENE) on Wednesday maintained its suspension of business on its
Intarnet platform EnronOnling, directing counterparties to call its trading desk if they wanted to do
deals, the company said.

Enron, which continues to post prices on the system, also cul the number of products for which it put
up bids and offers to 100 from 127 Tuesday and 1,700-2,000 before the company began its spiral
into bankruptcy court, spokesman Erc Thode said,

The suspension and the number of products for which EnronOnline is posting prices could change
daily, Thode said.

The point-and-click system, which once handled as much as a quarter of the volume in North
American natural gas and power markets, is now all but ignored as the energy markets have moved
on to other counterparties and other platforms. What trade is being done with Enron is attributed to
continued efforts to flatten positions or is chalked up to companies that, on balance, owe Enron
money.

"Certainly, on a day-to-day basis, it's evident it's significantly down,” Thode said of Enron's trading
activity. He wouldn™ reveal precise volumeas.

In the past, Enron pushad its traders o present aggressive bid-offer spreads for a full range of
products on EnronOnline in a successful effort to win market share.

Clasing down trade on the system, on which Enron is the counterparty to every deal, really just
removes one means of doing business with the Houston-based company. The switch to telephones,

however, would give Enron traders a choice whether to complete deals,

J.P. Morgan Chase & Co. (JPM), Citigroup Enc. (C) and Swiss banking giant UBS AG (UBS) are
considering some form of a joint venture under which UBS' subsidiary UBS Warburg alone would
take over Enron's trading operations, Dow Jones Newswires reported, citing people familiar with the
matter.

Thode confirmed Enron was in talks with potential partners for a joint venture under which Enron's
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trading operation could be revitalized, but wouldn't name the parties to the talks.

-By Andrew Dowell, Dow Jones Newswires; 201-038-4430; andrew.dowell{@dowjones.com

01300000000318



Hil:lil:lll:lﬁi Peter

From: Carlgton, Morman
Sent: Wednesday, December 05, 2004 5:33 PM
Tao: Bair, Shella; Berardi, Steve, Bitsberger, Timothy, Eichnes, Malthew, Gabilerda, Jose, Gross,

Jared, Hammer, Vive; Lorl Sanatamarena (E-mail), Nickoloff, Peter; Movey, Michaal;
Pietrangali, Fred: Rosabaro, Brian; Schultheiss, Heldilynne: Whalsy, Jean, Wiedman, Mark
Subject: O IN THE MOMEY: Enron Mesds JY Now To Up Recovery Value

December 5, 2001

IN THE MONEY: Enron Needs JV Now To Up Recovery Value

By CAROL 5. REMOND

i Dow Jomes Wewswilreas Colunmn
NMEW YORK -- The race is on to save Enron Corp.'s (ENE) energy-trading business.

Enron and its creditors have to move quickly to try to preserve as much of the business as possible
now that the Houston company has filed for bankruptcy and customers have begun migrating in
droves to other trading partners and dealing platforms.

First, Enron's lead banks, J.P. Morgan Chase & Co. (JPM) and Citigroup Inc. (C), arranged for $1.5
billizn in interim financing to help Enren get going again. Now, they and others appear to be hustling
to shore up one of Enron’s most significant assets, its EnronOnline trading system.

So far, details are scant. But people familiar with the matter said that J.P. Morgan Chase & Co.,
Citigroup Inc. and Swizs banking giant UBS AG (UBS) are considering some form of a joint venture
under which UBS' subsidiary UBS Warburg alone would take over Enron's trading operations. The
Jeint-vanture pariners would share any revenues,

UBS has well-established businesses in trading and risk management, but the bank has vitually na
presence in the energy trading market.

People familiar with the matter said that UBS is doing due diligence on Enron's trading operations,
attempting to figure out what value, if any, could be restored to the once mighty trader.

J.P. Morgan declined to comment on the matter. A spokesman for Citigroup's Salomon Smith
Bamey's unit wasn't immeadiately available for comment.

But a person familiar with the matter said that under one option under review, UBS would take over
Enron's trading business. That person said that the plan was likely to have been discussed during a
LUBS board meeting that took place in Zurich earier Wednesday,

Banks Look To Get Semething Back
J.P. Morgan, Citigroup, and other financial institutions have a lot riding on Enren, having loaned

billions of dollars to a company that not so long ago dominated by far the U.S. energy trading
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landscape.

Enron's bankruptey filing is the largest in U.S. history, with more than $31 billion in reported debt and
perhaps billions more in as-yet unreported off-balance-sheet liabilities. Citing a person involved in the
reorganization, The Wall Streat Journal reporiad that Enron's top 10 bank lenders account for
between $7.5 billion and $8.5 billion in on- and off-balance-sheet debt.

Creditors’ desire to maximize recovery value and UBS's longing to take a foothold in the energy
trading business could be what's behind the idea of a joint venture to revive the now moribund
EnronOnline. (UBS has a relatively small $74.3 million exposure to Enron, which the banking giant
says is fully hedged.)

Until recently, EnronOnline accounted for 25% of all wholesale energy trading in the U.S.,
representing about 60% of Enron's trading volume. But as Enron's financial troubles mounted,
ultimately leading to a Chapter 11 filing in New York Sunday. this crown jewe! has rapidly been
detenorating.

And with trades almost at a standstill, customers have been moving to competing trading platforms
like Dynegy Inc.'s DynegyDirect, TradeSpark or the Intercontinental Exchange, known as ICE. ICE
said Tuesday that trading volume more than doubled in the two last weeks of November.

What's certain is that if Enron's major creditors and UBS want to resuscitate EnronOnline, they have
to move quickly.

"The customer list is very ephemaral,” said Art Gelber of Gelber & Associates, energy advisers and
consultants in Houston, "Whomever gets encugh liguidity will get it and become the chosen
platform.”

Gelber and others said that UBS, or any other interested parties, have the benefit of the upcoming
holidays, a time when trading slows. But they say that if no new ownership is in place by the middle
of January, any value to EnronOnline operations will have likely vanishad foraver.

Just how much of Enron's prior market share UBS would be able to reclaim is unclear. Bul even a
portion would give the bank a sizable entry into the energy markeat.

It's also unclear whether UBS' interest in EnronOnline would extend to physical contracts that were
also offered by the trading platform in addition to financizl contracts. If so, UBS would have to quickly
develop a presance in the pipeline and power-grid market in the U.S. and likely Europe. {Indeed, a
big question for any Wall Street firm or bank considering an investment in energy trading is whether
to simply be a broker or actually take and make physical delivery of power and other commodities. )

Energy adviser Gelber said given the relative openness of the energy industry in the U.S., it would be
pretty easy for UBS to get in the physical delivery business if it chose to.

Introduced In 1999, EnronOnline is a trading platform that provided cuslomers with price discovery
and point- and-click transaction ability. The platform offers trading in natural gas, power, oil, other
refined products, coal, chemicals and metals, among others, Unlike rival platforms like ICE, which
merely match customers, Enron was a party to every transactions taking place en EnronOnline.
Therein is another question: would an Enron joint-venture partner also want to lake on courlerparty
risk?

Whatever firm, if any, steps in, the resulting joint venture would have to be approved by the
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bankruptcy court and possibly even the Federal Energy Regulatory Commission.

By Carol E&. Remond; Dow Jones Newawlrea; Z0L 938 2074
caral. remndﬁd.auj OTEE | Com
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Nickoloff, Peter

*

Fram: Carleton, Morman

Sent: Wednesday, December (5, 2001 7218 PM

To: Catina, Jil; Bair, Sheila; Berardi, Steva; Bitsberger, Timothy; Eichmer, Matthew, Gabilonto,
Jose; Gross, Jared; Hammer, Viva; Lori Senatamonena (E-mail); Mickoloff, Peter; Novay,
Michae!; Pietrangeli, Fred; Roseboro, Brian, Schulihesms, Heldiynne, Whaley, Jean, Wisdman,
Blark

Subject: FT: Enron probe will examing industry-wide impact

Enron probe will examine industry-wide impact
By Gwen Robinson in Washington and Andrew Hill in Mew York
Fublished: December 5 2001 19:22 | Last Updated: December 6 2001 00:03

US lawmakears signalled on Weadnasday that investigations into the Enron case would go beyond the

collapse of the energy trader and dig deep into the implications for companies, markets and the
accountancy profession.

Investigators from the House of Representatives energy and commerce commillea - one of the most

powerful congressional panels - will meet Enron officials on Thursday in Texas as part of their probe
into the company, which filed for bankruptey protection on Sunday,

Billy Tauzin, the Louisiana Republican who chairs the committee, said his investigators “intend to be
very aggressive” and would begin hearings next month.

"This is just the beginning," said an official involved with the hearings. "These issues go way beyond
Enron to securities law and financial markets regulation - and the role of auditors.”

"Too many people were hurt by this,™ Mr Tauzin said, adding that he wanted to know how Enron
manipulated accounting proceduras and would examine the impact of the company's failure on
enargy markets,

Although Mr Tauzin said he could not say right away whether Congress needed to take action, an
official involved with the probe predicted that "at the very least” it would lead to tighter regulation of
accountants and ensure more transparency in commodities trading.

The "Big Five" accountancy firms including Andersen, Enron’s auditor, issued a joint statement on
Wednesday that responded to growing criticism over the the quality and objectivity of Andersen’s
audits and promised to react to the implications of the Enron collapse.

The energy committae, which conducted a comprehensive investigation into last year's confroversy
over defective Firestone tyres on Ford Explorer vehicles, is promising an aqually thorough inguiry into
Enron.

The committee's investigators met on Wednesday with the Financial Accounting Standards Board
and senior executives of Andersen. Wednesday's talks with Enron in Texas will centre on the
company's accounting procedures and its relaionship with Andersen. The committee this week
asked Enron and the SEC to hand over docurments on the company's accounts and the SEC's
investigation.

Michael Oxley, the Republican chairman of the House financial services committee, said on Tuesday
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that two of its subcommitteas would *move past the headlines and gel the facts on Enron” in their
joint hearings planned for next Wednesday.

Meanwhile, Enron continues to hive off non-core operations. PwC, which is acling as the

administrator for Enron Europe, said it intended to sell the group’s European metals, commodity

trading and credit derivatives business, having agreed the sale of Enron Direct, the UK-based gas
and power supplier, on Tuesday.

At the same time, the parent company is trying fo salvage its stricken core north American trading
business. UBS, the Swiss banking group and JP Morgan Chase have both registared an interest in
forming a joint venture.

The latest of at least two dozen lawsuits was filed on Wednesday against Enron executives and
board members, together with a request for an order to freaze theirr assets.

Bill Lerach, lead attormey for the new suit said: "Our investigation is revealing to us the fraud thus far
disclosed was the tip of the iceberg."

Additional reporting by Elizabeth Wine and Sheila McNulty
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Nickoloff, Peter

From: Carleton, Morman
Sent: Wednesday, December 05, 2001 7:21 P
To: Ceding, J&; Bair, Shella; Berardi, Steve; Bitsberger, Timothy;, Eichmer, Matthew, Gabilondo,

Jose: Grogs, Jared: Hammaer, Viva: Lofl Sanatamorena (E-mad); Mickoloff, Pater; Nowey,
Michasl, Pietrangeli, Fred; Rosaboro, Brian; Schultheiss, Heddibmoe, Whaley, Jean, Wisdman,
Mark

Subject: FT: 'Big Five' back Andersen over Enron collapsa

'‘Big Five' back Andersen over Enron collapse
By Adrian Michasls in New Yaork and FT.com staff in London
Published: December 4 2001 20:35 | Last Updated: Decembar 5 2001 20:23

Enron logo

The "Big Five" accountancy firms joined forces to suggest reforms to accounting standards in the
light of the collapse of Enron.

In a joint statement, the firms appeared to close ranks around Andersen, Enron’s auditors, by arguing
“other market participants®™ had to "engage in self-scrutiny” over their role in the collapse of the
stricken energy trading company.

KPMG, Deloitte & Touche, PricewaterhouseCoopers and Emst & Young, together with Andersen,
said the firms were committed to learning lessons from the failure of Enron. The statement came
hours after Joe Berardino, Andersen’s chiefl executive, had defended his firm's role as Enron's
auditor in the affair.

According to the joint statement issued late on Tuesday night: "When businesses fail and public
confidence wanes, all involved ... have a responsibility to actively seek to understand the core
problems and pursue meaningful solutions. We encourage other market participants to engage in
self-scrutiny and take significant steps.”

The statement added: "The process of accounting standard-setting is too cumbersome and slow in
today's economy. Waorking with others, we will find ways to streamline and modermise the system."

Andersen has faced questions over the competence and objectivity of its work for Enron, first for not
raising the alarm over the company’'s finances, and then after it emerged that it had eamed $25m for
its audit last year and $27m for other services.

The firm is now baing investigated by the Sacunties and Exchange Commission and faces lawsuits
and a probe by its rival Deloitte Touche Tohmatsu. It could be hit by fines and bans.

Mr Berardino wrote in Tuesday's Wall Street Joumnal that when a client failed, Andersen sought to
learn important lessons.

“We are co-opearating fully with investigations into Enron. If we have made mistakeas, we will
acknowledgea them. If we nead to make changes, we will.®

Mr Berardine's response, thought to be unprecedented in a case of this kind, guickly moves on to
discuss failings in the financial accounting system that are making it hard for investors to judge
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companias.

He said a rethink was needed of accounting standards, saying that the rules have grown too
complex.

He added that the financial reporting model was broken.
"We can't long maintain trust in our capital markets with a financial reporting system that delivers
volumes of complex information about what happened in the past, but leaves some investors with

limited understanding of what's happening at the present and what is likely to occur in the future ®

Mr Berardino also called for reform of the regulatory anvironment, saying standard-satling was too
slow, responsibility for administering discipline too diffuse and punishment not sufficiently certain.

The scrutiny of Enron's accounting is the latest setback for the big professional services firms as they
seek to reassure over perceived conflicls of interest,

Andersen, along with similar firms, says it has internal controls to prohibit such conflicts between
audit and consultancy.
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Hinlmluﬂi Peter

___J
From: Carlatan, Morman
Sent: Waadnesday, Decemizar 05, 2001 7:24 PM
To: Catina, Jil; Bair, Shelle; Barardi, Stove, Bilsberger, Timothny, Eichner, Matthew, Gabdondo,

Jose: Grosa, Jared; Hammer, Viva; Lon Sanatamorena (E-mail); Nickaloff, Peter, Novey,
hichael: Pietrangeli, Fred; Roseboro, Brian; Schultheiss, Heidilynne; Whaley, Jean: Wiedman,
Mark

Subject: ET: Staternent by the heads of the 'Big Five' accountaney firms on the collapse of Enran

Statement by the heads of the 'Big Five' accountancy firms on the collapse of Enron
Published: December 5 2001 13:02 | Last Updated: December & 2001 13:21

Issued on behalf of the following:

Joseph F. Berardino, Andersen

Stephen G. Butler, KPMG

James E. Copeland, Jr., Deloitta & Touche
Samuel A. DiPiazza, PricewaterhouseCoopers
James S, Turley, Emst & Young

“As with other business failures, the collapse of Enron has drawn attention to the accounting
profession, our role in America's financial markets and our public responsibilities. We recognize that
a strong, diligant, and effective profession is a critically important component of the financial reporting
system and fundamental to maintaining investor confidence in our capital markets. We take our
responsibility seriously.

"The issues are broad and complex. When businesses fail and public confidence wanes, all involved
in the capital markets have a responsibility to actively seek to understand the core problems and
pursue meaningful solutions. We encourage other market participants to engage in self-scrutiny and
take significant steps.

“Warking together, our five firms are committing our attention and resources to evaluate and chart a
course to address issues important to investors. We are also committed to future action hazed on
insights gained from current events.

Enhancing Financial Reporting

"We are developing specific recommendations to the SEC for improved disclosure guidance on
related party transactions, special purpose entities (SPEs), and issues related to market nsks,
including those relating to energy contracts. We will work with the profession to submit these
recommendations by the end of the year, and urge that this additional information be available to
investors in 2001 annual reports.

"On a broader scale, we will work with the SEC as it begins the process of modermizing our financial
reporting system, which is long overdue. Too often, financial statement disclosures are plentiful but
may lack meaning. Many different streams of information - not just eamings - are needed for
informed decision-making, and backward-looking financial statements delivered on a periodic basis
no longer are sufficient to communicate real value and risk.
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"The process of accounting standard-setting is too cumbersome and slow in today's economy
Working with others, we will find ways to streamline and modernize the system.

Enhancing Audit Effectiveness

“In light of the current challenging business environment, we are preparing an assessment of risk
factors that may be important for financial statement preparers, audit committees and auditors to
consider during the current reporting cycle.

“Last year, the independent Panel on Audit Effectivenass issued a comprehensive report on audit
process improvements. Many of the recommendations have been put into place and the others are
under active consideration. We are committed to timely implementation.

"ae we learmn more from the lessons of current events, we will work with others in the profassion to
evaluate its self-regulatory mechanism. We recognize that the profession must maintain the
confidence of investors. Self-regulation is right for investors, the profession, and the financial
markets, and we know that changes are needed. We will work to make the right improvements in a
timely way."
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Mickoloff, Peter

_ ]
Fram: Carbeton, Marmian
Senl: Thursday, December 06, 2001 4.15 PM
Ta: Rosebora, Brian, Bitsberger, Timothy, Wiedman, Mark; Gross, Jared, Gabilondo, Joses,
Sutton, Gary; Nickoloff, Peter; Schultneizs, Heldibnne, Movey, Michael, Hammer, Viva;
Eichner, Matthew
Subject: CAPITAL VIEWS: New SEC Chairman Gets A "Dingall-Gram' {Enron mentioned al end)
December 6, 2001

By JOHN CONNOR
A Dow Joness MHewswires Column

WASHINGTON -- Perhaps inevitably, Harvey Pitt, the new chairman of the Securities and Exchange
Commission, has Rep. John Dingell, D-Mich., on his case.

Dimgell, the ranking minority member and former chairman of the House Energy and Commerce Commiltee,
has been spreading apprehension i not outright terror through the nooks and crannies of the faderal bureavcracy
for decades with what have come to be known as Dingell-grams. Now he has fired one off to Chairman Pitt.

"On October 22, 2001, in your first speech as chairman of the Securities and Exchange Commission, you
observed 1o an audience of accountants that the SEC ‘has not, of late, always been a kinder and genller place for
accountants,™ Dingell wrote ina Dec. 5 letter to Patt,

The missive (maybe missile is a better word) was released by the Congressman Thursday.

"After noting your representation of the AICPA {American Institute of Certified Public Accountanis) and each
of the Big Five Accounting firms for the past two decades, you lamented that "somewhere along the way,
accountants became afraid to talk to the SEC, and the SEC appeared to he unwilling to listen to the profession,’
and you vowed that those days are ended,™ Dingell recounted, laying the groundwork for what came next.

"I am deeply troubled by the tone and tenor of vour remarks," the Congreszman said. "Your choice of words
sends the wrong message to anditors, 1o the SEC staff, and to the investing public. Your message appears (o be
that the rules will not be implemented as vigorously as they should be. I trust this is not what you meant 1o
convey and that you will correct any misunderstanding at the earliest possible time. This is critical, given the
plummeting confidence of investors in the integnty of financial reporting at this time.

“You may choose to repudiate the legacy of vour predecessor, Arthur Levit,” Dingell continued. "But make no
mistake about it: his tenure, and that of his tcam on these issues - former Chief Accountant Lynn Tumner and
former Director of Enforcement Richard Walker - represent a high mark at the SEC in fighting financial fraud,
and the standard against which you will be measured.”

We'll await Pitt's full response, which no doubt will come in due course,

Having digpensed with the pleasantnies or lack thereof, the Congressman served up a number of questions that
he asked Pitl to consider in the course of the SEC’s investigation into the Enron matier.

Dingell's first question reads as follows: "Enron Corp. set up a complex web of off-balance sheet special
purpose entities. What was the underlying business purpose and substance of each of these entities and of
Enron's transactions with them? Enron's current report on Form B-K dated November 8, 2001, still does not
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provide an explanation to investors, years after some of these entities were formed. How did the Securities and
Exchenge Commission fail to require adequate disclosures over those years™

His second guestion (there are 15 in all) referenced FASB statement Mo, 37, "Related Party Disclosures,” and
wondered in part: "How did Enron avoid making these disclosures and how did Arthur Andersen fail to require
adeguate disclosures?

And so on. Dingell's last question was: "Who profited from Enron's complex business structure? Where did all
the money go™
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Nickoloff, Peter

 ____ e e —
From: Carlabon, Momrman
Sent: Thursday, December 06, 2001 4:13 PM
Te; Bair, Sheila; Berardi, Steve, Bitsbesger, Timodhy: Eichner, Matthew, Gabillondo, Jose: Gross,
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Decembear 6, 2001

Rep. Dingell Asks SEC For Details On Enron Partnerships

Dow Janes Newswires

WASHINGTON = LS. Rep. John Dingall, D-Mich., is asking the Securities and Exchange
Commission for detailed explanations of complex derivative transactions that led to the financial
collapse of Enron Corp. (ENE).

"Where did all the money go?" Dingell asked in a Dec. 5 letter to SEC Chairman Harvey Pitt, echoing
a question on the minds of thousands of Enron investors who've seen billions of dollars in equity
vanish virtually overnight.

"Who profited from Enron’s complex business structure?” Dingell demanded.

The House Energy and Commerce Committee, whera Dingell in the ranking minority member, has
launched an investigation into the accounting practices of Enron.

Enron entered into complex derivative hedging arrangements with two private investment limited
parinerships established by Enron executives. The transactions helped Enron keep its debt off its
books and overslate its eamings.

*I intend to fully cooperate with and participate in (the committee's) probe, which is being conducted
on & bipartisan basis," Dingell told Pitt.

Committee staff investigators traveled to Houston Thursday to meet with top Enron executives.
Earlier in the week, the commitlee met with key SEC staff invalved in that agency's investigation of
Enron's business practices, and officials from Arthur Andersen, Enron's outside auditing firm, and the
Financial Accounting Standards Board, known as FASE.

The committee plans to hold a hearing early next year delving into Enron's accounting practices,
which could set the stage for a legislative response affecting corporate auditors.

In his letter, Dingell voiced concemn with comments Pitt made before the American Institute of
Certified Public Accountants shortly after he became SEC chairman, which the Michigan Democrat
said suggested "the rules will not be implemented as vigorously as they should be."
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Dingell suggested Pitt was seeking to "repudiate” the legacy of the SEC under former chairman
Arthur Levitt, when the commission's record in fighting financial fraud represented a "high mark™ that
Pitt's tenure will be measured against.

"I trust that this is not what you meant to convey and that you will correct any misunderstanding at the
earliest possible time,” Dingell wrote.

“| expect you and your agency to conduct a vigorous and fair investigation of the Enron matter and of
any and all other matters invohving your former clients,” Dingell said, noting that Pitt, as an attornay in
private practice, represented the AICPA and the Big Five accounting firms,

Dingell noted that Enron failed 1o disclose and describe the nature of its relationship with the private

investment partnerships, apparently in violation of FASB's standard No. 57 addressing “related-party
dizclosures."

"How did Enron avoid making these disclosures and how did Arthur Andersen fail to require
adequate disclosures?” Dingell demanded of the SEC.

"It does not appear lo be that Andersen was misled by management fraud, as the disclosures in prior
filings should have alerted Andersen to the existence of these transactions. This appears to be
similar to Andersen's behavior in Waste Management Inc. (WMI), where Andersen identified issues
during the audit, but then failed to require the company to correct them," the letter said.

Moting that Andersen received $52 million in fees from Enron last year for auditing and consulting
services, Dingell asked: "Could that million dollars a week have played a role in their clouded
judgment hera?"

The letter went on to ask the SEC for details regarding what third parties the partnerships did
business with, how Enron's board and internal oversight committees approved of the transactions,
why past auditing adjustments weren't recorded, how the capitalization structure of the partnerships
evolved, and why Andersen allowed "improper accounting” practices to help Enron misstate its
equity by $1 billion,

Citing Enron's SEC filings, the partnerships were established to enrich company management, hide
debt from investors, and create "fictitious profits,” Dingell suggested.

"Did Andersen help Enron ‘financially engineer’ these types of transactions to get around the
accounting rules?" Dingell asked the SEC. "What law firms or firms were invelved in structuring or

engineering, and providing legal opinions, with respect to these entities, transactions and
disclosures?"

Dingell asked the SEC to explain any patterns of insider stock selling in late 2000 and early 2001 that
may have been related to management's knowledge of Enron’s true financial condition.

The letter also sought the SEC's suggestions for what reforms of accounting rules may be neadead.

-By Bryan Lee, Dow Joneeg Newswires: 203-BE2-6G647;
Bryan. Lese@dowjones . com
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December 6, 2001

Judge Mulls Freezing Accts Of 29 Enron Officers, Directors

Dow Jonas Newswiras

HOUSTON -- & law firm representing Amalgamated Bank said a judge will consider freezing the
accounts of 29 officers and directors of Enron Corp. (ENE) accused of fraud at a hearing on Friday.

Amalgamated Bank filed a lawsuit Wednesday against Enron, alleging that through “false and
misleading™ financial reporis and statements, certain officials - including Enron Chief Executive
Kenneth Lay, former CEOQ Jeffrey Skilling, and former Chief Financial Officer Andrew Fastow -
pumped up Enron's stock price and took advantage of that to "dump” a total of 17.3 million shares for
mare than $1.1 billion.

In a press release Thursday, Milberg Weiss Bershad Hynes & Lerach, the firm represanting
Amalgamated, said the judge will hear the bank's request for unusual "expedited discovery” powers
lo open up personal records of the 20 defendants and reveal the extent of additional liguidations and
limited partnerships not currently made public.

Amalgamaled Bank submitted the ex parte application for a temporary restraining order and
injunction after filing the lawsuit,

Amalgamated, a union-owned bank whose Longview funds own Enron shares, charges it lost $10.3
million due to the decline of Enron stock and bonds.

An Enron spokesperson wasn't immediately available for comment.
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December 6, 2001

Enron's $1.5B DIP Loan Syndication To Start Next Week
By CAROL 5. REMOND

Of Dow Jons=s MNewswires

NEW YORK -- Enron Corp.'s (ENE) 31.5 billion interim financing package will be marketed for syndication
beginning next week,

A final term sheet for the deal, which was preliminarily approved by the bankruptey judge whe oversees Enron's
rearganization on Dec. 3, 1s now in the process of being finalized, people familiar with the matter said Thursday.

LP. Morgan Chase & Co. (JPM) and Citigroup INC. (T}, Enron’s two lead banks, have been organizing the
rescue loan, known as debtor-in-possession, or DIP, financing.

That money 18 needed for the company (0 conlinue 10 operate and to protect any value left - value that could be
crucial for creditors to recoup any of their losses.

Under the 1erms of the deal, Earon has already received 3250 million from J.P. Morgan Chase and Citigroup.
Another 5250 million is expected to become available in the next couple of weeks, after Enron's lenders approve
the company new business plan,

The [inal 51 billion in funding is contingent on final approval of the court and successful syndication of the
loan, Some of that last installment will be used to repay a $550 million loan extended by Citigroup and J.P.
Morgan Chase to Enron last month,

Although Enron's rapid fall has left 2 number of financial institutions exposed to the company’s fiscal and
accounting woes, the people familiar with the matter said they expected most syndicate players (o be interested
in taking on some of the DIP financing. In a loan syndication, lead lenders offload a large part of the loan onta
other banks, thereby sharing the risk with the so-called syndicate group.

Most banks are willing to take on DIP lending because such exposure is senior to all other claims in bankruptey
court. DIP loans are also attractive because they carry higher interest rates.

In the case of Enron, DIP financing comes at a cost of 350 basis points (3.5 percentage points) over the London
Interbank Olfered Rate, or LIBOR. That's 100 basis points wider than the rate under which Citigroup and 1.P.
Morgan Chase recently loaned 51 billion to Enron, which consisted of a 3550 million loan secured by Enron's
Transwestern pipeline and a 3430 million loan secured by the company's Northemn Natural Gas pipeline.

The final DIP package is scheduled to be approved by the bankreptey judge on Jan. 7.

Meanwhile, J.P. Morgan Chase and Citigroup are said to continue working with UBS AG (UBS) on a plan to
form a joint venture under which UBS' subsidiary LBS Warburg would take over Enron's trading operations.
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Such a venture would help shore up EnronOnline which was once one of Enron's most valuahle asset,

Spokesmen for P, Morgan Chase, Citigroup and UBS declined to comment officially, A spokesman for Enron
wasn't immediately available.

Enron filed for bankrupicy protection on Dec. 2 after its debt was downgraded to junk status and investors and
clients lost confidence in the company over accounting irregularities and off-balance-sheet liahilities, The
Chapter 11 filing is the largest in U.S_ history, with more than 331 hillion in reported debt and billions more in
as-vel unreported off-balance-sheet ligbilities.

-By Carcl 5. Remond; Dow Jones Hewswires; 241 538 2074;
caral .remond@dowiones . com
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US Power Markets Showing Few Scars From Enron's Fall

By Jun KaMP and KRISTEN MCNAMARA
of poW JONEEZ HNEWSWIRES

NEW YORK -- US. electricity markets continued to hum along Thursday without Enron Corp.'s (ENE)
formerly dominant presence, and with few signs the energy giant's sudden departure is having any impact on
]'.I'I1£I:5.

The unwinding of trading positions with Enron has caused some prices to fluctuate Tmml]}' But such trading
activity has waned, and fundamental factors like weather conditions and natural gas prices have regained their
place as key market drivers, traders said.

"[ think everybody's done unwinding,” said one power trader, who noted that Enron's Web-based trading
platform wasn't showing any prices Thursday. "There's not a market open on EnronCnline.”

Enron wouldn't comment on the status of its trading operations or EnronOnline Thursday.

Even in the Northeast U.S., one area where forward power prices were moved recently by Enron's troubles,
prices were once again moving on normal market conditions, traders said.

"Right now, everything's back to normal," a New York trader said, with "no influence at all” from Enron,

Prices for Northeast electricity scheduled for delivery months from now fell late last week, as traders sought to
rezell power previously contracted with Enron into an already saturated market, Early this week, traders who
had purchased electricity from Enron and dissolved those contracts emerged as buyers, sending prices back up.
That trend seemed to end Thursday, as traders finished flattening positions with Enron.

Stronger natural gas futures prices bolstered so-called forward power prices in the Northeast Thursday. The
price of natural gas, fuel for a growing number of power plants, is often a major influence on forward electricity
murkets,

The price for power scheduled for delivery in New York City during summer 2002 traded at $72 per megawatt-
hour Thursday, up $1 from the price seen for the same contract the previous day. Prices for winter power also
rose 1 in New England, pushed up by with natural gas, to trade at S318/MWh.

A similar increase in Midwest and Southeast forward power trading - linked by some traders to unwinding
Enron positions - also appears over with little impact scen on prices, traders said.
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Vast Dealings With Enron Helped Diversify Risk, Some Say

By JOE NIEDZIELSKI
of DOW JOMES NEWSWIRES

NEW YORK -- Enron Corp."s (ENE) financial dealings rippled throughout global financial markets, but in
some ways, the spread of risk among hundreds of institutions has softened the blow from the biggest bankruptey
in LIS, history.

At a time when many companies are putting their house in order with regards to Enron - for example, by
disclosing bond holdings or ¢losing oul derivatives contracts - Standard & Poor's noted Thursday that credit
exposure to Enron isn't concentrated in any one institution, country, or even industry.

Total credit exposure to Enron likely exceeds the 333 billion on Enron Corp.'s balance sheet, but those
exposures come in many forms, not all of which are equally risky, S&P said. "The good news is that while some
of the exposures may be material, they do not appear, at least on the basis of initial reports, to be life threatening
to any institution," the rating agency said.

The tone of 53&P's remarks Thursday echoes that of some reports this week from Wall Street fixed-income
firms, Merrill Lynch said almost every global financial entity has derivative contracts cutstanding with Enron.
"This is actually a positive as risk to Enron is spread over a large number of counterparties,” Merrill said,

But what's been difficult for agencies like S&P to get at, is the [ull picture of Enron's exposure throughout
financial markets, such as derivatives. Enron's liabilities to counterparties, or the amount it owed to third parties
under derivatives contracts, was around $18.7 billion as of Sept. 30, according to Swaps Monilor, the New York
firm that tracks over-the-counter denivatives.

A lot of Enron’s denivatives counterparties who didn't want to keep the full share of their Enron exposure on
their trading books may have offloaded some of the nsk in the credit denvatives market, or through surety bonds

issued by insurers. That in tum created more financial contrects or synthetic bonds that use credit derivatives
exposad to an Enron failure.

"We, by no means, have gathered the complete picture of who's holding the bag,”™ S&P's Tanya Azarchs told
Dow Jones Mewswires.

Last week, S&P noted about a $3.3 billion notienal, or face valee, of Enron credit exposure in the synthetic
collateralized debt obligations, or CDOs, that it rates. In these deals, the credit risk of a portfolio of obligors is
transferred to a swap counterparty and 1o investors who buy notes ranging from high credit quality to slightly

speculative. Enron also was a swap counterparty on some 53 billion face value worth of deals rated by S&P.

And Enron was among the more activelv-traded names in the single name credit default swap market,
insurance-like contracts between two counterpartics that protect against defaults and other credit events like
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restructuring, Estimates from CreditSights in New York put the counterparty exposure to Enron in the default
swap markel in the range of $8 billion 1o 510 billion.

But Enron's credit exposure isn't concentrated among financial institutions like it may have been at one time,
S&P said Thursday.

The bonds are held mostly by insurance companies, pension and mutual funds, and CDO structures, which, in
turn, may be held by insurance and banking organizations, S&P said.

Among banks, the highest exposures in dollar terms are (o be found at Enron’s lead banks, J.P. Morzan Chaze &
Co. (JPM) and Citigroup Inc. {C), S&P said. But much of that exposure is secured.

As of Thursday, the estimated direct exposure of U_S. insurers asset portfolios to secunties issued by Enron
and its affiliates is more than $3.5 billion, which is not likely in itself to "negatively affect” the ratings of those
insurers, S&P added.

The derivatives exposures present the more “complicated and incomplete” picture. But Enron, prior to its

demise, was a triple-B-rated counterparty, meaning that institutions on the other side required higher levels of
collateral.

And S&TP added that those with Enron exposure often sought 1o protect themselves by olvaining credit
protection on the Enron name in the form of credit default swaps, letters of credit, or bank guarantees. This
ranslerred the risk beyond the natural counterpariies on derivative transactions, which are otherwise a relatively
small group of companies.

"The mechanism of diversifing risk, by laying it off in a vaniety of markets, worked," Azarchs said.

-By Joe Miedsielskl, Dow Jones Mewswires, 201-928-2009; joe.niedsielskizidowjones.com
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ther.w_ B | L o
POWER POINTS Special: Reconstituted Enron A Pipe Dream

By MARK GOLDEN and JASON LEOPOLD

A Dow Jones Hewswires Column

LAS VEGAS -- The idea that Enron Corp. (ENE) can find the financial backing to fence off its profitable North
American gas and power trading operation in a joint venture with other partners is near fantasy, energy traders
and Wall Street analysts said.

The fantasy of salvation is understandable. If Enron's energy trading operation shuts down, the most valuable
piece of Enron will be lost,

How valuable™ Enough that some counterparties wouldn't mind secing Enron default. One Northwest
municipal utility, for example, is buying power long-term from Enron at prices much higher than today's
market. But the utility can't walk away from Enron and into the cheaper market, because Enron continues to
deliver.

"Somehow, every day, they've scraped together the power and delivered so far,” a buyer for that utility said
while attending an energy trader confierence this week in Las Vegas. "I wish they would default someday, so we
could get out of the contract,”

That situation can be multiplied perhaps thousands of times. If Enron's trading operation deteriorates, the
company's credilors could eventually recover even less of what they're owed.

But deteriorate it will, observers said, even if Enron finds backers for a new venture.

"Most counterparties seem very hesitant about doing business with Enron again,” said Steve Fleishman, energy
industry analyst for Mermill Lynch, "Financial backing would help, but lack of clarity on Securities Exchange
Commission review and litigation lingers as an uncertainty."

Brute Force

Much of the strength of Enron’s traders came from the brute force that big-swinging Enron executives

encouraged in order to meet camings growth targets. The company for a couple of years overcame huge losses
in disastrous invesiments overseas and in telecom with ever larger bets on just three markets: North American
gas, Eastern 1.5, power and Western ULS. power.

Omnly a few senior Enron traders really had the power to make market calls, Those traders had excellent
fundamental analysis, and they were usually right in their bets on the direction of prices. Enron went leng
Western power and gas last year as prices in those markets skyrocketed. It shorted those markets this year as
demand was killed by mild weather, a recession and delayed approval of higher utility rates.

Enron's market power was so great that its positions were somewhal self-fulfilling. If a trader for another
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company heard that Emron had started buying something, he started buying. Or at least he didn't sell, which
would be like stepping in front of a moving train.

On those occasions when the market moved against Enron, the company allowed its senior traders to sit on
positions that were losing hundreds of millions of dollars in market value, so long as the senior trader could
justify his analysis. For example, when gas futures on the New York Mercantile Exchange unexpeciedly started
to rise in October from about 52.25 per million British thermal units to $3.25, Enron stayed short, even as its
gas profit and loss statements deteriorated daily.

But Enron was right, Gas futures have since declined to their pre-October levels,
Unlimited Free Risk Capital

Mo other trading company would have allowed a trader to sit on even fraction of that position, a senior trader
with a merchant energy company said. And no deep-pocketed partner, if one were to infuse an Enron encrgy
trading venture with enough money to obtain an investment-grade credit rating, would allow Enron traders to
swing for the fences as in the old days.

Enron traders had unlimited risk capital for free. No bank partner is going to provide that kind of backing,
according to the senior trader (who also might not mind seeing Enron go away, due to some long-term gas
supply contracted from the company at prices much higher than today's market).

Besides, other energy companies have learned from Enron's collapse that it's too risky to do so much business
with one company.

"Even if it regained footing and credibility, the market will not allow another company to have 25% market
share like Enron once did,” Fleishman said, "Market share would be a fraction of the past.”

Couldn't Enron's talented traders still turn some decent profits and keep Enron's current good coniracts running,
even if kepl on a much shorter leash? Afier all, the company still has its trading book, talent, systems and
technology.

The answer: Not likely. Enron's excellent market analysis wag in no emall part due to the information it had
from its huge deal flow. Without that markel information, Enron’s ability to correctly call price directions would
deteriorate.

What's more, without the ability to bully the market, Enron's traders may not be that good, They have litle
experience trading within value-at-risk limits standard at other companies, the senior trader said.

Enron may have trouble hanging on to its best traders anyway. Its senior traders have clauses in their contracts
that prevent them from jumping to the competition, but speculation is that Texas' right-to-work laws could make
enforcement of those clauses difficult for a company in bankruptcy,

"Time i crtical, as more talent will walk out the door and trading book will shrink,” Fleishman said, *I would
say something needs to be announced very soon and at full speed by year end.”

At the traders conference in Las Vegas, not even that glimmer of hope is evident. The most common sentiment
1& "Enron's done"

-By Mark Golden, Dow Jones Newswires; 917-541-2468; mark. goldenf@dow)jones com
{Jason Leopold contributed to this article.)
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Europe's 1st Exchang:fraded Weather Futures Launch Mon

By MARK LONG
of DOW JONMES MEWESWIRES

LONDON -- The first exchange-traded weather futures in Europe start trading Monday, adding to the host of
producis that are springing up around deregulating energy and agricultural markets in the region,

The Londen International Financial Futures and Options Exchange, or Liffe, said Thursday that it acknowledged
activity will be modest on the first day, but it remains confident that energy and insurance companies will boost
liquidity and encourage interest from other sectors down the line,

Liffe said last month that it was to launch the first exchange-based weather futures market on Dec. 10 in order to
provide a means for the many industries alTected by wezther to manage risk.

The UK. Metcorological Office suggested last month that UK. firms could save more than GPBT.6 billion a
year if they were able to fully mitigate the effects of weather on their business, according to Liffe's Thursday

briefing for reporters,

The initial listing of six Liffe weather futures contracts will be settled against the monthly and winter season
indexes which Liffe introduced earlier this year.

The Liffe monthly weather indices are based on the mean of the daily average temperature for every calendar
day of the menth for each of three locations: London Heathrow, Paris Orly and Berlin Tempelhof, The index is
expressed from a basis of 100 to ensure positive figures.

For the monthly weather futures contracts, twelve delivery months will be available at any one time and the first
delivery months available to trade will be January to December 2002, inclusive.

For winter season contracts, two delivery months will be available starting with winter 2002, stretching from
MNovember-March.

The Liffe weather futures contracts are valued at GPB3 000, or EUR3,000, per one degree change, The tick size
is 0L01, or one hundredth of a degree Celsius, giving each tick a value of GPE30 or EUR30.

S0, a UK. company could buy 50 lots of the January contract at 105 to hedge against warmer weather. [f the
January temperature is two degrees warmer than average - making the index 107 - the company would make
GPB300,000. (50 lots times 200 index points times GPBE30.) This could help offset, for example, a lower price
received for the electricity it wanted to sell in the same timeframe,

The contracts will be cleared through the London Clearing House, "which gives a great deal of comfort to those
market participants,” said lan Dudden, director of non-financial products for Liffe,

Exchanges all over the energy and commodities sectors have been quick to point out the higher credit quality
1
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they offer relative to over-the-counter participants like Enron Corp. (ENE), which spectacularly collapsed last
week leaving many of its counterparties badly exposed.

While energy and insurance companies are expected 1o dominate early weather trading activity, the retail, ravel
and tourism, agricultural and leisure sectors are expected to follow suit.

In addition, products more tallored to speci fic market sectors, based on the Liffe trading system, may be
designed by others in the future, Dudden said.

There is no intention to have larger participants acting as market makers in weather futures initially, Dudden
said, adding the exchange will be constantly evaluating the response to the trading system and adjusting
micthods accordingly.

Also, Liffe will seek to add additional weather trading markets in the U.S. and Asia. These markets would likely
have summer season contracts in addition to winter season contracts.

"This is really about building the market,” Dudden said. "As we do that it'll hecome more and more apparent
where we need to channel our energies. This is not the sort of market where you can dip one toe in and then
jump right out again,”

-Mark Long; Dow Jones Newswires; +44 (0)20 7842 9336, mark longiidowjones.com
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TradeSpark Adds Energy Products After Enron's Collapse

NEW YORK -- TradeSpark LP, an electronic marketplace for energy, has added hourly power and balance-of-
the-day instruments to its product suite, spokeswoman Deanna Cox said Thursday.

The Internet-based trading platform is initially offering on-peak and off-peak physical hourly power instruments
fior all 24-hour periods at major interconnects within the West Coast, Mid-Continent and South regions. It's also
offering on-peak and off-peak financial hourly power, including balance-of-the-day strips, for all 24-hour
periods at major East Coast interconnects, Cox said.

"The market is becoming increasingly interested in and dependent on electronic multilateral platforms like
TradeSpark, and we believe that the addition of these products will be one more reason customers will come to
us lo execute their trades," TradeSpark Managing Director Mike Williams said in a release.

TradeSpark and other online competitors of Enron Corp.'s (ENE) EnronOnline platform have expanded product
offerings as Enron's troubles deepen. Questions arose in October about Enron's creditworthiness, leading to the
collapse of its share price last week. Enron filed for bankruptey protection Sunday. It suspended trade on
EnronCmnline this week,

TradeSpark competitors Intercontinental Exchange and the New York Mercantile Exchange have seen their
energy volumes grow as traders move business over from EnronOnline,

TradeSpark is & parinership formed by eSpeed Inc. (ESPDY), Cantor Fitzgerald LP, Coral Energy, Dominion
Resources Inc. (), Koch Energy Trading Inc., TXU Corp. subsidiary (TXU) TXU Energy Trading, and
Williams Cos.' (WMB) Williams Energy Marketing and Trading Co. unit.

Active TradeSpark marketplace participants include Dynegy Inc. (DY'N) and Entergy Corp. (ETE).
-By Stephen Parker, Dow Jones MNewswires; 201-938-4426; stephen. parkerf@dowjones.com
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The tragedy of one company's rise and fall

FRECISELY a year ago, Enron unveiled its master plan for domination of the universe. Not content with
changing from an obscure gas-pipeline concern into the waorld's biggest energy trader, Enron's bosses set
their sights higher. Jeffrey Skilling, then president, vowed to skyrocket past ExxonMobil to become the
world's leading energy firm-quite an ambition, given that Exxon had just posted a quarterly profit of over
%4 billion. But even that was not encugh for Mr Skilling. He had a business insight so powerful that it
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would transform Enron into the world's leading company, period: the "disintegration” of the traditional
corporation,

Mr Skilling beliewad that deregulation and market forces would force traditicnal, asset-heavy companies teo
break up into thousands of niche players, Rather than being vertically integrated, companies would be
“wirtually integrated”-by enterprises such as Enren that would "wire those thousands of firms back
together cheaply and temporarily.”

As things have turmed out, it is Enron that has disintegrated. The company flled for Chapter 11 bankruptcy
on December 2nd, The story behind the most spectacular corporate roller-coaster ride in memory is
impassible to tell in full detail yet, thanks to the secrecy and opacity for which Enron is notorious, The
principal actors involved are staying mum, though the dozens of lawsuits and official Investigations now

under way should eventually shine a flery spotlight on Enron's murky doings. Even so, a rough outling is
now claar.

Pride before the fall

What drove Enron into bankruptey in what seems like just a matter of weeks? In fact, signs of trouble had
surfaced much earlier. Rebecca Mark, a rising star in the 19%0s, launched Enron on ill-fated forays into
asset-heavy businesses overseas such as the Dabhol power project in India and Wessex Water in Britain.
During the first half of this yvear, Enron's shares fell to around half their peak of $20, after the firm was

burned in the fallout from California's bobched power deregulation and from losses on its investments in
such exotica as bandwidth trading.

These events raised questions about Enron's direction under the brash Mr Skilling, wha had become chief
executive in February. But he disliked criticismn: when, during a conference call, one analyst dared to ask a
pointed guestion, Mr Zkilling snapped that he was an "asshole”, Unable to take the heat, and perhaps
seeing an even worse financial crisis ahead, he unexpectedly resigned in August, That forced Kenneth Lay,
the chairman, to take back day-to-day control of the company he had founded a decade and a half ago.

Shareholders hoped that the return of Mr Lay, who promised more financial disclosure, would revive
Enron. But within weeks, it was mired in & financial scandal that rapidly ran out of control. By October, it
was on the brink of collapss, and had to accept a most unpalatable notion: a takeowver by Dynegy, a
smaller energy-trading rival based down the road in Houston.

The biggest crack In the fagade came with the release of third-quarter results in mid-October that showed
a %1 billlon write-off on broadband, water and other bad investments, Worse, Mr Lay slipped in the news
that Enron had taken a $1.2 billion reduction in equity capital, stemming from a hedging deal with a
related private=equity fund. Almost nobody outside Enron was aware of the berms of the deal with this
“structured-finance vehicle”, which turned out to be just one of many off-balance-sheet devices, Enron’s
failure to offer details about the risks frem these murky partmerships led many to fear the worst about its
finances,

Accounting for growth

The bad news kept coming. Enron's chief finandal officer, Andrew Fastow, who had set up and profited
from some of these partnerships, was pushed aside. The company restated its accounts for the past five
years, and in the process wiped out nearly $600m of profits, about a fifth of the total. The news triggered

an investigation by the Securities and Exchange Commission. Yet the firm still refused to come clean. More
than any actual financial liability, that obfuscation proved the last straw,

Once Investors and counterparties started to doubt-even slighthy-that Enron was profitable, its survival
became an immediate issue. Enron had been able to raise loans because its debt was rated as investment
grade; but the loans had clauses requiring Enren to make additional paymants if it was downgraded. As
Lhis prospect loomed nearer, the Idea of this highly leveraged company having to raise fresh money scared
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off even maore customears.

The propesed merger with Dynegy should have restored confidence, and thus halted the unwinding of
Enrcn's trading book. In the event, Dynegy took a closer look inside Enron's black hale and decided not to
proceed-making the downgrading of Enron's debt and its bankruptcy inevitable. Chuck Watson, Dynegy's
boss, argues that even another $1.5 billion would not have saved Enron, given the management's refusal
to be apen about its financial position even with its rescuer, It is incredible that they continued in this
manner.. Enron never understocd that business 15 not just Bbout numbers and the balance shest: it's
about your brand, and the confidence you inspire.”

How did Enron manage to pull off its confidence trick?

This potted history may tell what happened, but it raises a question: how did Enron manage to pull off its
confidence trick? The key to understanding its collapse is contained in its annual report for 2000. The
company, the report says, "is laser-focused on earnings per share (EPS), and we expect to continue strong
earnings performance."EPS is a number that is watched obsessively by investors and analysts, and so is
often crucial to share performance. It is also relatively easy to manipulate.

It now seems Clear that growth in EPS became ever harder for Enron to deliver. Sa its laser focus switched
to locking for accounting fiddles that would make it look as if EPS was going up, and alsa hive debt off its
books. To that end, several off-balance-sheet entities were set up. These were not whally independent of
Enran, but were judged sulficiently separate that their profit or loss did not have to be consolidated into
the company's results. Assets, or portfolios of assets, were then “sold™ to these entities.

For example, swaps were created on Enron's balance sheet that would compensate the buyer of assats in
tha event of an unexpected loss. Sometimes the quality of the assets sold was doubtful (a block of
Internet shares, say]; sometimes the third-parky entity would pay using a loan from Enron, which then
booked the Interest on the loan as income. For illiguid assets, Enron had conslderable discretion in
deciding what constituted a fair price. According to Off Wall Street, a consultancy, around 28% of Enron's
EPS in 2000 came from gains on sales of securitised assels, mostly to third parties connected with Enron,

Andersen, Enron's auditors, may have allowed these transactions because they were considersd tac small
o be material. But a combination of bigger losses to hide and the success of the disguise meant that the

partnerships soon grew 50 big that It now seems surprising, to put it no stronger, that the auditors did not
revisit their accounting treatment and legality.

The thorniest question of all is why Enron ever had to resort to these financial shenanigans. Perhaps
evidence of simple, criminal activity will be found. Yet greed was surely not the only factor. Although
Enron's accounts remain a black box, there are growing suspicions that even its energy-trading business-
the jewsl that Dynegy wanted so badly-may not have been as impressive as it seamed,

This is not to deny that Enron's traders were formidable. Harvey Padewer of Duke, an American utility that
was a big rival of Enron’s, concedes that "Enron had the biggest and strongest energy-trading business in

Morth America.” The company accounted for 15-20% of gas and power trading in the region. John Martin,

an ecenamist at Bayler University, reckons that the internal risk management of the trading business was
basically sound.

But did high volumes really add up to big profits? At first, yes, However, partly as a result of Enron's
SUCoess in expanding competitive markets, dozens of rivals flocked into trading. There proved to be fiow
barriers to entry in energy trading; and Enron's skilled employees were snapped up in droves by rivals,

One indication of Enron's growing difficulties was the declining returns on extra revenues. Revenues grew

by $10 billion from 1998 to 1999, and then jumped by another $60 billion to $100 billion in 2000. Profits
before tax, on the other hand, rese by $1 billion in 1998, and by rather under $500m in both 1999 and
2000. Enron's return on capital was only 6.6% in 2000, less than rivals such as Willlams and Dynegy.
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Maore pointedly, notes Cary Wasden of Reed Wasden, an investment firm that has long been sceptical of
Enran, the firm's trading margins collapsed, from 5.3% in early 1998 to less than 1.7% in the third
quarter of this year. He notes that “marging have lallen in spite of the company's practice of selling fiked
assets {lg, generation plants) and booking the gains as operating revenues.”

Whether Enron pumped up its trading revenues is a crucial question. As chart 2 shows, the spectacular
growth of the past year or 50 was due almast entirely o Mr Skilling's embrace of the "disintegrated®,
asset-light trading model. Dean Girdis of the Petroleum Finance Company, & consultancy, points to other
passitle wheezes. He reckons Enron may have used limited partnerships and other financial vehicles to
inflate profits. Another technique he points to IS the lumping of assets such as pipelines into its trading
business. In fact, profits from hard assets may have masked the shrinking margins of Mr Skilling's virtual
trading business and encouraged him to bet the company on his radical, risky view that Enren could create
rarkels in just aboeut anything.

With margins shrinking, Mr Skilling tried to stretch the brand Into new areas, Enron grew to have contracts
with some 8,000 counterparties, in hundreds of businass lines ranging from credit insurance to metals
trading. In practice, this meant taking ever bigger bets, such as trading telecoms bandwidth,

As these bets started to go horribly wrong all at once, Enron may have felt compelled to pump up its
revenues and profits using ever more ingenious tactics. Dynegy's Mr Watson puts it this way: *Enron tried
to be a worldwide commodities broker and market maker to the world, open 24 hours a day, with just a
BBE rating, unlike banks, which have a much stronger balance sheet-and the market fell for it.”

The limits to markets

In one sense, the saga Is far from over, In bankruptcy, Enron can bormrow from banks, which know that
fresh loans will be senior to old ones. The plan now seems to be to sell what assets it can (the swnership
of its main gas pipeline is disputed by Dynegy), 50 as to keep alive the core trading business and the

Internat operation, EnronQnline <http://www enrononling.com>, perhaps with a view to selling them to a
bank,

¥et it looks unlikely that Enron can stay alive, even in truncated form. A buyer of its trading and cnline
operations would surely ditch such a besmirched brand. In any case, the company may be crippled by
lawsuits that are likely to drag on for years. A better strategy for a would-be buyer might simply be to hire
away Enron's best staff and start a new business.

That points Lo the most ironic bwist of all in this morality tale, Mr Lay had always described himsell as
"passionate about markets®, That fervent belief in the invisible hand led him to spot one of the most
powerful trends of the past decade: the deregulation of commodity markets. He would often forge ahead
fearlessly into newly deregulating markets, bully recalcitrant regulators into speeding reforms and develop
clever finandal vehicles that pressad to the very edge of the law, In the end, though, Enron appears to
have overstepped the mark. The resultant backlash comes as a bitter reminder that the markeat forces that
Mr Lay once worshipped can prove a double-edgad sword.
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The ripples spread

Qe 6th 2001
From The Economist Global Agenda

The collapse of Enron, the world's biggest corporate bankruptcy, has created ripples through
financial markets around the world, The Bank of Japan has had to step in to avert a crisis there.
But rival oil companies see it as an opportunity to acquire assets on the cheap

AP

Lay Is down

AS DOWNFALLS go, it has bean spectacular. In February, Enron was worth $50 billion. Its founder,
Kenneth Lay, was a close friend of George Bush and his family. Mow the energy trading giant has filed for
the world's biggest-ever corporate bankrupbcy and is fighting a host of lawsuits. But it may be too soon to
bury Enron, known as the most innovative and aggressive of energy traders. On December 3rd, a day after
it filed for bankruptey following the withdrawal of a merger offer by Dynegy, a smaller rival, it had lined up
%£1.5 billien in additional funding, If secured-and its key bankers, 1.P. Morgan Chase and Citigroup, need to
persuade other banks to join the syndicate-it could mean that the energy-trading firm survives in America.
Whether the Enron name survives is another matter. Meanwhile, rivals are circling to pick up the pleces of
its ather businesses elsewhera In the world.

The new $1.5 billion loan will, unsurprisingly, be secured against the company’s assets. It already has a
lang list of unsecured creditors seeking repayment. Following approval by the New York bankruptcy court
overseeing Enron, the company has received $250m immediately. It will get ancther $250m when It
completes a business plan, with the rest dependent on the syndication of the lean to other banks. Whether
any banks will be keen to take on new Enron debt while so many of their number are nursing write-offs, is
another matter. Enron hopes that the cash infection will enable it to keep its core wholesale energy-
trading business afloat while it secures other partners. J.P. Morgan Chase and UBS Warburg, both
invastment banks, have said that they are in talks with Enron. Citigroup has also not ruled out 2 trading
alliance. It is vital that a deal is done soon if the trading operation is to survive, Enron's lawyers revealed
that the trading operation’s net equity has almost halved from $12 billion to around $6 billion since the
crisis began in mid-October. That was when Enron failed to explain a $1.2 billicn write-down in its third-
quarter aarnings.

Enron was the dominant trader in the markets for energy that had been spawned by electricity
deregulation im America. It bought and sold contracts on gas and electricity, among other Lhings, and
made markets in financial derivatives related to the energy markets, Increasingly, though, it traded purely
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financial products, incduding credit derivatives, Enron, in effect, abandoned its rooks as an energy provider
in favour of becoming a Wall Street trader that just happened to be based in Houston, Texas-in effect, a
hedge fund with a gas pipeline on the side.

Grinning and bearing it

While Enron has struggled to survive this week, its bankruptcy has created ripples in financial markets
arcund the world. Its troubles have weighed on both equity and credit markets In the weeks since its
problems first emerged In October. However, some of the problems hidden by Enron’s opague accounting
are only now emerging. In Japan, there has been a near panic after it was revealed that four assat-
management companies were big holders of a ¥105 billien ($848m) bond issued by Enron. Money-market
funds, of the sort where the bonds were held, are markated as "safe” assets, and so news of Enron’s
imminant demise Lriggered massive redemptions, In the way of these things, the redemptions have run at
well over the level of the heldings of the bond-they have been arcund ¥1,000 billion, or almost ten Limes
the value of the bond-and the scale of redemptions forced the bonds below thair face walua. In addition,
many Japanese banks have lent to Enron. Three admitted that thelr combined exposure exceaded ¥560
Billion ($485m}. The Bank of Japan was forced to step in and has injected more than $200 billion into its
banking system to offset the liquidity problems arising from Enron's collapse. This is its largest ever
injection of funds into the sysiem.

The FTSE 100 index of leading stocks in London was dragged down in trading on December 3rd as it
emerged that Barclays, one of Britain's biggest banks, was among those exposed to Enron, to the tune of
£126m in an unsecured loan. CSFB in London, an investment bank, has a $70m unsecured loan, and UBS,
a Swiss bank, in New York, ane of £74m. Fortis, a Belgian-Dukch financial group, said this week that it has
a $68m exposure, ABN Amro of the Netherlands and Britain's Abbey National have already admitted to
chunky exposures, Investors were also worried about other banks that may nol yet have disclosed their
exposure to Enron, and this dragged down the whole sector,

But what has been bad news far investors and lenders has been good news for Enron’s rivals, who see the
glant's travails as an opportunity to pick up assets on the cheap, Centrica, a British gas utility, has baught
Enran Direct, which sells gas and electricity to 160,000 small and medium-sized customers in Britain, for
£137m. PricewaterhouseCoopers, which are the administrators of Enron's European assels, are now Irying
to sell the company's mekals, commadity trading and credit derivatives business, Dynegy will not rule out
a bid for Enron's share of Europe's biggest gas-fired power staticn at Teeside In the north-east of England.
Shell's Indian business is looking to buy Enron’s liguefied natural-gas terminal there, Two other
companies, Britain's BG Group and the Gas Authority of India are rumoured te be interested in the plant
toa, though Enron is seeking to sell the terminal along with a power plant. Enron’s Australian
administrators have received 18 expressions af interest in the company's electricity dervatives book.

Others see a chance to pick up business now that customers are nervous of trading with Enron. Duke
Energy, an American utility and energy trader, is leoking at picking up Enron's role as a market-raker in
power, InterCantinentalExchange, a young, electronic over-the-counter commaodities market, is picking up
business from EnronCnling, an electronic trading platform.

AP
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Friends ng mong

But as Enron tries to hold on to the trading business, and sell ather assets, it will be dealing with
regulatory investigations, fighting off a raft of lawsuits, and pursuing ong of its own, It is sulng Dynegy for
$10 billion for backing out of the marger, It is also trying to stop Dynegy from exercising an optlon to take
possession of the Morthern Natural Gas pipelineg, its most valuable asset. Stung by this move, on
December 3rd, Dynegy countersued for the pipeline, and dismissed Enron's suil as “frivolous and
disingenuous”,

Enron's employess are sulng the trustees of their pension plan, which invested in Enron shares, lor
mishandling their investments. The American labour department has also opened an investigation into the
retirement plan. Congress has signalled that its planned investigation into Enron will be "very aggressive”,
More than 15 law firms are seeking class-action status from American courts for shareholder actions
against Enron, They are alse pursuing Andersen, Enron’s auditors, for allegedly mis-stating Enron's
finamces.

The Securities and Exchange Commission [SEC), America’s top securities wakchdog, is investigating all of
Enron's accounting, including Andersen's role, This Is In addition to a separate investigation of Enron’s off-
balance-sheet dealings, Andersen’s chiel executive, Joe Berarding, tried to deflect attention from Andersen
by arguing in a newspaper articla that both the linancial reporting model and regulation were to blame,
The profession has swung behind Andersen in an attempt to shift attention from one of their own. The "Big
Five™ lop accounting lirms said that they were committed to "chart[ing] a course to address issuas
impartant to investors.” The whaole profession has come under scrutiny in recent years. Last year the SEC
attempted to prevent auditors from offering non-audit services, but dropped the proposal after sustalned
labbying by the industry,

The accountants are nok the only ones who missed the signs at Enren. Ron Barone, an analyst at UBS
Warburg, a2 bank which had extensive dealings with Enron, downgraded Enron’s steck from a “strong buy®
to a *hold” enly when Dynegy withdrew its merger offer last week. And a fund manager at Allianoe Capilal
Management, once Enron's biggest shareholder, admitted that it had bought shares all the way down from
£80: the stock trades well under $1 now, "all the way down the stock looked cheap,” Alfred Harrison said.
He admitted that the departure of former chief executive Jaff Skilling in August after just six months for a
change in lifestyle, cught to have raised a red flag. "Anytime you get something like that, you have to
wander if there was something more afoot,” he obsarved ruefully.
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December 7, 2001

Dynegy Files Motion To Transfer Enron Bankruptcy Case

By Kathy Chu
of DOW JONES MEWSWIRES

NEW YORK -- Dynegy Inc. (DYN) filed a motion late Thursday to transfer former merger pariner Enron
Corp.'s {ENE) bankruptcy case to Houston.

The case - the largest ever in corporate history - is currently presided over by Arthur J. Gonzales in the
Bankruptcy Court of the Southern District of New York.

With its court filing, Dynegy joins Enron's 401(k) plan holders and some of the energy-trading company’s
creditors in seeking a change of venue.

Int its motion, Dynegy noted that hearing the case in the Bankruptey Court of the Southemn District of Texas
would make it more convenient for creditors, the debtors and witnesses to attend the heanngs.

Also, Enron "will not suffer any economic harm or inconvenience if this case is transferred to the disinct in
which its headquarters and business operations are located,” according to the fling, "In fact, just the opposite is
true. The costs to both creditors and the debtors in terms of both time and money will be astronomnical if these
cases remain in the Southern Distriet of New York.”

The change-of-venue motions are schedeled to be heard by federal Judge Gonzalez in a Jan. 7 hearing,
Enron couldnt immediately be reached for comment.

The parent company, Enron Corp., and almost all of its 19 units that have filed for Chapter 11 bankruptey
protection are based in Houston. But Enron Metals & Commodity Corp. is headquartered in New York,

Enron currently employs about 3,500 workers in Houston - after laying off 4,04K) there earlier this week - and
about 250 in Mew York,

The company's problems began two months ago when it reduced its sharcholder equity by $1.2 ballion and
admitted that it had moved assets and debt ofT its balance sheet to limited partnerships controlled by Enron
executives, In November, the company restated more than four years' worth of financial results, cutting eamings
by a total of $586 million.

Dymegy agreed to buy the troubled company in a deal valued at more then 39 billion, but later backed out after
other financial problems were disclosed and credit-rating agencies cut Enron's notes to junk-bond status.

After filing for bankruptey, Enron also fled a $10 billion lawsuit against Dynegy. Dynegy, in return, filed a
countersuil 1o stake its claim to a valuable Enron asset, the Northern Natural Gag pipeline.

The odds seem to be slightly against the transfer of Enron's bankruptey case o Houston,
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Because unit Enron Metals & Commodity is located in New York, the parent company has the jurisdiction to
file for bankruptcy protection here, according to legal experts.

“I'would give (the motions) a 30% to 40% chance of success - significant, but not a slam dunk,” said Nancy
Repoport, dean of law at the University of Houston.

An alternative to moving the case to Texas would be for Judge Gonzalez to appoint an additional creditors
committee to represent the interest of employees, according lo Rapoport.

The U.5. Trustee Office, a division of the Department of Justice, will hold a meeting Dec. 12 to form the
creditors commitiee - provided for under Chapter 11 law. The group will play a pivotal role in steering
creditors’ positions in court.

Bankrupicy experts said it's likely that onc commitiee will be appointed at that time, and another group will be
named later - in order to ensure that the interests of all parties are accounted for in what is likely to be one of the

most complex bankruptey cases ever.

Traditionally, only one official commitlee represents the inlerests of all creditors in bankrupicy proceedings.

-By EKathy Chu; Dow Jones Wewswires; 201-%38-5352
katchy.chu@dow]onee . com
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ENRON UPDATE

Greenspan, Oxley Meet; Netting Bill Gains Support Following Enron Debacle

Federal Reserve Chairman Alan Greenspan met yesterday with key House lawmakers to
discuss this year's prospects for passing legislation that clarifies corporate bankruptcy laws
by allowing companies to quickly settle cutstanding derivatives contracts in the event of an
insolvency, Dow Jones reported. The once-obscure financial issue has gained new
prominence and urgency on Capitol Hill as federal investigators sift through the mess left
behind by Enron's chapter 11 bankruptey filing. The measure allows institutions to quickly
close outstanding derivatives contracts with bankrupt trading partners by netting all the
losses and gains of individual contracts into one deal.

House Financial Services Chairman Michael Oxley {(R-Ohio) invited Greenspan to meet with
House Judiciary Chairman James Sensenbrenner (R-Wis.) after Oxley held a bruising hearing
on Wednesday on financial improprieties leading to Enron’s demise. Complicated, off-balance
sheet transactions were the company's undeing. Its stock collapsed after a Nov. 8
announcement that the firm had overstated its net income over four years by $569 million.
Creditors are now lining up to collect on about $40 billion in debt owed by Enron.

“Congress should not fail to enact netting legislation this year,” Greanspan and Treasury
Secretary Paul O'Neill wrote House lawmakers a few weeks after the attacks. “Further delays
would unnecessarily place the financial system at greater risk.” Lawmakers are now
guestioning whether the legislation, which is also attached to a broader bankruptcy bill in
both chambers, could be applied to Enron's bankruptcy case if the bill passes this year.
Federal gsecurities officials said it was unclear whether they could apply new contract netting
laws retroactively. Oxley hopes to get the bill passed by next week, before Congress finishes
its work for 2001.

House Probe Seeks Andersen’s Records On Enron Audits

The House Energy and Commerce Committee yesterday asked Arthur Andersen to provide
records relating to its audits of Enron Corp., Dow Jones reported. At the same time, the
committee sent a letter to former Enron Chief Executive Jeffrey Skilling, requesting an
interview with committee investigators within the next two weeks. The committee also
formally sought interviews with David Duncan, Andersen’s partner in charge of the company's
Enron account, and Andersen employees invelved in the company’s audits. The requests
came after Joseph Berardino, Andersen’s chief executive, told the House Financial Services
Committee on Wednesday that the auditing and consulting firm didn't receive critical
information from its client concerning the special-purpose entities that brought about Enron’s
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financial downfall.

Enron Seeks Supplier to Take Over California University System Powers Contract

Enron Corp is looking for another electricity supplier to complete its contract with California's
two public university systems, a spokeswoman for California State University said yesterday,
reported Dow Jones. Enron Energy Services Inc.'s current contract with California State and
the University of California Systems expires on March 31, 2004, said spokeswoman Clara
Potes-Fellow. The Enron subsidiary filed for chapter 11 bankruptcy protection Dec. 2.

Enron Contract Hearing Moved To Dec. 18

A bankruptcy court hearing regarding embattled Enron Corp.'s motion to negotiate, end or sell
certain contracts has been postponed to next Tuesday, Dec. 18, Dow Jones reported. The
meeting was originally scheduled for today. Earlier this week, Enron filed a motion with the
court asking to be allowed to terminate with other parties certain contracts with safe-harbor
provisions. The company doesn't want to ask for court approval every time it seeks to end an
agreament.

In its filing, Enron had asked for authority to end some of these safe-harbor contracts and
nagotiate payments for each termination. Creditors, including Cinergy Corp.'s Cinergy

Services Inc. and Wiser 0il Co., have filed objections. The motions and objections will be
addressed at Tuesday's bankruptcy court hearing.
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Enron Update

House Panel Vows Comprehensive Enron Investigation

House Financial Services Committee members yesterday plunged into what they pledged would be a
comprehensive investigation into the collapse of Enron Corp., a task made more difficult Dy Enron
Corp. CEQ Kenneth Lay's failure to appear before the panel as a witness, CongressDally reported.
Lay sent the commitiee a letter on Tuesday, explaining that he would be unable to attend the hearing
because he was scheduled to participate in bankruptey proceedings. Financial Services Capital
Markets Subcommittee Chairman Richard Baker (R-La.) said the commitiee would continue its
investigation in “late January, possibly early February.” And, he added, "Our task is to establish the
facts, change the rules where needed and assist the SEC in pursuit of those who have violated the
law."

Saveral lawmakars on both sides of the aisle also used Enron's demise as an opportunity to renew
their calls for the passage of a financial "netting” bill, provisions of which are included in the
bankruptcy reform bill. Financial Services Committee Chairman Michael Oxley (R-Ohio) and ranking
member John LaFalce (D-N.Y.) agreed that Enron's collapse underscores the urgent need for
passage of provisions designed to strengthen and update current statutory protections for netting
financial market contracts if a party defaults, Metting refers to the practice where the amounts due
between financial institutions in the event of a default are quickly calculated as one net amount,
helping reduce risk. The netting language is one of the few consensus items included in
comprehensive bankruptcy reform legisiation that "is destined to go down o defeat,” LaFalce
assered. “[Natting] is not a new issue,” he fumed, “We need to extract [those] provisions and simply
pass them independently.”

Auditor Hints of 'Ilegal Acts' al Enron

Enron Corp.'s outside auditor said yesterday “illegal acts” may have been committed at the energy-
trading company before it sought bankrupley protection last week, The Washington Post reported.
The chief executive of Arthur Andersen, the accounting firm that approved years of financial
statements that overstated Enron's profits and understated its debts, also said Andersen maae “an
error in judgment” that accounted for $103 million in overslated profits.

While Joseph F. Berardino testified yesterday on Capitol Hill, giving Andersen's first substantive
explanation of why it certified Enron’s reports, top Enron officers detailed a reorganization strategy for
creditors at @ meeting in New York, And former Enron chief financial officer Andrew Faslow, after
failing to honor a Securities and Exchange Commission subpoena, surfaced at a news conference to
dispel speculation that he had fled the country. In addition to Congress and the SEC, the Justice and
Labor departments are investigating Enron’s collapse. More congressional hearings are expected

next month. To read the entire story, point your browsar to <httpu/fwww.washingtonpost.com/wp-
dyn/articles/A34904-2001Dec12.html>.
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Enran Seaks 55 Billion From Asset Sales

Bankrupt Enron Gorp. yesterday announced that it may sell its key energy trading unit and plans to raise up to $6
billion by selling other assets, Rauters reported. Chief Financial Officer Jeff McMahon sald that Enron plans to
sall Its troubled Azurix Corp. water unit, businesses in emerging markets and wind energy assets. It plans to
retain its exploration and production unit, wholesale and retail services and regulated businesses. McMahon
said Enron has about 513 billion in unsecured bank debt and an additional 32 billion in secured bank debt. Enron
plans to ralse between $4 billion to $6 billion with the noncore asset sale.

Dynegy Suit to Galn Enron Pipeline Moved lo Federal Court

Dynegy Inc.'s lawsuit to secure ownership of an Enron Corp. pipeline company has been transferred to the
Faderal District Court in Houston, Dow Jones reported. The state District Court of Harris County, Texas, where
Dynegy eriginally filed the suit, transferred the case on Tuasday. Enron asked that the suit be moved to federal
court to determine whather it should be heard by the federal bankruptcy court in New York, as Enron's lawyers
have argued, or in state court, as Dynegy prefers. Dynegy plans to seek to move the case back to state court.

Dynegy filed suit against two Enron subsidiaries on Dec. 3 in the state court seeking control of the
Enron Morthern MNatural Gas Co. Dynegy based its claim to Northern Matural on an option it secured
from Enron in exchange for a $1.5 billion cash infusion. The option allowed Dynegy to acquire
complete control of Morthern Natural in the event Dynegy's offer to acquire Enron fell through.
Dynegy terminated its acquisition offer last month and told Enron it was exercising its option to buy
Morthern Natural. Enron is contesting Dynegy's claim and has sued its one-time suitor for $10 billion
for wrongfully terminating its acquisition offer.

Enron Objection Deadline Extended fo Dec. 18

Enren announced that it has moved the date of its next bankruptcy hearing, originally
scheduled for tomorrow, te Dec. 20. Enron representatives weren't immediately available to
provide the reason for the rescheduling. Enron said the hearing is designed to give adequate
assurance 1o utility companies providing services to Enron and its debtor subsidiaries. In
connection with the rescheduled hearing, Enron has extended the objection deadline to Dec.
18.
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Enron Update

U.5. Congress to Hold First Hearing on Enron Bankruptey Today

The first congressional hearing into the collapse of Enron Corp. gets underway today with testimony
from auditors of the former energy trading giant but not the top executive of the embattled Houston-
based company, Reuters reported. Enron chief executive Kenneth Lay declined an invitation to
testify before the House Financial Services Committee, "We're disappointed,” panel chairman and
Rep. Michael Oxley (R-Ohio) said. "But this is [just] the first in a seres of hearings and investigations
that the committee will be conducting.”

Arthur Andersen CEQ Joseph Berardino will face questions about when Enron’s auditors first realized
there were problems with Enron's accounts. SEC Chairman Harvey Pitt, who has promised a
therough but quick probe of Enron, also declined an invitation to appear at today's hearing. Instead,
SEC Chief Accountant Robert Herdman will testify. Also set to testify at the hearing is Richard
Trumka, secratary-treasurer of the AFL-CIO. Oxley has said any further Financial Services committee
hearings on Enron after Wednesday will not occur until 2002.

Congress Demands Records, Briefing From Enron

A congressional committee yesterday demandead that Enron Conp. hand over financial records and
meet with committee staff within 10 days, according to Reuters. The House Enargy and Commerce
Committee called on Enron to turn over documents relevant to the committee’s investigation into the
company's collapse, said committes Chairman Rep. Billy Tauzin (R-La.) and Rep. James Greenwood
(R-Pa). In letters sent this week 1o Enron Chairman Kenneth Lay, and Andrew Fastow, the
company's former chief financial officer, Tauzin and Greenwood also requested staff interviews with
both current and former senior Enron employees as well as members of Enron's audit and
compliance committee by Dec. 21.

In their letters, Tauzin and Greenwood requested that a mountain of docurnents be turned over to the
committee by Dec. 17. The request listed 43 separate aspects of the Enron case in which the
committee has interest, including: eamings restatement decisions, financial ties among Enron officers
and outside parinerships they were involved with, minutes from board and audit commitlee meeatings
from 19597 to present and correspondence between Enron auditor Arthur Andersen and the company.

J.P. Morgan Sues Enron for $2.1 Billion

J.P. Morgan Chase & Co., one of Enron Corp.'s biggest creditors, yesterday sued the troubled
energy trader for more than $2.1 billion, Reuters reported. The New York-based bank claimed in a
suit filed in the U.5. Bankruptcy Court in New York on behalf of itself and related parties that it has
rights to Enron assets such as accounts receivable, commercial paper, cash, and other property,
which allegedly are not protected in Enron's bankruptey proceedings.

Enron holds the assets in dispute only as a servicer for the alleged owners, under two accounts
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receivables deals, the suit claims. The assets are not property of Enron because they were sold
before Enron’s Dec. 2 bankruptcy filing. J.P. Morgan acted as an agent in two credit facilities whose
proceeds helped fund two accounts receivables transactions between Enron and Sequoia Financial
Assets, a special purpose, bankruptcy-related entity, the suit said. Sequoia allegedly bought the
recaivables from Enron and reinvested the money collected on the bills in short-term paper issued by
Enron and its Enron North America unit.

Dynegy Files Motion to Dismiss Or Transfer Enron Case

Dyneqy Inc. filed a moticn on Monday asking the federal bankruptey court in the Southern District of
Mew York to dismiss Enron’s $10 billion breach-of-contract lawsuitl against Dynegy, or, to transfer the
case to Houston, Dow Jones reported. Enron's claims against its former merger partner “in no way
relate to federal bankruptcy law or the administration of these chapter 11 cases,” according to the
filing.

Dyneqgy asked the New York bankruptcy court to abstain from hearing Enron's suit against Dynegy,
which allegedly involves state rather than federal breach-of-contract claims. Alternatively, the casa
should take place in Texas - where Enron and most of its units are based - instead of New York,
whaere the “only link to the dispute is ... hung upon the gossamer thread of the location of (Enron’s)
subsidiary Enron Metals and Commadity Inc."”
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Enron Bankruptcy Update

Enron Japan, Affiliates Seek Bankruptcy Protection

Enron Japan Corp., a wholly-owned subsidiary of failed U.S. energy giant Enron Corp. announced
that it and its three Japanese affiliates filad for bankruptcy yesterday, Dow Jones reported. The
move follows Enron’s Dec. 2 chapter 11 bankruptcy filing in New York. “Enron Japan Corp., Enron
Japan Marketing Corp., Enron Japan Funding Corp. and E Power Corp. filed for bankruptcy...in
accordance with the Japanese bankruptey law,” Enron Japan said.

Enron Court Hearing Pushed Back to Dec. 20

An Enron Corp. hearing has been rescheduled for Dec. 20 from Dec. 14, Doe Jones reported. The
hearing, the second since the energy-trading company filed for chapter 11 bankruptcy protection on
Dec. 2, will pertain 1o Enron’s request to conlinue paying utilty companies for electnc bills. Judge
Arthur Gonzalez, who is presiding over Enron’s case will also hear an interim requast at this tima to
retain Blackstone Group as financial adviser in Enron's restructuring.

600 Enron Employees Got Bonuses

Nearly 600 Enron Corp. employees deemed critical to running its prized energy trading business
received more than $100 million In bonusas last month as the company faced a merger and then
bankruptcy, according to the Associated Press. About half of those bonuses, given to 75 traders in
early November when Enron was planning to merge with smaller rival Dynegy Inc., may have to be
repaid because the merger collapsed, said Todd Zywicki, a law professor at George Mason
University.

Enron spokesman Mark Palmer said the 350 million given to traders before the merger crumbled
“‘was done in discussions with Dynegy to protect and pressrve the value of the trading crganization
through what we thought was going to be a fairly long merger process.” Dynegy spokeswoman
Debbie Fiorito said that Dynegy didn't approve or endorse those bonuses. Enron distributed an
additional 355 million to 500 employees two days before filing for bankrupley as an incentive for them
to remain with the company while Enron works to emerge from chapter 11,
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